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Seventh-Amendment  Follies  a  drunk 

driver  doing  60mph  rear-ends  a  Ford  Escort,  killing  the  driver 
of  the  Escort.  A  jury,  handing  down  a  $27  million  verdict  for  the 
victim's  family,  decrees  that  Ford  Motor  Co.  is  40%  responsible 
for  this  accident  and  thus 
on  the  hook  for  the 
whole  award. 

A  17-year-old  falls 
asleep  at  the  wheel, 
crosses  into  oncoming 
traffic  and  crashes  his 
SUV  head-on  into  a 
Dodge  Caravan.  The 
driver  of  the  Caravan 
is  killed  when  the  passen 
ger  behind  her,  not  wearing  a 
seat  belt,  plows  into  her  seat.  The  jury  delivers  a 
$49  million  punitive-damages  award  against  DaimlerChrysler, 

These  cases  and  many  more  like  them  are  to  be  found  ai 
Overlawyered.com,  a  collection  of  tort  law  absurdities  main- 
tained by  author  and  Manhattan  Institute  fellow  Walter  Olson 
Take  a  look  at  the  blog  and  then  turn  to  page  100  to  read  Danie 
Fisher's  account  of  toxic  mold  litigation.  The  mold  cases  cen- 
ter on  the  scientifically  preposterous  claim  that  mold  is  th« 
cause  of  many  human  ailments.  Juries  rule  against  mold  plain 
tiffs  at  least  half  the  time.  Still,  the  mere  threat  of  a  jackpo 
award  makes  defendants  (or  their  insurers)  eager  to  settle.  Sim 
ilar  scientific  nonsense  was  behind  the  multibillion-dolla: 
breast-implant  settlement. 

Often  a  trial  judge  or  appellate  court  will  reject  or  reduce  < 
steep  verdict.  A  jury  slapped  General  Motors  with  a  $4.9  billioi 
punitive  damage  award  in  a  case  in  which  a  Malibu  was  rear 
ended  by  a  drunk  driver.  A  judge  knocked  that  down  to  $1.2  bil 
lion.  But  then,  if  it's  accepted  that  juries  sometimes  run  off  th< 
rails,  why  vest  them  with  so  much  power  in  civil  cases?  Isn't  i 
time  to  end  this  solemn  farce? 

Juries  are  good  at  deciding  whether  an  eyewitnesses  is  cred 
ible.  They  are  not  so  good  at  judging  the  complex  trade-offs  ii 
car  engineering.  They  can't  handle  epidemiology  or  Bayesiai 
statistics.  Because  they  do  not  have  to  concern  themselves  wit! 
the  economic  consequences,  they  can  be  very  casual  abou 
adding  a  few  zeroes  to  a  judgment  when  the  plaintiff  tugs  a 
their  heartstrings. 

A  proposal:  Have  judges  in  civil  cases  assign  to  juries  nar 
rowly  targeted  factual  questions.  Which  of  these  two  witnesses 
lying?  Which  of  these  two  drivers  is  more  at  fault?  Leave  th 
engineering  and  the  economics  to  judges. 

The  Seventh  Amendment  guarantees  a  right  to  jury  trials  i 
federal  civil  cases.  Let's  repeal  it  and  anything  in  state  law  tha 
looks  like  it. 

tVw  editor 
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A  lot  can  happen  to  your  mail,  so  why  not  use  your  Visa  check  card  or  credit  card  to 
pay  important  bills  automatically?  Simply  schedule  payments  for  monthly  bills  like 
phone,  cable/satellite  and  gym  membership  dues.  Bills  are  securely  paid  on  time 
every  month,  while  the  need  for  writing  checks,  finding  stamps,  addressing  envelopes 
and  scolding  your  pet  is  virtually  eliminated.  To  get  started,  go  to  visa.com/billpay. 
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it's  everywhere 
you  want  to  be. 


ELIMINATING  EMISSIONS  AM 


Someone  should  make  hydrogen  vehicles  and  their  refueling  stations  a  reality.  Only  GM  cJ 

Only  General  Motors  has  teamed  up  with  Shell  to  introduce  the  nation's  first  hydrogen  refueling  pl^ 
at  a  retail  station.  It's  the  endgame  of  a  multi-faceted  strategy  GM  set  in  motion  years  ago  to  nl 
cleaner  cars  and  trucks  powered  by  hydrogen.  Right  now,  a  test  fleet  of  hydrogen-powered  GM  vehb1 


CHEVROLET 


PONTIAC 


BUICK 


CADILLAC 


GMC 


©2005  GM  Corp.  All  rights  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors  Corporation. 


Igotiating  traffic  in  downtown  Washington,  D.C.  GM  introduced  the  first  fuel  cell-powered  concept 
cle  nearly  forty  years  ago,  and  we've  continued  to  push  fuel  cells  forward  ever  since.  With  over 
hundred  GM  engineers  on  three  different  continents  working  on  hydrogen  technologies,  it's  clear 
lydrogen  economy  isn't  a  pipe  dream  anymore. 
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Business  by  the  Book 

While  I  understand  your  por- 
trayal of  Ukraine's  "murky" 
business  climate  in  "Man  of 
Steel"  (Mar.  28,  p.  132),  I  was 
dismayed  at  the  negative  conno- 
tations made  in  regard  to  my 
personal  business  practices. 
Doing  business  in  dangerous 
places  and  "cutting  fast  deals 
with  strongmen"  is  an  eye- 
catching description,  but  the 
truth  is  far  less  exciting.  It's 
doubtful  I  could  have  navigated 
this  "shadowy"  environment, 
much  less  prospered  in  it,  had  I 
not  paid  the  utmost  attention  to 
legalities  and  ethics.  Also,  the 
Trump  Organization  is  an 
exceptional  design  and  marketing  partner  for  luxury  developments,  and  the 
Toronto  Tower  will  undoubtedly  benefit  from  Trump's  expertise.  We  are 
very  excited  about  developing  this  70-story  luxury  hotel  and  residential 
property  in  the  heart  of  downtown  Toronto.  It  has  met  its  sales  targets  and 
has  enthusiastic  clients  from  nations  such  as  Canada,  the  U.S.,  the  U.K. 
and  Dubai. 

ALEX  SHNAIDER 
Chairman 
Midland  Group 
Toronto,  Canada 


No  dark  side  here:  Alex  Shnaider. 


Fink  About  This 

"The  Dark  Side  of  Whistleblowing" 
(Mar.  14,  p.  90)  shows  how  profitable 
this  activity  can  be,  but  are  there  data  to 
suggest,  say,  that  more  than  1%  of 
whistleblowers  actually  benefit?  Schol- 
arly articles  on  the  subject  find  that, 
overwhelmingly,  those  who  report 
malfeasance  never  recover  emotionally 
or  financially.  Absent  other  informa- 
tion, one  might  suspect  that  the  Mor- 
ton Thiokol  engineer  who  was  con- 
cerned about  O-rings  was  just  trying  to 
profit;  that  Woodward  and  Bernstein 
were  misguided  in  reporting  that 
breaking-and-entering  on  behalf  of  a 
presidential  campaign  was  wrong;  or 
that  sleep-deprived  medical  residents 
who  complain  are  simply  grubbing  for 
more  money.  Casting  doubt  on  those 
who  already  have  overwhelming  insti- 
tutional odds  against  them  is  giving 


succor  to  the  future  Ebbers,  Rathe 
and  Graners  of  the  world. 

ROBERT  BE 
Solana  Beach,  Ca 

Party  Bashing 

As  a  30-year  producer  of  TV  commt 
cials  for  leading  advertisers,  I  can  att< 
to  the  truth  of  "Super  Pricey"  (Feb, 
p.  50).  The  primary  purpose  of 
$2.4  million-plus  Super  Bowl  TV  spot 
to  assuage  the  ego  of  a  company's  ch 
executive  and  create  an  excuse  for 
extravagant  party.  These  are  costs  p£ 
by  consumers  and  shareholders.  Ev 
after  the  "free"  publicity  from  the 
spots,  the  dollars  spent  are  virtua 
never  recouped.  You  inspired  me  to  fu 
a  new  Web  site,  saynotosports.  com,  a 
dressing  these  abuses  by  pro  sports. 

ROBERT  F.  MONEMEI 
Sylvan  Lake,  Mn 
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Some  think  planning  for  retirement  is  a  walk  in  the  park.  It's  anything  but.  Your  Smith  Barney  Financial 
Consultant  knows  it  takes  plain  hard  work,  a  smart  plan  and  dedicated  teamwork.  You've  worked  hard  to 
get  where  you  are.  You  can  expect  no  less  from  us.  Visit  us  at  www.smithbarney.com  to  find  out  more. 

THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.SM  gj^J ITH BARNEY 
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Recrafting. 
The  return 
on  a  great 
investment. 


Return  your  worn  Allen-Edmonds  shoes  to 
theiroriginal  beauty  with  Allen-Edmonds 
Ho  Lilting  .  We  use  the  same  tec  hniques 
when  Recrafting  your  shoes  that  we  used  in 
theiroriginal  construction.  Just  mail  us  your 
worn  Allen  Edmonds  in  a  postage  paid 
RecraftPak".  For  more  information  or 
your  free  RecraftPak,  visit  your  nearest 
Allen-Edmonds  dealer  or  call  I  -877-495-5564. 


Allen 
.Edmonds 

For  All  Walks  of  Life" 


aliened  monds.coiu 


Made  in  USA 


Readers  Say 


Running  in  reverse?  GM  headquarters. 

Motor  Skills 

Your  column  on  General  Motors,  "Saving 
GM"  (Mar.  14,  p.  106),  reminded  me  of 
the  Chevy  truck  I  bought  for  my  16-year- 
old  daughter  in  the  fall  of  2001.  Soon 
after  the  warranty  expired,  the  vehicle 
would  not  shift  into  reverse.  I  took  it  to 
the  local  dealer,  who  guessed  in  very 
accurate  detail  what  had  gone  wrong.  He 
thought  the  cost  to  fix  it  would  be  about 
$1,900,  which  was  right  on  the  money. 
We  were  certainly  not  the  first  to  cross  his 
desk  with  this  problem.  At  the  same  time, 
one  of  my  friends  rolled  over  260,000 
miles  on  a  Toyota.  In  my  remaining  years 
I  will  probably  buy  another  20  to  30  new 
cars.  GM  just  lost  about  $1  million  in  total 
sales  from  me. 

MIKE  MCCRACKEN 
Zionsville,  Ind. 

Jerry  Flint  could  not  be  more  wrong  on 
how  to  save  GM.  Having  the  government 
pay  for  the  retirement  of  GM's  overpaid 
workers  and  retirees  is  a  temporary  fix  that 
can't  save  GM  or  any  other  U.S.  car  com- 
pany in  the  long  run.  How  would  this 
make  the  company  more  competitive? 
Shouldn't  the  government  put  away  the 
billions  this  plan  would  take  for  all  Amer- 
ican workers'  retirement  30  years  from 
now?  If  the  government  of  Japan  took 
Japanese  taxpayers'  money  and  subsidized 
Toyota  to  help  pay  for  Toyota's  pension 
obligations,  what  would  GM  call  that? 

ERIC  KUO 
San  Antonio,  Tex. 
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Safety  Catch 

The  shield  law  that  Steve  Forbes  wants  t< 
establish  for  reporters  is  the  wron 
answer  to  confidentiality  problems  (Fad 
and  Comment,  Mar.  28,  p.  33).  The  Corn 
stitution  gives  reporters  the  right  to  prin 
what  they  wish  but  not  the  right  to  with 
hold  their  sources  from  a  grand  jur> 
What  the  source  needs  is  a  whistle 
blower's  law,  which  may  partially  protec 
him  and  might  be  all  he  deserves.  Oftei 
the  source  is  a  crook,  too,  which  ma 
make  him  someone  who  doesn't  deserv 
protection.  As  for  bloggers,  they,  lik 
reporters,  should  have  the  same  right 
everyone  else  has.  While  the  intention  q 
shield  laws  is  admirable,  like  the  road  t 
hell,  its  destination  is  nothing  but  trouble 
THOMAS  R.  BUSARD,  M.L" 
Bradenton,  Fk 

One  More  Reason  to  Shop 

In  "Use  It  Up,  Wear  It  Out"  (Mar.  14 
p.  77)  you  highlight  ReCellular's  effort 
to  recycle  old  cell  phones.  You  also  mak 
reference  to  collection  boxes  where  the 
may  be  deposited,  but  do  readers  kno\ 
where  to  find  such  boxes?  Th 
Rechargeable  Battery  Recycling  Corfl 
provides  more  than  30,000  sue! 
collection  sites  at  retailers  like  Horn 
Depot,  Lowe's,  Office  Depot,  Radio 
Shack  and  Sears. 

RALPH  MILLARI 
Executive  Vice  Presider. 
Rechargeable  Battery  Recyclin 
Atlanta,  Gc 

March  Madness 

Our  introduction  to  "Billion  Dolla 
Babies"  (Mar.  28,  p.  125)  should  hav 
stated  that  those  on  our  billionaires  lis 
hail  from  47  countries,  not  45,  and  the 
the  youngest  new  billionaire  is  Saa 
Hariri,  not  Wong  Kwong  Yu.  Our  stor 
about  spinal  muscular  atrophy,  "Fa 
Ayra"  (Mar.  28,  p.  95),  misspelled  th 
name  of  a  patient.  The  correct  spelling 
Arya  Singh. 
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Whatever  your  style,  whatever  your  size,  Allen-Edmonds  is  the  perfect  fit. 
Our  shoes  are  handcrafted  in  sizes  6-16  and  widths  AAAEEE.  When  they 
finally  show  their  wear,  our  Recrafting®  process  will  have  them  looking  new 
again.  For  a  catalog  and  Allen-Edmonds  dealer  near  you,  call  1-800-235-2348. 

Shoes  from  top  to  bottom:  Nashua,  Concord.  Lauderdale  allenedmonds.com  Made  in  USA 
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For  All  Walks  of  Life" 


PREEMPTIVE  SECURITY  IS  HERE: 


YOU  CAN 


Chart  the  Differenced 

BETWEEN  INTERNET  SECURITY  PLATFORMS: 


(A)  We  protect  you  from  the  threat  here 


■(B)  The  other  guys  react  to  the  threat  here 


The  only  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia®  Enterprise  Security  Platform 
from  Internet  Security  Systems.  When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team 
updates  Proventia  to  immediately  shield  against  any  attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new 
standard  in  Internet  security  can  help  keep  you  off  the  path  to  disaster  and  reduce  your  total  cost  of  ownership  -  In  fact,  when  we 
manage  Proventia  for  you,  we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitepaper,  Preemptive  Protection:  Setting 
a  New  Standard  in  Security,  at  www.iss.net/proof/whitepaper  or  call  800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION 

©  2005  internet  Security  Systems  llworpoiatnl  ft  .  ights  itseived. 


VULNERABILITY  MANAGEMENT      MANAGED  SECURITY  SERVICES 
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security  expertise  is  its  X-* 


Q  Internet  |  Security  |  Systems8 

Meatf  of  the  threat 


about  the  things  we  do  for  global  companies  that, 
naturally,  we've  become  better  at  dping  them.  We  are  the  d 
world's  leader  in  customer  care,  billing  and  HR  services,  ir 

The  power  to  think.  / 


/  Multiplied  by  the  power  to  d 

p  So  is  it  any  wonder  that  more  companies  are  drawn  to  us 
for  what  we  know,  as  well  as  what  we  do?  We  offer  a 


I 


I 

I 

■tea 


f  unique  way  or  consulting  born  trom  actual  experience. 
/  Contact  us.  You'll  see  that  great  thinking  is^ven  more 
jjr  ■  valuable  when  you  know  what  to  do  with  it. 

1  -800-344-3000  or  visit  convergys.com 
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Fact  and  Comment 

By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


Undo  Dumb  Debt  Decision 


BRITAIN  HAS  ANNOUNCED  IT  WILL  SOON  BE  FLOATING  50-YEAR 
bonds.  Germany  is  expected  to  follow.  The  U.S.  Treasury  Depart- 
ment should  immediately  do  the  same  and  lock  in  low  interest  rates. 

Washington  stopped  selling  30-year  bonds  nearly  four  years 
ago.  The  idea  behind  that  decision  was  that  the  national  debt 
would  soon  be  extinguished  so  there  was  no  need  to  sell  regular 
Treasurys  beyond  a  term  of  ten  years.  That  move  was  a  mistake 
then,  and  it's  certainly  a  mistake  now.  The  yield  of  the  last  30-year 
bond  issued  (which  comes  due  February  203 1 )  is  currently  4.8%. 
The  Federal  Reserve  is  still  inflating;  long-term  rates  are  likely  to 
go  up  100  to  200  basis  points  in  the 
next  year  or  so. The  Treasury  should 
market  30-  or  50-year  paper  as  long 
as  the  coupons  remain  less  than  6%. 

The  appetite  for  these  maturities 
is  real  and  will  get  bigger,  particularly 
if  personal  accounts  for  Social  Secu- 
rity are  enacted.  Long  bonds  would  enable  pension  funds  and 
insurers  tc  better  match  assets  to  their  long-term  liabilities.  Pen- 
sion funds  and  retirement  vehicles,  such  as  Roth  IRAs  and 
40l(k)s — not  to  mention  the  central  banks  of  China,  Japan  and 
ndia — would  be  ready  buyers  for  these  long-term  Treasurys. 

Sadly,  Washington  has  had  a  long  history  of  mismanaging 
he  national  debt.  Taxpayers  have  shelled  out  literally  tens  of  bil- 
ions  of  dollars  for  unnecessary  interest  payments  on  Treasury 
?onds.  The  most  egregious  reason  for  the  waste  of  interest 
noney:  the  Treasury's  obstinate  refusal  to  put  traditional  call 
>ptions  on  its  long-term  paper.  Most  corporate,  state  and  local 


UK,  Germany  poised 
to  issue  50-year  bond. 


borrowers  almost  always  have  covenants  in  their  bonds  that 
allow  the  issuer  to  buy  them  in — say,  after  five  or  ten  years — well 
before  the  stated  maturity  date.  Thus  if  interest  rates  fall,  a  cor- 
poration can  call  in  a  30-year  bond  after  5  years  and  refinance  it 
at  a  lower  cost.  This,  of  course,  is  no  different  from  home  owners 
refinancing  their  mortgages  at  more  favorable  interest  rates. 

Yet  Uncle  Sam,  whose  credit  rating  is  unmatched  by  any  other 
borrower,  has  never  had  such  options.  (At  best,  Treasury  bonds 
have  been  callable  5  years  before  maturity;  a  30-year  bond  couldn't 
be  bought  in  until  25  years  after  issuance.)  Treasury  apologists  say 

that  such  provisions  would  lead  to 
the  government's  paying  higher  in- 
terest rates.  Feeble  excuse — at  most, 
the  government  might  pay  one- 
fourth  of  1%  more  on  its  long-term 
coupons,  but  it  would  save  many 
times  that  if  it  had  the  ability  to  retire 
high-interest  debt  early.  For  example,  at  the  height  of  inflation  in 
1981,  Washington  sold  a  20-year  Treasury  bond  that  had  a  coupon 
of  15.75%.  During  the  1990s  this  bond  could  have  been  refinanced 
numerous  times  with  interest  rates  that  were  less  than  6%.  Yet 
taxpayers  were  stuck  with  that  extraordinarily  high  coupon. 

Unless  the  Federal  Reserve  moves  to  a  de  facto  gold  stan- 
dard, interest  rates  will  remain  volatile.  Washington  has  a  unique 
opportunity  today  to  substantially  lessen  our  long-term  outlays 
for  interest  payments.  What  is  Treasury  chief  John  Snow — who 
comes  from  the  private  sector  and  therefore  knows  something 
about  balance  sheets  and  debt  management — waiting  for? 


-FT.com 


Why  Forgive  Kleptocracy  and  Economic  Incompetence? 


V  MOVEMENT  IS  AFOOT  TO  HAVE  THE  U.S.  AND  OTHER  DEVEL- 
aped  countries —  not  to  mention  the  World  Bank  and  various 
ternational  development  agencies — forgive  the  debts  of  poor 
ountries,  particularly  those  in  Africa.  Alas,  such  an  act  would  end 
p  doing  more  harm  than  good.  Overindebtedness  is  a  symptom, 
ot  a  cause,  of  Third  World  poverty. 

The  cry  to  extinguish  these  obligations  seems  irresistible;  after  all, 
<ihy  should  the  people  of  these  states,  who  are  barely  surviving,  have 
d  give  up  part  of  their  meager  incomes  to  finance  crushing  debts 
icurred  by  their  governments?  But  most  of  the  states  burdened 
y  such  obligations  are  run  by  dictators.  Kleptocracy — in  which 
olitically  connected  elites  routinely  line  their  pockets  at  the  ex- 
ense  of  everyone  else — is  rampant.  Extinguish  the  debts  and  these 
tates  will  incur  more  obligations,  and  the  cycle  will  be  repeated. 

Any  forgiveness  of  debt  should  be  firmly  predicated  on  a 
ountry's  attacking  corruption.  Sadly,  many  nations  would 


demur,  as  their  leaders  and  bureaucracies  are  more  interested  in 
their  own  well-being  than  that  of  their  citizens. 

Does  anyone  genuinely  believe  that,  say,  the  government  of 
Zimbabwe  would  suddenly  become  more  democratic,  less  corrupt, 
more  respectful  of  individual  property  rights  if  its  international 
loans  were  erased?  Dictator  Robert  Mugabe  desires  solely  to  hold  on 
to  his  power  and  expand  his  already  ample  purse  of  ill-gotten  gains. 

Forgiving  the  debts  of  these  countries  would  tell  those  other 
borrowers  who  have  made  faithful  attempts  to  honor  their 
obligations  that  their  probity  was  a  fool's  game,  that  if  they  were 
to  get  deep  enough  in  hock,  they  could  write  off  their  debts  and 
start  all  over  again. 

If  international  lenders  want  to  help  countries  improve  their 
standards  of  living,  they  should  tie  debt  forgiveness  to  the  imple- 
mentation of  the  five  basic  principles  of  economic  progress. 
•  Rule  of  law,  particularly  with  respect  to  property  rights.  Most 
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deep-in-hock  countries  have  no  genuinely  independent  judi- 
ciary and  treat  their  citizens  capriciously  and  cruelly. 

•  Low  taxes.  For  instance,  in  the  Democratic  Republic  of 
Congo,  formerly  Zaire,  the  maximum  income  tax  rate  is  50% — 
this  in  a  country  where  the  annual  per  capita  income  is  $100. 
It's  no  surprise  that  tax  collection  is 
almost  nonexistent. 

•  Sound  money.  Again,  most  of  the  over- 
extended borrowers  routinely  debase 
their  currencies,  thereby  making  it 
extremely  difficult  for  honest  entrepre- 
neurs to  start  and  expand  businesses. 

•  Easing  the  process  of  starting  a  legal 
business.  We  in  the  U.S.  and  other  devel- 
oped countries  take  it  for  granted  that 
one  can  set  up  a  lawful  business  in  a 
matter  of  days  or  weeks.  That's  not  true 


People  suffer  malnutrition  in  Zimbabwe,  while 
dictator  Robert  Mugabe's  bank  accounts  burgeon 


in  most  other  nations;  businesspeople  have  to  go  through 
numerous  agencies  and  pay  numerous  "fees"  to  get  a  license  tc 
set  up  a  legal  establishment.  No  wonder  most  businesses  ir 
underdeveloped  nations  are  "informal." 
•  Reduction  of  trade  and  business  barriers.  A  sizable  number  o 
countries  have  internal  cartels  that  blocl 
effective  competition.  Many  force  farm 
ers  to  sell  their  produce  at  arbitrarily  lov 
prices  or  slap  on  taxes  when  they  sel 
their  crops  for  export. 

Poor  countries  are  not  lacking  in  entre 
preneurial  energy,  as  the  bustle  of  count 
less  street  vendors  attests.  What  they  lad 
are  Western-style  institutions  that  wouk 
enable  this  energy  to  be  channeled  into  th< 
establishment  of  legal  businesses  that  wouk 
then  fuel  impressive  economic  growth. 


Ending  This  Unaffordable  Public-Sector  Excess 


CALIFORNIA  GOVERNOR  ARNOLD  SCHWARZENEGGER  HAS  MADE 
a  sensible  proposal  to  reform  the  state's  public  employee  pension 
funds.  New  state  workers  would  not  go  into  the  traditional,  defined- 
benefit  plan,  under  which  a  pension  is  based  on  an  employee's 
length  of  service  and  salary  level.  Instead,  new  state  employees 
would  be  covered  by  401(k)-like  plans,  to  which  these  employees 
and  the  state  would  contribute  each  year.  The  pension  an  employee 
received  would  depend  on  the  size  of  his  account  when  he  retired. 
Taxpayers  would  not  be  perpetually  on  the  hook  for  what,  in 
reality,  are  the  open-ended  obligations  of  the  current  system. 

Many  states  are  in  the  same  situation  as  California  is  and 
simply  can't  afford  to  continue  the  old  system  with  its  huge 
fixed  obligations. 

One  thing  that  has  contributed  to  this  problem  is  that  politi- 
cians have  always  been  tempted  to  juice  up  pension  promises 
prior  to  an  election  in  order  to  win  votes.  California  politicos 
did  just  that  in  d:c  '^te  1990s,  when — flush  with  money  from 
the  high-tech  bubble — they  liberalized  the  state's  retirement 
benefit  formulas  enormously  on  the  rather  dubious  assumption 


that  state  revenues  would  from  that  time  forth  continue  to  grov 
rapidly.  In  this  postbubble  environment  California  taxpayers  anBy 
stuck  with  an  IOU  of  migraine-headache  proportions. 

Given  the  historic  good  returns  that  balanced  investment 
funds  have  achieved  since  the  late  1920s,  workers  should  do  jusl 
fine  under  this  new  system.  New  employees  would  have  ail 
added  benefit:  If  they  left  the  state's  employ  before  retirement! 
they  could  take  the  vested  portion  of  their  accounts  with  theml 
(Florida  enacted  a  similar  reform  a  few  years  ago,  and  it's  gon<| 
over  well  with  new  state  employees.) 

The  Schwarzenegger  approach  would  also  gradually  lesseij 
the  threat  of  what  Peter  Drucker  once  labeled  "pension  fun<| 
socialism."  He  warned  that  pension  systems  would  becom 
increasingly  powerful  factors  in  corporate  life  because  of  th 
hundreds  of  billions — nay,  trillions — of  dollars  they  manage! 
Indeed,  in  California  and  elsewhere  political  pressures  havl 
often  had  pension  funds  making  politically  correct  but  usuall  I 
financially  unwise  investments.  This  would  not  happen  if  indi| 
vidual  civil  servants  actually  owned  their  own  plans. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Josephs — 1240  Avenue  of  the  Americas,  at  49th  St.  (Tel.: 
212-332-1515).  A  grown-up,  tranquil  oasis  in  a  Rockefeller 
Center  brick  town  house.  The  menu  is  sophisticated  yet  sim- 
ple. Favorites:  a  light  and  innovative  bouillabaisse,  a  perfect 
sliced  sirloin  and  a  beautifully  prepared  branzino.  Desserts 
are  delicious. 

I  Bond  45—154  West  45th  St.  (Tel.:  212-869-4545).  Spank- 
ing new  and  buzzing  with  a  vibrant  energy,  Bond  45  is  a 
sprawling,  family-friendly  place.  Alas,  the  staff  has  not  quite 
gotten  its  act  together.  The  service  is  laughably  incompe- 
tent— waiters  don't  really  know  what's  available,  things 


arrive  at  odd  intervals,  and  fish  deboned  at  the  table  is  full  of 
bones.  Given  a  little  time,  this  eatery  should  evolve  into 
something  really  good. 

•  Table  d'Hote— 44  East  92nd  St.  (Tel.:  212-348-8125). 
A  charming  country  inn  of  a  spot  that  serves  wonderful  com- 
fort food  and  seats  26  people  in  a  cozy  room  decorated  with 
flea-market  finds.  The  waitstaff  is  friendly,  well-trained  and 
adept  at  navigating  the  small  space.  The  fairest  of  the  fare: 
watercress  soup,  goat  cheese  fritters  with  beets,  chicken  breast 
and  mashed  potatoes,  perfect  grilled  halibut.  Desserts  are 
homey  and  superb.  F 
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Your  potential.  Our  passion.  " 

Microsoft 


10  am.  Who  let  the  data  out  of  the  bag? 


You  just  forwarded  everyone's 
salary  to  the  whole  company. 


eanwhile,  throughout  the  office... 


The  WE  CAN'T  GET  A  GRIP  ON  OUR  DATA  era  is  over. 


Microsoft*  Office  has  evolved.  Have  you?  After  all,  the  way  we  work  has  changed.  Today, 
information  is  simply  everywhere.  Once  it  leaves  your  hands,  anything  can  happen.  That's  why 
the  latest  version  of  Microsoft  Office  includes  Information  Rights  Management  technologies. 
Now  you  can  put  limits  on  the  printing,  copying,  or  forwarding  of  sensitive  e-mail  and  documents. 
It's  time  to  evolve  the  way  you  work.  Discover  how  at  microsoft.com/office/evolve 


I  think  it's  time  to  upgrade  our  Office  2000. 


I'm  down  with  that. 


Microsoft' 


Office 


0  2005  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  the  Office  logo,  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


YOU'RE  NOT  THE  ONLY  ONE  WE'RE 
CONCERNED  ABOUT. 


You,  your  passengers,  other  drivers 
and  pedestrians.  These  are  the 
living,  breathing  reasons  why  we 
are  committed  to  building  some  of 
the  safest  vehicles  on  the  road.  This  is  why  our  Advanced 
Compatibility  Engineering"  body  structure  on  the  5-star- 
safety-rated  Acura  RL  can  help  protect  you  and  those  in 
your  car,  and  those  in  other  car's  as  well.  This  is  also  why  we 
developed  the  world's  first  crash  simulator  that  replicates 
real-world  crash  motions.  Tests  that  go  beyond  industry 
standards  and  into  the  realm  of  what  can  happen  to  real 
people  in  a  real  accident. 

These  are  some  of  the  motivating  forces  behind  our 
performance  technologies  like  Vehicle  Stability  Assist.  One 
of  many  systems  designed  to  help  you  avoid  accidents 
through  enhanced  control  and  handling. 

The  innovations  don't  stop  there.  In  fact,  they  will  always 
continue.  And  until  every  distracted,  sleepy,  aggressive, 
inexperienced  driver  on  the  road  no  longer  exists,  your 
safety  will  remain  our  number  one  priority. 

SAFETY    THROUGH  INNOVATION. 


(DACURA 


er  Comments 


The  art  of  taxation  consists  in  so  plucking  the  goose  as  to  obtain  the  largest  possible 
amount  of  feathers  with  the  smallest  possible  amount  of  hissing. 

—attributed  to  JEAN-BAPTISTE  COLBERT,  minister  of  finance  to  Louis  XIV  of  France 


Lessons  From  Home  The  first  session  [of  Congress] 
after  a  presidential  election  is  always  a  hopeful  time,  full  of 
promise.  Americans  have  selected  their  leaders,  and  elected  offi- 
cials car.  take  a  few  months  to  govern  before  beginning  their 
reelection  campaigns.  For  one  brief  shining  moment  members 
of  Congress  may  even  concentrate  on  the  national  interest  and 
future  generations  rather  than  the  next  election. 

This  Congress  has  several  challenges  to  meet,  including  the 
threat  of  terrorism,  the  war  in  Iraq,  and  the  future  of  our  under- 
funded Social  Security  system.  Congress  should  do  what  every 
family  does:  If  it  needs  to  spend  more  money  on  something,  it 
should  spend  less  on  something  else.  New  priorities  like  homeland 
security  should  be  paid  for  by  scaling  back  lower-priority  pro- 
grams rather  than  by  taking  out  a  third  mortgage  on  the  house. 

— DAVID  BOAZ,  Cato  Institute 

Nice  Work,  if  You  Can  Retire  With  It  Gov 

ernor  Arnold  Schwarzenegger  has  called  for  reforming  California's 
public  pension  funds  for  teachers  and  other  public  employees.  His 
radical  idea  is  to  ...  treat  government  retirees  like  their  counter- 
parts in  the  private  sector.  Over  the  years,  California  politicians 
and  labor  unions  have  negotiated  some  of  the  most  generous 
retirement  benefits  in  the  country.  Police  and  firefighters  can  retire 
as  early  as  age  50  with  full  benefits  and  90%  or  more  of  their  final 
salary  for  life.  According  to  GOP  Assemblyman  Keith  Richman, 
California  is  the  only  state  in  the  nation  that  calculates  benefits 
based  solely  on  the  final  year's  salary,  a  formula  that  has  led  to  end- 
of-career  promotions  and  pay  hikes  that  lock  in  higher  pensions. 

Arnold  wants  to  [convert]  the  current  defined-benefit  systems 
into  401(k)-style  defined-contribution  plans.  More  than  60%  of 
California  residents  like  the  idea,  according  to  a  recent  survey,  but 
it's  raising  hackles  among  union  officials  and  people  like  Phil  An- 


'Wow — /  didn't  know  insider  trading  applied  to  baseball  cards. 


gelides.  He's  the  state  Treasurer  who  manages  two  giant  retiremei 
funds,  and  [last]  month  he  launched  a  national  campaign  to  pn 
tect  this  stupendously  rich  kitty  and  the  political  influence  it  bu 
him.  A  successful  reform  in  California  could  well  spread.  Worke 
might  cotton  to  the  idea  of  more  control  over  their  retirement  dc 
lars,  and  that  would  turn  the  likes  of  Mr.  Angelides  into  me 
accountants  responsible  for  due  diligence.  Can't  have  that,  can  w 

— Wall  Street  journ 

Borrowed  Time  Man  can  climb  to  the  highest  summil 
but  he  cannot  dwell  there  long. 

—GEORGE  BERNARD  SHA 

Legacy  of  Looting  Much  of  the  money  that  has  pourc 
into  poor  countries  since  the  1950s  has  simply  leaked  bac 
out — often  to  bank  accounts  in  Switzerland — as  corrupt  rule 
have  stashed  their  ill-gotten  gains  abroad.  One  recent  study 
30  sub-Saharan  African  countries  calculated  that  total  capit 
export  for  the  period  1970  to  1996  was  in  the  region  of  $187  bi 
lion  which,  when  accrued  interest  is  added,  implies  that  Africa 
ruling  elites  had  private  overseas  assets  equivalent  to  145% 
the  public  debts  their  countries  owed.  The  authors  of  that  stuc 
conclude  that  "roughly  80  cents  on  every  dollar  borrowed  1 
African  countries  flowed  back  [to  the  West]  as  capital  flight 
the  same  year."  A  similar  story  can  be  told  for  aid  payments, 
large  proportion  of  which  are  simply  stolen.  Which  brings  us 
the  fundamental  problem  of  African  politics:  corruption. 

— NIALL  FERGUSON,  professor  of  histor 
Harvard  University,  Chicago  Tribm 

Cause  for  Concern  With  all  the  recent  drama  in  tl 
Middle  East,  it's  easy  to  lose  sight  of  the  most  important  strateg 
issue  in  American  foreign-policy  today:  China's  rise  as  a  wor 
power.  With  a  white-hot  economy,  a  burgeoning  defense  buildup 
permanent  seat  on  the  UN  Security  Council  and  a  growing  nucle 
arsenal,  China  is  fast  becoming  an  Asian — and  global — supe 
power.  Increasingly  confident  of  its  political  and  economic  cioi 
Beijing  is  dead  center  of  many  of  the  day's  most  volatile  intern 
tional  security  issues,  including  North  Korea,  Iran  and  stabili 
across  the  Taiwan  Strait.  American  relations  with  Beijing  a 
arguably  more  stable  than  at  any  time  in  the  recent  past.  But  tl 
potential  for  political,  even  military,  confrontation  with  the  U.S.  ar 
its  allies  over  critical  security  issues  is  ever  present — and  growing 
—PETER  BROOKES,  Heritage  Foundation,  New  York  Pc 

Held  to  Account  We  are  responsible  for  actions  perfornw 
in  response  to  circumstances  for  which  we  are  not  responsible 

—ALLAN  MASSIE 
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When  Phil  Mickelson  looks  into  the  mirror,  his  reflection  harks  back  to  the  legends  and  founding  fathers  of  golf.  He  plays 
with  respect  for  the  game:  its  rules,  its  history  and  its  heritage.  But  ultimately,  a  player  is  remembered  for  his  wins. 
Phil  Mickelson's  record  commands  respect  from  anyone  who's  ever  played  the  game.  And  it  is  his  integrity  and 
humility  on  and  off  the  course  that  makes  him  a  champion,  a  gentleman  and  a  true  ambassador  for  the  game  of  golf. 
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Current  Events  

3y  Caspar  W.  Weinberger,  chairman 


Energy  and  North 

VTTH  ALL  THE  ATTENTION  THAT'S  BEEN  GIVEN  TO  PRESIDENT 
Jush's  proposals  laid  out  in  February's  State  of  the  Union 
ddress — the  reform  of  Social  Security,  health  care  and  taxation,  as 
veil  as  the  pledge  to  cut  the  budget  deficit  (which  will  require  cuts 
n  everybody's  favorite  programs) — it's  understandable  that  the 
iress  has  had  little  time  or  space  to  spare  for  the  rest  of  the  Presi- 
lent's  extremely  important  agenda.  Even  our  progress  against  the 
nsurgency  in  Iraq  has  had  to  take  its  place  as  a  distinctiy  secondary 
isue,  although  the  first  free,  fair  and  open  elections  in  Iraq's  his- 
ory  were  treated  as  a  two-day  wonder  by  most  headline  writers. 

But  the  fate  of  these  other  vital  and  ambitious  ideas  will  have 
s  great  an  influence  on  America's  future  as  will  the  outcome  of 
ie  debates  on  Social  Security,  health  care  and  taxation. 

^  Growing  Need 

,t  the  beginning  of  his  first  term  President  Bush  stated  the  need 
)r  more  reliable  supplies  of  reasonably  priced,  environmentally 
^sponsible  energy  to  be  produced  domestically.  For  four  long 
i  ears  Congress  paid  but  scant  attention  to  his  call.  The  President 
:  uite  properly  reminded  Congress  in  his  State  of  the  Union 
I  ddress  that  our  future  economic  growth  will  require  far  more 
I  lergy  production  at  home,  including  safe,  clean  nuclear  energy. 
1  order  to  jump-start  our  nuclear  energy  program,  we  will  need 
1 )  reduce  the  regulatory  delays  and  hurdles  that  now  stand  in 
le  path  of  any  utility  ready  to  invest  in  the  long,  costly  effort 
:quired  to  build  nuclear  power  plants. 

The  President  cast  his  budget  to  encourage  the  use  of  alternate 
lergy  sources,  such  as  hydrogen-fueled  cars,  cleaner  coal  and  wind- 
derated  power,  so  we  can  decrease  our  dependence  on  foreign  oil. 
k  must  develop  these  alternate  energy  sources  to  the  fullest  extent 
>ssible,  but  we  must  also  develop  new  sources  of  domestic  oil. 

Mr.  Bush's  recent  calls  for  motion  on  his  energy  program 
'  em  at  last  to  have  been  heeded.  As  he  said,  "Four  years  of  debate 
I  enough."  It  will  soon  become  far  too  costly  to  maintain  our 
I  curity  if  we  don't  increase  our  domestic  oil  supplies.  This  means 
E  must  explore  for  oil  and  develop  production  in  the  up-until- 
Ipw-sacred  sliver  of  land  called  the  "1002  area"  in  the  Arctic 
ational  Wildlife  Refuge.  In  March  the  Senate  passed  the  motion 
I  a  vote  of  51-49  to  include  such  a  proposal  in  its  budget.  The 
ichnology  used  in  Arctic  exploration  and  production  has 
olved  over  the  last  decades.  Exploration  would  occur  only  in  the 
nter,  with  vehicles  moving  on  ice  and  snow,  not  on  the  fragile 
ndra  below.  Advances  in  platform  design  and  directional 
illing  mean  that  fewer  supported  drills  would  be  necessary, 
om  a  single  platform  an  underground  area  about  the  size  of 
ashington,  D.C.  could  be  explored.  And  as  Interior  Secretary 


Korea  Back  Again 

Gale  Norton  wrote  on  the  New  York  Times  op-ed  page,  "The  over- 
all 'footprint'  of  the  equipment  and  facilities  needed  to  develop 
the  1002  area  would  be  restricted  to  2,000  acres,  an  area  about  the 
size  of  a  regional  airport  in  a  refuge  the  size  of  South  Carolina." 

The  choice  here  should  be  simple.  What  is  more  important, 
reducing  to  any  degree  our  dependence  on  unreliable  foreign  oil 
or  satisfying  a  lobby  group  that  wants  to  place  ever  more  acres  of 
public  land  beyond  anyone's  use? 

What  Patience  Has  Wrought 

Then  there  are  those  other  issues  that  have  ebbed  and  flowed  in  their 
degree  of  importance,  one  of  which  has  once  again  pushed  its  way 
to  the  fore.  Following  President  Bush's  reelection  the  prevailing  feel- 
ing in  Washington  was  that  North  Korea  would  rejoin  the  six-nation 
(U.S.,  China,  Russia,  Japan,  South  Korea  and  North  Korea)  negoti- 
ations whose  purpose  was  to  get  the  North  to  agree  to  stop  that 
part  of  its  nuclear  program  geared  toward  weapons  production. 

China  and  Japan  have  both  long  urged  the  U.S.  to  show 
more  patience  with  North  Korea.  This  despite  5  million  Japan- 
ese having  signed  a  petition  calling  for  Japan  to  support 
economic  sanctions  against  the  North.  Patience  was  also  the 
course  urged  by  our  South  Korean  allies,  while  they,  in  turn, 
encouraged  South  Korean  investment  in  the  North.  However,  on 
Feb.  10  North  Korea  defiantly  declared  that  it  had  nuclear 
weapons  and  was  suspending  its  participation  in  the  negotiations. 

So  much  for  patience. 

You  might  be  surprised  to  learn  that,  according  to  the  New 
York  Times,  the  U.S.  "did  not"  create  the  problem  with  North 
Korea  but  through  "a  series  of  avoidable  errors,  it  [the  U.S.]  has 

made  it  much  worse  "  The  Times  also  said  that  we  distanced 

ourselves  "from  the  Clinton  Administration's  approach,  which 
had  stopped  the  most  imminent  North  Korean  nuclear  weapons 
program  in  its  tracks."  (Come  again?  If  Clinton's  1994  Agreed 
Framework  had  stopped  the  North's  program  in  its  tracks,  how 
is  it  that  in  October  2002  the  North  revealed  it  had  been  secretly 
pursuing  a  nuclear  weapons  program  and  then  two  months  ago 
proudly  announced  it  had  managed  to  produce  nuclear 
weapons?  The  North  has  been  in  violation  of  this  agreement  for 
years.  Because  of  this,  President  Bush  in  November  2002  refused 
to  give  the  North  the  free  fuel  oil  it  would  have  been  due  had  it 
held  to  the  agreement.  The  North  then  said  that  action  rendered 
the  pact  void.)  The  Times  went  on  to  say  that  the  Bush  Admin- 
istration's approach,  i.e.,  stopping  any  further  oil  gifts  to  the 
North,  "was  more  visceral  than  rational." 

And  we  thought  the  days  of  the  irrational  Bush  haters  nad 
ended  with  the  wreckage  of  John  Kerry's  presidential  campaign.  F 
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Digital  Rules  

Sy  Rich  Karlgaard,  publisher 


Real-World  Advice  for  the  Young 


DUR  COUNTRY  SPENDS  $900  BILLION  A  YEAR  ON  EDUCATION  OF 
ill  kinds — or  about  8%  of  GDP.  What  do  we  get  for  it?  Less  and 
less.  Our  K-12  schooling  has  slipped  out  of  the  world's  top  ten 
anking.  Our  colleges  are  supposedly  the  best,  but  a  deeper  look 
nto  this  claim  is  scary.  This  reputation  rides  too  much  on 
Ymerica's  position  in  science,  engineering,  medicine,  law  and 
business  schools — the  paths  of  rigor. 

Meanwhile,  the  softer  path — the  liberal  arts  curriculum  in 
American  universities — is  a  joke.  It  has  become  an  asylum  for 
iiaters,  anarchists  and  cranks.  Too  strong  a  statement?  Ask  Har- 
rard's  president,  Lawrence  Summers.  Or  Google  the  name  Ward 
piurchill  and  take  a  look. 

We  owe  our  young  people  more  than  this.  At  the  least  we 
we  them  a  set  of  "road  rules"  for  the  real  world. 

Purpose.  Every  young  person  needs  to  know  that  he  was  cre- 
ted  for  a  purpose.  There  is,  of  course,  the  spiritual  purpose  Dr. 
Lick  Warren  writes  about — to  please  God — but  this  is  not  a 
piritual  column,  so  I  won't  go  there.  I  would,  however,  argue 
hat  there  is  also  an  economic  purpose  to  our  lives.  It  is  to  dis- 
over  our  gifts,  make  them  productive  and  find  outlets  for  their 
est  contribution.  Does  any  school  teach  this? 

Priorities.  The  best  single  piece  of  advice  from  Peter  Drucker: 
top  thinking  about  what  you  can  achieve;  think  about  what 
ou  can  contribute  (to  your  company,  your  customers,  your 
larriage,  your  community).  This  is  how  you  will  achieve.  Enron 
ad  an  achievement-first  culture;  it  just  achieved  the  wrong 
lings.  Dell  has  a  contribution-first  culture;  it  has  achieved 
ugely  and  is  on  the  road  to  greatness.  In  these  SAT-score- 
bsessed  times,  how  many  schools  teach  young  people  to  think 
terms  of  contribution? 

Preparation.  Lest  you  think  I'm  urging  young  people  down  a 
Iother  Teresa-like  path  of  self-sacrifice,  I'm  not.  The  task  is  to 
t  purpose  and  contribution  into  a  capitalistic  world.  There  is  a 
ying  need  for  prepared  young  people  who  can  thrive  in  a 

i  :alm  of  free-market  capitalism.  This  great  system  works  mag- 
nificently, but  it  doesn't  work  anything  like  the  way  it's  taught  in 
lost  universities.  In  the  real  world,  the  pie  of  resources  and 
ealth  is  not  fixed;  it  is  growing  all  the  time.  In  the  real  world, 
le  game  is  not  rigged  and  static;  rather,  money  and  talent  move 
I  the  speed  of  light  in  the  direction  of  freedom  and  opportu- 
nity. In  the  real  world,  greed  is  bad  (because  it  takes  your  eye  off 
istomers),  but  profits  are  very  good.  Profits  allow  you  to  invest 

ii  the  future.  In  the  real  world,  rising  living  standards  do  not 
reate  pollution.  Instead,  they  create  an  informed  middle  class 
lat  wants  and  works  to  reduce  pollution. 

Pan-global  view.  This  is  one  point  that  young  people 
||ay  intuitively  grasp  better  than  do  their  elders.  The 


economy  is  global.  There  is  no  going  back.  If  you  want  a  Power- 
Point presentation  done  in  12  hours  for  $50,  you  don't  shop  the 
local  Yellow  Pages.  You  go  to  the  Internet  to  elance.com.  Let  the 
world  bid  for  your  job. 

Partner.  If  I  were  teaching  students  about  entrepreneurship, 
I'd  point  out  that  many  of  the  great  startups  of  the  last  30  years 
began  as  teams  of  two. 

•  Steve  Jobs  and  Steve  Wozniak  (Apple) 

•  Bob  Miner  and  Larry  Ellison  (Oracle) 

•  Len  Bosack  and  Sandra  Lerner  (Cisco) 

•  David  Filo  and  Jerry  Yang  (Yahoo) 

•  Larry  Page  and  Sergey  Brin  (Google) 

Behind  this  phenomenon  is  a  principle:  Build  on  your 
strengths.  To  mitigate  your  weaknesses — and  we  all  have  them — 
partner  up!  Find  your  complement.  Steve  Jobs  knew  how  to 
work  with  electronic  devices,  but  his  genius  was  in  spotting 
changes  in  the  American  culture  that  would  create  large  markets 
for  such  devices.  Steve  Wozniak  had  a  genius  for  designing  the 
most  efficient  computer  from  the  least  number  of  parts.  With 
Woz's  design,  Apple  burst  out  of  the  motley  pack  of  kit  designers 
and  delivered  the  first  fully  manufactured  small  computer. 

Schools,  on  the  other  hand,  strive  to  make  students  feel 
guilty  about  their  weaknesses.  Now,  I  accept  that  students  need  a 
basic  proficiency  in  a  broad  range  of  topics.  But  at  some  grade 
level  the  emphasis  needs  to  shift  from  shoring  up  weaknesses  to 
building  on  strengths.  The  trick  is  to  teach  students  how  to  look 
outside  themselves  for  strengths  that  they'll  never  possess. 
Inventors  need  marketing  help.  Product  designers  need  sales- 
men. We  all  need  heroes  and  mentors.  This  is  how  the  real  world 
of  free-market  capitalism  works.  Do  we  teach  it? 

Perseverance.  Young  people  are  smarter  and  more  sophisti- 
cated today.  It's  not  even  close.  My  own  generation's  SAT  scores 
look  like  they  came  out  of  baseball's  dead-ball  era.  But  apart 
from  the  blue-collar  kids  who  are  fighting  in  Iraq,  most  Ameri- 
can kids  today  are  soft.  That's  a  harsh  statement,  isn't  it?  But  cul- 
tural anecdotes  back  it  up.  Kids  weigh  too  much.  Fitness  is 
dropping.  Three  American  high  schoolers  ran  the  mile  in  under 
four  minutes  in  the  1960s.  It's  been  done  by  one  person  since. 
Parents  sue  coaches  when  Johnny  is  cut  from  the  team.  Students 
sue  for  time  extensions  on  tests.  New  college  dorms  resemble 
luxury  hotels.  College  grads,  unable  to  face  the  world,  move 
back  in  with  their  parents  and  stay  for  years. 

Does  this  sound  like  a  work  force  you'd  send  into  combat 
against  the  Chinese?  I  don't  know  the  answer  here.  But  the  trend 
is  bad,  and  we  can  do  better.  For  our  kids  we  must  do  better.  F 


IVjrbCS  I  Visit  Rictl  Kar|gaard's  home  page  at  www.life2where.com 
^^Hicom  I  or  e-mail  him  at  publisher@forbes.com. 
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Informer  

INFORMER@FORBES.COM 

Wall  Street's  Real  Scourge 

While  New  York  State 
Attorney  General 
Eliot  Spitzer  gets  all 
the  hig  press  in  his  cam- 
paign against  Wall  Street, 
New  York  State  Comptrol- 
ler Alan  Hevesi  is  prying 
loose  the  bigger  bucks.  The 
A  ^Hfct   ''^^^■^fc    state's  SI 20  billion  pension 
Trnm    fund,  which  Hevesi  over- 
^^^^^  w*A  settling  i^lass 

^  t  H «.!  t  lawyer  Jacob  Zaman- 

Alan  Hevesi:  making  Wall  Street  pay.  1 

sky,  who  has  separate  litiga- 
tion pending,  says  will  extract  $6  billion  from  a  group  led  by 
Citigroup,  Lehman  Brothers  and  Goldman  Sachs.  Hevesi's  fund 
will  get  back  a  portion  of  its  $300  million  in  claimed  losses.  The 
Wall  Streeters'  offense  was  to  underwrite  WorldCom  offerings. 
These  negotiated  case  closures  would  dwarf  Spitzer's  $1.4  billion 
"global  settlement"  covering  WorldCom  as  one  of  90  stocks 
involved.  — Michael  Maiello 

Tell  That  to  the  Save-the-Dolphin  Crowd 

A  paper  by  MIT  economics  professor  Jonathan  Gruber  says  it's  a 
lot  cheaper  for  the  federal  government  to  cover  the  medically 
uninsured  through  Medicaid  ($1.17  per  dollar  of  insurance 
value)  than  through  the  Bush  Administration's  proposed  tax 
credit  (estimated  cost  as  high  as  $13).  Using  an  environmental 
analogy,  if  the  insured  are  considered  dolphins  and  the  unin- 
sured are  tuna,  Gruber  writes,  "[it's]  impossible  for  policymak- 
ers to  design  insurance  nets  to  capture  the  tuna  without  pulling 
in  the  much  more  numerous  dolphins."        — Tatiana  Seraftn 

Smile  for  the  Camera— Then  Duck 

The  New  York  Stock  Exchange  Web  site,  nyse.com,  has  hundreds 
of  photographs  going  back  years  of  the  storied  opening  bell 
being  rung  by  corporate  bigwigs  above  the  trading  floor.  There's 
the  Oct.  19, 1999  shot  of  Martha  Stewart,  just  now  out  of  federal 


prison.  On  Jan.  3,  2000  the  honor  went  to  Joseph  P.  Nacchic: 
currently  facing  new  civil  fraud  charges  as  Qwest  Communica 
tions'  ex-boss.  Michael  Eisner,  who  under  pressure  will  leav 
soon  as  the  head  of  Disney,  pushed  the  button  on  Mar.  4,  200.1 
Maurice  (Hank)  Greenberg  appeared  on  the  balcony  on  Apr.  La 
2004,  just  shy  of  one  year  before  his  forced  departure  fron 
running  AIG.  — William  P.  Barrel 

Finally,  a  WMD  Linked  to  Iraq 

The  latest  variation  on  Nigerian-style  I'll-pay-you-if-you-help 
me-get-the-loot  scams  invokes  the  U.S.  military.  A  recent  spat 
of  e-mails  sent  to  many  recipients  stateside  purports  to  be  fror 
a  GI  serving  in  Iraq  with  "Battery  A,  1st  Battalion,  9th  Fiel> 
Artillery  Regiment,  3rd  Infantry  Division" — as  it  turns  out, 
real  unit,  the  Army  says.  The  e-mailer  states  that  he  managed  t 
divert  into  a  British  warehouse  two  trunks  of  jewelry  and  mone 
seized  from  Saddam  Hussein's  palaces.  He  offers  a  "lucrative  % 
for  aid  in  grabbing  the  booty.  Usually,  say  fraud  experts,  sucker 
eventually  are  asked  to  provide  "earnest  money"  that,  once  sen 
is  never  seen  again.  — Janet  Novack  and  W.P.I 


Gotta  Watch  That  Fine  Print 

The  Union  of  Orthodox  Jewish  Congregations  of  America  has 
sued  Brach's  Confections  (see  p.  110),  saying  the  tiny  trade- 
mark symbol T  the  Dallas  firm  affixes  to  its  Star  Brites  pepper- 
mint mints  wrappers  looks  too  much  like  the  religious  group's 
U-inside-a-circle  mark  for  kosher  items.  Brach's  admits  its  3 
"is  indeed  in  certain  instances  difficult  to  read,"  but  Orthodox 
Union  "misidentifies  a  possibility  of  illegibility  for  a  likelihood  of 

confusion." 
h's  says  it'll 
rge  its 
but  lawsuits  are 
ing  in  twoi 
s. 

-J.N.  and\ 
W.P.B. 


Securities  Lawsuit  Names  Rottweiler  as  Defendant 


While  claims  of  dubious  accounting  involving  large  outfits  like  Enron,  WorldCom  and  Adelphia  Communications  get  a  lot  of  media 
attention,  securities  regulators  have  brought  plenty  of  civil  cases  centered  on  smaller  fry.  — W.P.E 


DEFENDANT/LOCATION 

ALLEGATIONS  INCLUDE 

STATUS 

Brian  Burke/Holtsville,  N.Y 

Making  "baseless  accounting  entries"  as  VP  at  Symbol  Technologies 

barred  from  office 

Sandra  Miller  Christie/San  Diego 

Inflating  Advanced  Marketing  Services  earnings  with  phony  sales 

lawsuit  pending 

Elan  Corp./Dublin,  Ireland 

Classifying  one-shot  asset  sales  as  recurring  income 

$16  million  penalty 

Nancy  R.  Gazzigli/Redding,  Calif. 

Providing  forged  documents  as  EVP  to  pump  revenues  at  BroadVision 

barred  from  office 

Michael  Resnick/Columbia,  Md. 

Overstating  revenues  at  Royal  Ahold  unit  by  $700  million 

lawsuit  pending 

John  D.  Rottweiler/Houston,  Tex. 

Booking  sales  but  not  shipping  product  as  CFO  at  Humatech 

lawsuit  pending 

Danny  Forest  Whin/Detroit,  Mich. 

Entering  into  "million  dollar  sham  transactions"  at  Handleman  Co.  unit 

agreed  to  limits 

Source:  Securities  &  Exchange  Commissk 
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If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 

How  much  do  you  think  FedEx  costs?  Guess  again.  We  have  dozens  of 
ways  to  help  your  small  business  save  money  on  shipping — including 
ground  service,  which  reaches  virtually  every  address  in  America. 
Visit  fedex.com  today.  Because  money  is  just  as  important  as  hugs. 


Ground 


Relax,  it's  FedEx: 


On  My  Mind  

By  Christina  Hoff  Sommers,  coauthor,  One  nation  under  therapy:  how  the  helping  Culture  Is  Eroding  Self-reliance 

(St.  Martin's  Press) 

I'm  Okay,  You're  Okay 

Save  yourself  some  money.  Don't  hire  grief  counselors,  healers  or  traumatologists. 


ARE  AMERICANS  UNHAPPY,  EMOTIONALLY  CHALLENGED  AND 
dysfunctional?  Many  "experts,"  all  too  ready  to  offer  their  ser- 
vices to  personnel  departments  in  industry  and  government,  say 
yes.  But  employers  should  think  twice  before  crediting  the 
claims  of  self-esteem  builders,  emotional  intelligence  coaches 
and  grief  counselors.  These  helping  professionals  may  be  wast- 
ing precious  time  and  money  on  problems  that  don't  exist. 

Myth:  Healthy  self-esteem  is  indispensable  to  a  good  life. 

Reality:  Self-esteem  is  an  ill-defined  notion.  No  one  knows 
how  to  measure  it;  no  one  knows 
whether  it  can  be  learned  or 
taught.  The  connection  between 
self-esteem,  good  character  traits 
and  life  success  is  unclear.  There 
have  always  been  men  and 
women  of  immense  accomplish- 
ment who  are  humble  and  self- 
deprecating.  On  the  other  hand, 
it  is  not  uncommon  for  burglars, 
con  artists  and  even  murderers  to 
think  very  well  of  themselves. 

Myth:  "Emotional  illiteracy" 
plagues  the  American  workplace. 

Reality:  With  the  appear- 
ance of  Daniel  Coleman's  1998 
book  Working  With  Emotional 
Intelligence,  a  cottage  industry 
was  born.  Each  year  businesses 
spend  millions  of  dollars  train- 
ing managers  to  improve  their 
"emotional  IQ."  Companies 
heavily  invested  in  "EI,"  such  as 
American  Express  and  Johnson 
&  Johnson,  should  take  a  care- 
ful look  at  a  fair-minded,  meticulously  researched  book  pub- 
lished in  2002  by  MIT  Press:  Emotional  Intelligence:  Science 
and  Myth.  Its  three  scientist-authors  report,  "At  present,  there 
are  no  convincing  empirical  data  supporting  the  use  of  EI 
measures  for  purposes  of  occupational  and  career  assess- 
ment." They  cast  doubt  on  whether  EI  can  be  measured  or 
taught — or  whether  it  even  exists  as  a  discrete  capacity  sepa- 
rate from  intelligence.  The  EI  empire  appears  to  be  little  more 
than  a  clever  repackaging  of  Dale  Carnegie's  homespun 
How  to  Win  Friends  and  Influence  People — with  PowerPoints 
and  neurobabble  added  to  give  it  the  patina  of  genuine 
science. 


"For  many,  the  most  salient  and  enduring 
effect  of  a  life-shattering  experience  is  not  mental 
illness,  but  increased  personal  strength." 


Myth:  Post-traumatic  stress  disorder  is  a  typical  reaction  tc 
disaster. 

Reality:  A  harrowing,  life-threatening  event  in  your  work 
place  or  community  will  produce  painful  memories,  anxiety  o 
fearfulness.  This  is  not  a  disorder,  it  is  normal.  While  some  peo 
pie  may  require  professional  attention,  most  are  able  to  manage 
on  their  own.  Moreover,  it  appears  that  for  many,  the  mos 
salient  and  enduring  effect  of  a  life-shattering  experience  is  no 
mental  illness,  but  increased  personal  strength. 

Myth:  Grief  counselors  ar 
critical  to  coping  with  loss. 

Reality:  Most  people  suffe 
loss  without  experiencing  mor 
bid  grief.  The  most  effective  sup 
port  comes  from  family,  friend; 
colleagues  and  clergy;  grief  coun 
seling  from  strangers  can  easil 
do  more  harm  than  gooc 
(Another  myth  to  remove:  Ther 
are  not  five  stages  of  grief- 
denial,  anger,  bargaining,  depres 
sion  and  acceptance.  Everyon 
grieves  in  different  ways.) 

Myth:  Immense  segments  c 
the  American  population  ar 
plagued  by  depression,  anxiet 
and  despair. 

Reality:  A  small  percentage  c 
the  population  suffer  from  mer 
tal  disorders,  but  the  vast  majoi 
ity  are  fine  and — dare  one  sa 
it — not  unhappy.  Last  fall  th 
Gallup  Poll  released  results  of  i' 
annual  mental  health  surve' 
Eighty-eight  percent  of  Americans  describe  their  own  emotion; 
well-being  as  excellent  or  good.  This  is  consistent  with  finding 
of  the  National  Opinion  Research  Center  at  the  University  ( 
Chicago  that  has  90%  of  Americans  describing  themselves  i  L 
happy  with  their  lives.  PS.  Teens  are  doing  fine,  too. 

To  challenge  these  myths  is  not  to  suggest  that  Americans  exi 
in  a  state  of  perpetual  contentment.  It  is  human  nature  to  som< 
times  feel  sad,  frustrated,  angry,  resentful  or  insecure.  But  huma 
nature  is  not  a  pathology  in  need  of  a  cure.  On  the  other  han< 
companies  guided  by  overworkshopped  managers  dutifully  "di; 
loguing  with  themselves"  and  "monitoring  their  feelings  from  mc 
ment  to  moment"  are  in  clear  need  of  some  serious  intervention.  I 
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With  lightning  speed  and  brilliant  color,  no  wonder 
the  Xerox  Phaser*  8400  printer  is  getting  rave  reviews. 
And  starting  at  just  $999,  it's  cause  for  celebration. 

Xerox  Color.  It  makes  business  sense. 


3t  does  $999  buy  you?  Quite  a  bit,  when  you're 
ing  about  the  Phaser  8400.  It  prints  vivid  color 
black  and  white  at  the  same  incredible  speed— 24 
es  per  minute.  So  it's  no  surprise  that  it's 
(ining  all  kinds  of  industry  recognition.  Like  PC 
'■Id's  Best  Buy  Award  for  Color  Laser  Printers,  as 


JY 


well  as  Buyer's  Laboratory's  Pick  of  the  Year  for 
Outstanding  Critical  Color  Printer.  Not  to  mention 
Better  Buys  for  Business's  2004  Hot  Pick  Award.  To 
learn  more  about  our  full  line  of  Xerox  network 
printers,  digital  copiers  and  multifunction  systems, 
call  or  visit  our  website  today.  Champagne,  anyone? 


XEROX. 


Technology  |  Document  Management  |  Consulting  Services 


>x. com/off  ice/vuirtnirtg  8400 

7-362-6567  ext.  1977 


KEROX  CORPORATION  All  rights  reserved  XEROX."  Phaser'  and  Xerox  Color  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries 


85  YEARS  AGO  IN  FORBES  I  APRIL  17,  1920 

Too  Much  of  a  Bad  Thing 

Governmental  bodies  and  governmental 
employees  have  multiplied  faster  than 
Australia's  rabbits.  We  have  come  to  such 
a  pass  that  the  average  American  citizen 
now  supports,  in  addition  to  his  own  fam- 
ily, at  least  one  civil  servant— in  Washing- 
ton alone  there  are  now  over  100,000 
government  employees.  We  have  in- 
dulged an  unprecedented  orgy  of  over- 
government.  And  now  we  are  paying  for 
our  folly. 

15  YEARS  AGO  IN  FORBES  I  MAY  14.  1990 

Kasparov  Goes  Hollywood 

At  27,  Garry  Kasparov  has  become  a 
celebrity  in  Europe,  where  fans  squeal  at 
the  mere  sight  of  the  darkly  handsome 
young  Russian.  Maybe  U.S.  audiences 
will  react  in  like  manner.  Kasparov  has 
just  signed  with  Creative  Artists  Agency, 
Hollywood's  top  talent  firm;  commercials, 
even  movies,  could  be  in  the  works. 


noiiywooa  s  rap  raieni  nrm;  commercials, 
even  movies,  could  be  in  the  works. 
Kasparov,  the  world's  top-ranked  chess\ 
player  for  20  years,  announced  in  March* 
that  he  would  retire. 

10  YEARS  AGO  IN  FORBES  I  SEPTEMBER  25. 19951 

Howard  Stringer's  Jobi 

Search  Seven  months  ago  Michaell 
Ovitz  persuaded  Howard  Stringer  to  leavei 
the  presidency  of  CBS'  broadcasting 
group  to  head  a  visionary  but  vague  new 
information  superhighway  venture  jointly) 
owned  by  Bell  Atlantic,  Nynex  and  Pacific! 
Telesis.  "I'm  the  chief  executive  of  a 
phone  booth,"  Stringer  told  the  Econo-t 
mist  a  few  months  ago.  He  still  is.  When 
Ovitz  quit  his  job  at  CAA  for  the  number 
two  post  at  Disney,  the  future  of  the  Baby) 
BelJ  deal  was  put  into 
doubt.  Stringer  is 
lunching  ever 
^^jL     .  bigwig  in  town  I 

Anybody  warn 
a  resume? 


f  vl 


Follow-Through 


AUGUST  12,  2002 


Too  Hot  for  Buffett? 


Omaha  stakes:  Warren  Buffett. 

FORBES  has  run  a  series  of  stories  over 
the  last  three  years  about  dubious 
financial  instruments  that  look  like 
insurance  but  act  more  like  loans  or  devices 
to  smooth  out  income  streams.  Such 
policies  underlay  the  ouster  of  American 
International  Group's  Maurice  (Hank) 
Greenberg  as  chief  executive  and  now 
threaten  to  create  problems  for  Berkshire 
Hathaway  Chief  Warren  Buffett.  Our 
questions  all  along:  how  many  companies 
were  getting  their  balance  sheets  goosed 
by  similar  policies;  when  would  law  en- 
forcement decide  that  clever  financial 
dealing  had  crossed  the  line  into  illegality; 
and  would  big  players  like  Buffett  get 
burned? 

In  2003  we  described  such  a  policy 
that  AIG  had  written  for  a  small  Indiana 
cell  phone  distributor  called  Brightpoint. 
AIG  and  Brightpoint  settled  with  the  Se- 
curities &  Exchange  Commission.  The 
following  year  we  described  how  such 
policies  were  at  the  heart  of  a  federal  case 
brought  by  Virginia's  insurance  commis- 
sioner, who  said  Berkshire  subsidiary 
General  Reinsurance  had  sold  policies 
used  to  disguise  a  series  of  loans. 

We  also  ran  a  story  in  2002  that  in- 
volved a  policy  sold  by  a  Berkshire  rein- 
surance arm  to  Australian  commercial 
insurer  FAI.  The  policy  made  the  struggling 
Australian  company's  books  look  strong. 
FAI  was  bought  out  by  HIH  Insurance,  an- 
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other  Australian  company.  HIH 
went  bankrupt  three  years  after 
the  acquisition,  resulting  in  one 
of  the  largest  failures  in  Aus- 
tralian history. 

What's  the  next  shoe  to  drop? 
New  York  State  Attorney  General 
Eliot  Spitzer  and  the  SEC  are 
probing  the  policy  Berkshire's 
General  Re  provided  to  AIG. 
Meantime  Australian  regulators 
have  ousted  six  executives  from 
Berkshire  subsidiary  General 
Reinsurance  Australia  for  their 
participation  in  the  FAI  deal. 
Australian  regulators  are  continuing  to 
look  more  broadly  at  General  Re's  financial 
reinsurance  deals.  — Susan  Adams 

DECEMBER  8,  2003 

Down  With 
Monopolies 

ADavid-versus-Goliath  court  batde  in 
the  printer  cartridge  business  has  re- 
sulted in  a  legal  ruling  that  preserves 
the  right  of  discounters  to  make  copycat 
replacement  parts.  The  fight  was  between 
little  Static  Control  Components,  which 
refills  empty  toner  cartridges,  and  car- 
tridge producer  Lexmark,  which  had  in- 
stalled a  computer  chip  to  protect  its  car- 
tridges from  unauthorized  refills.  Static, 
based  in  Sanford,  N.C.,  figured  out  how 
to  reverse  engineer  the  chip,  and  Lexmark 
charged  copyright  infringement. 

In  October  a  federal  appeals  court  in 
Cincinnati  lifted  an  injunction  against 
Static,  saying  that  companies  can't  use  the 
copyright  laws  to  "create  monopolies  of 
manufactured  goods  for  themselves." 
The  ruling  protects  the  right  of  compa- 
nies to  use  reverse  engineering  in  order  to 
make  replacement  parts  for  cars,  comput- 
ers, games  and  even  software.  Lexmark 
lost  another  key  ruling  in  February,  but 
the  company  vows  to  fight  on  in  court. 

— Tomas  Kellner 


amnger  is  oe 
coming  chief  ex 
ecutive  of  Sony. 


Now  there's  a 
better  way  to  predict 
health  care  costs. 

When  people  understand  what  things 
really  cost,  they  can  make  smarter 
choices.  That's  the  idea  behind  Aetna's 
Estimate  the  Cost  of  Care,  an  online 
tool  that  helps  your  employees  plan 
for  and  manage  health  care  expenses. 
They'll  get  estimated  cost  information, 
based  on  their  zip  code,  for  200 
medical  and  dental  procedures,  office 
visits,  and  medical  tests,  as  well  as 
over  7,000  different  prescription 
drugs.  This  information  can  also  help 
them  predict  the  annual  cost  of 
treatment  for  a  wide  range  of 
conditions  depending  on  the  level  of 
severity.  To  see  how  our  information 
can  help  your  employees  make  better 
informed  health  care  decisions,  call 
your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 

We  want  you  to  knov\r 


KAetna* 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.  Plans  are  offered  by  Aetna  Lite  Insurance  Company.  Insurance 
policies  contain  exclusions,  limitations  and  reductions.  The  information  provided  in  this 
tool  is  presented  for  informational  purposes  only.  The  actual  costs  will  most  likely  vary 
from  the  estimated  costs  provided  by  this  tool.  The  availability  of  a  plan  or  program  may 
vary  by  geographic  service  area. 
-200528 
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Standard-issue  navy 
or  gray  suit,  starched 
white  shirt  with  French 
cuffs,  power  tie.  No 
sweaters  allowed 


MEDIA 


Revenge 
Of  the  Suits 

A  new  generation  of  pinstriped, 
buttoned-down  brass  has  taken  over 
showbiz.  Correction:  show  business. 
By  Brett  Pulley  with  Matthew  Miller 


ROBERT  A.  IGER  TRAVELED  TO  FLORIDA  TO  ATTEND 
the  grand  opening  in  October  2003  of  Mission 
Space,  a  $100  million  ride  at  Disney  World.  For 
more  than  a  day  the  president  and  second-in 
command  of  the  Walt  Disney  Co.  dutifully 
spoke  to  Wall  Street  analysts,  met  with 
employees  and  even  climbed  aboard  to  personally  test 
the  ride — a  jolting,  spinning  rocket  simulator  with  dis- 
orientation and  nausea  as  side  effects. 

But  when  his  boss,  Michael  Eisner,  arrived  in  town  a  day 
later,  Iger  instantly  evaporated.  Eisner  swept  into  the  theme 
park  with  an  entourage  of  employees,  as  crowds  of  park  visitors 
parted  like  the  Red  Sea.  Television  crews  aimed  their  cameras 
and  stuck  their  microphones  in  Eisner's  face  while  Iger,  in  cus- 
tomary fashion,  retreated  to  the  shadows  to  observe  a  true 
mogul  reigning  over  his  magic  kingdom.  Nearly  as  famous  as 
Mickey  Mouse  himself,  Eisner  was  the  embodiment  of  a  Disney 
character — an  icon  come  to  life. 

But  now  the  curtain  is  rising  on  a  new  act  at  Disney  and 
throughout  Hollywood.  After  years  of  being  controlled  by  icon- 
oclastic industry  titans  like  Eisner  and  Viacom's  Sumner  Red- 
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The  new 
Hollywood  CEO  is  in 
great  shape,  an  early  riser 
who  prefers  working  out  to 
sultry  nights  with 
starlets  on  Sunset 
Strip. 


No  scripts, 
just  plenty  of  budgets 
and  legal  documents. 
Keeps  a  calculator  close 
for  emergency  num- 
ber crunching. 


stone,  the  top  jobs  at  giant  entertainment  companies  are  being 
taken  over  by  stoic,  faceless  suits. 

Iger,  a  man  who  two  years  ago  was  considered  too  bland, 
bureaucratic  and  bereft  of  creativity  to  ever  lead  Disney,  is  filling 
Eisner's  job  in  September.  That  succession 
was  announced  just  two  days  before  Via- 
com confirmed  that  it  may  split  its  vast 
holdings  into  two  companies  run  by 
loyal  company  men,  Thomas  Freston 
and  Leslie  Moonves.  Such  top  posts 
were  once  reserved  for  irreverent  free- 
wheelers  who  answered  to  no  one  except 
a  subservient  board. 
"If  you  look  at  the  founding  fathers  of  the  entertainment  in- 
dustry, or  if  you  look  back  just  ten  years  ago,  you'll  see  that  guys 
an  these  companies  as  if  they  were  their  very  own.  Now  it's  a  dif- 
ferent world.  There's  a  heightened  interest  in  ac- 
countability and  fiduciary  responsibility," 
.   says  Alex  Yemenidjian,  a  former  accoun- 
tant who  in  1999  became  chief  of  Metro- 
Goldwyn- Mayer,  the  studio  built  by  that 
classic  mogul  Louis  B.  Mayer. 

In  all  fairness,  these  suits  taking  over 
Tinseltown  have  mastered  the  art  of  mix- 
ing creativity  with  sound  business  sense. 
4oonves  showed  the  touch  by  signing  up  hit  shows  like  CBS' 
:SI  and  Everybody  Loves  Raymond.  Freston  was  in  on  the  ground 
loor  of  MTV,  the  music  video  pioneer. 

"A  lot  of  these  people  in  Hollywood  are  creative  suits,"  says 
/lichael  Wolf,  an  entertainment  consultant  at  McKinsey  &  Co. 

At  one  time  these  guys  even  flaunted  their  edgier  sides.  Freston 
5  a  rock  'n'  roll  aficionado  and  onetime  global  nomad;  Moonves 
tried  acting;  Iger  was  a  TV  weatherman.  But  these  dalliances  are 
|  just  specks  on  their  resumes,  buried  deep  beneath  decades  of 
tending  to  strategic  plans  and  corporate  politics. 

The  romance  between  Hollywood  and  the  corporate  type  is 
cyclical  affair  going  back  40  years,  when  big  companies  in  rel- 
tively  dull  industries  began  using  their  riches  to  glom  onto  the 
luch  sexier  film  business.  In  1966  Gulf  &  Western  bought  Para- 
lount  Studios,  and  in  1982  Coca-Cola  paid  $750  million  for 
Columbia  Pictures.  Columbia  changed  hands  seven  years  later 
'hen  Sony  Corp.  paid  $3.4  billion  for  it,  threw  all  the  suits  out 
nd  turned  the  keys  over  to  Jon  Peters  and  Peter  Guber,  two  film 
roducers  who  partied  with  all  the  stars  in  town  but  knew  little 
[bout  the  business  of  running  a  studio.  Five  years  later  Sony  was 
;:uck  with  a  $3.2  billion  writeoff.  In  1994  Paramount  went  into 
J.edstone's  hands  after  a  $10  billion  takeover  battle  with  another 
nd-style  mogul,  former  Fox  studio  chief  Barry  Oilier. 

The  1990s  were  once  again  a  time  for  daring  empire  builders 


who  understood  King  Content  and  could  assemble  it  under  one 
roof.  They  sought  to  blend  the  old  media  with  the  new,  falling  all 
over  themselves  to  appear  hip  and  creative  in  the  process.  So 
intent  was  Time  Warner's  Gerald  Levin  on  flaunting  his  creative 
genius  that  he  discarded  his  suits  and  ties  and  took  to  wearing 
crewneck  sweaters.  What  did  he  create?  A  disaster  once  dubbed 
AOL  Time  Warner.  Today  Time  Warner  is  run  by  Richard  Par- 
sons, a  lawyer,  political  operative  and  banking  executive  who 
displays  no  artistic  pretensions.  He  wears  suits.  At  the  same  time 
Robert  Wright,  molded  in  the  stiff  corporate  culture  of  General 
Electric,  has  the  final  say  over  at  NBC  Universal  Studios. 

Michael  Fuchs,  the  former  head  of  Time  Warner's  Home 
Box  Office  and  Warner  Music  units,  has  witnessed  all  the  ebb 
and  flow  of  corporate  involvement  in  entertainment.  He  says 
that  "there  has  never  been  a  time  when  this  business  has  been 
more  corporate." 

After  two  years  of  turmoil  at  Disney,  as  well  as  the  executive 
scandals  at  Enron,  Tyco  and  WorldCom,  these  sober  soldiers 


New  faces  of  creative  control:  Bob  Iger,  Tom  Freston  and  Les  Moonves. 


may  be  exactly  what  the  industry  needs,  dull  as  they  may  be. 
Disney's  recent  return  to  successful  results — earnings  up  60%  in 
2004 — has  been  tainted  by  the  incessant  distractions  that  Eis- 
ner's presence  creates,  with  details  of  lawsuits,  executive  defec- 
tions and  James  Stewart's  bestselling  DisneyWar  (Simon  & 
Schuster,  2005)  causing  constant  embarrassment.  Someone  like 
Iger  can  keep  Disney's  current  rebound  going  smoothly  while 
not  attracting  too  much  attention  to  himself. 

Iger  seems  to  harbor  no  romantic  illusions  about  needing  to 
morph  into  an  outsize  leader  like  Eisner.  Instead,  he  will  rally  his 
senior  managers,  grant  them  greater  responsibility  and  readily 
give  them  credit  for  the  company's  successes.  "My  role  is  to  put 
the  right  people  in  place  and  give  them  the  support  they  need," 
says  Iger. 

Redstone's  decision  to  consider  breaking  up  Viacom  is  an 
admission  that  no  big  transformational  deals  are  left.  The  two 
resulting  companies  will  need  guys  like  Freston  and  Moonves, 
who  are  among  the  best  operators  in  their  respective  businesses. 

Even  if  the  new  suits  run  their  operations  well,  in  the  long 
term  they  will  eventually  be  replaced  again  by  some  colorful 
titans.  Show  business  is  too  crazy  an  industry  for  either  business 
school  graduates  or  Hollywood  moguls  to  tame.  F 
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HOPE 

TGen  RESEARCH  INSTITUTE  IS  HELPING  TO  CREATE 
THE  FUTURE  OF  MEDICINE,  WITH  PERSONALIZED 
TREATMENTS  BASED  ON  GENETICS.  AN  IBM  SUPER- 
COMPUTER IS  HELPING  THEM  GETTHERE  FASTER. 

|D  DEMAND  BUSINESS 


_QMifront 

MANAGEMENT 

Hit  List 

Trigger-happy  boards  of  directors  could  take 
aim  at  any  chief  exec  whose  stock  isn't  doing 
well.  Who's  at  risk?  By  Neil  Weinberg 

MAYBE  IT'S  SARBANES-OXLEY,  MAYBE  IT'S  THE  SPIRIT 
of  the  times,  or  maybe  it's  just  a  belated  effort  to  earn 
their  own,  sometimes  lavish,  pay,  but  corporate 
directors  sure  are  acting  up  these  days.  If  Michael 
Eisner  and  Maurice  (Hank)  Greenberg  can  be  eased  out  after 
creating  tens  of  billions  of  dollars  of  shareholder  value  earlier  in 
their  careers,  the  operative  question  in  boardrooms  must  now 
be:  What  have  you  done  for  us  lately?  Sometimes,  as  is  shown 
by  the  sad  case  of  Richard  Grasso  of  the  New  York  Stock 
Exchange,  a  boss  can  get  canned  even  after  doing  a  terrific  job, 
if  his  paycheck  is  embarrassingly  high. 

Are  directors  handing  out  too  many  pink  slips?  As  Nell 
Minow  of  the  Corporate  Library,  a  governance  oversight  group, 
puts  it:  "I  do  worry  about  the  Queen  of  Hearts  syndrome  on 
boards,  where  the  first  response  to  problems  is  'Off  with  their 
heads!'"  But  now  they  have  their  own  pocketbooks  at  risk. 
WorldCom's  directors  are  being  forced  to  personally  chip  in  a 
total  of  $20  million  to  settle  shareholder  suits. 

Herewith,  a  list  of  bosses  with  reason  to  worry  either 
because  their  stocks  are  flagging  and/or  because  their  pay,  with 
hindsight,  looks  too  good.  It  will  be  argued  that  the  pay  cited 
here  (from  the  five  most  recently  published  proxy  statements) 
includes  options  cashed  in  recendy  but  earned  years  ago  during 
the  good  times.  True  enough,  but  directors — and  investors — 
have  short  memories.  F 


Alfred  Chuang/BEA 

3-year  tenure 

The  "A"  in  BE  A  is  Alfred 
Chuang.  Under  him  the 
stock  has  lost  20%  of  its 
value  versus  a  gain  of 
86%  for  its  industry. 


Raymond  Gilmartin  /  Merck 

ll-year  tenure 

Vioxx  debacle  has  saddled  drugmaker  with 
billions  in  potential  legal  liabilities.  Merck's 
total  return  is  -41%  for  the  past  five  years,  in 
a  sector  where  shares  are  up  40%  (including 
dividends)  on  average.  Gilmartin's  reward:  $50 
million  in  total  pay  over  five  years.  Scheduled 
to  retire  in  2006  at  age  65.  Early  send-off? 


Scott  McNealy  /  Sun  Microsystems 

20-year  tenure 

Sun's  founder  turned  an  idea  into  a 
$205  billion  (September  2000)  market 
value.  Since  then  it's  been  all  downhill: 
Stock  off  91%.  Over  the  past  five  years 
McNealy  has  pulled  down  $67  million. 


Patrick  Ryan  /  Aon 

23-year  tenure 
Snared  in  Eliot  Spitzer's 
commission  scandal,  Aon 
will  take  a  financial  hit 
from  a  $190  million  set- 
tlement. Aon's  stock  has 
flatlined  the  past  half- 
decade,  in  an  industry 
up  137%  on  average. 


Edward  Whitacre  /  SBC 

15-year  tenure 

SBC's  total  return  is  -35%  for  the  past  five 
years,  a  bit  worse  than  Verizon's  and  Beil- 
South's  but  slightly  better  than  telecom 
overall.  For  this  performance  Whitacre 
pocketed  $113  million  over  five  years. 


Peter  Kann  /  Dow  Jones 

14-year  tenure 

In  an  industry  that  collectively  returned 
-9%  for  the  past  half-decade,  Kann  has 
overseen  a  42%  negative  return  at  Dow 
Jones.  Pre-2000  performance  undazzling. 
Maybe  his  mediocre  pay  ($13  million  over 
five  years)  makes  him  safe. 


Joseph  Galli  /  Newell  Rubbermaid 

4-year  tenure 

The  former  Black  &  Decker  and  Amazon  star 
took  over  in  January  2001  promising  a  quick 
turnaround  at  the  struggling  Rubbermaid  unit. 
Instead,  Newell  Rubbermaid's  total  return  is  a 
-6%  cumulative,  even  as  the  household 
products  industry  has  gained  96%. 

Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


There  are  times  in  life  when  you  could  really  use  expert  financial 
advice.  For  more  than  145  years,  Northwestern  Mutual  and  its 
products  have  quietly  earned  a  most  enviahle  reputation.  Visit 
www.nmfn.com  for  more  information. 


W  Northwestern  Mutual 
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It's  time  for  a  Quiet  Conversation? 
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Black  Hole 

Rick  Wagoner  has  been 
screaming  about  GM's 
health  care  expenses  for  a 
while.  The  situation  is  even 
worse  than  he  says  it  is. 
By  Jonathan  Fahey 

FOR  THE  LAST  FEW  YEARS  GENERAL 
Motors  Chief  G.  Richard  Wagoner  Jr. 
has  been  raising  the  decibel  level  of 
his  complaints  about  health  care 
costs.  If  people  weren't  listening,  they  woke 
up  last  month,  when  he  announced  that  he 
expects  GM  to  lose  $850  million  in  the  first 
quarter  and  slashed  the  full-year  earnings 
target  by  two-thirds.  The  world's  biggest  au- 
tomaker has  lots  of  problems,  not  the  least 
of  which  is  uninspired  vehicles,  but  health 
care  weighs  heavily. 

How  heavily?  GM  insures  1.1  million 
employees,  retirees  and  their  widow(er)s 
and  children  as  part  of  benefit  plans  it  has 
negotiated  with  the  United  Auto  Workers 
and  offered  to  salaried  employees  begin- 
ning in  1950.  The  cash  outlay  for  that 
health  care  came  to  $5.2  billion  last  year. 
GM's  car  operations  are  in  the  red.  They 
would  be  nicely  profitable  if  GM's  health 
care  bill  were  as  small  as  some  of  its  rivals'. 

The  total  future  cost  to  cover  its  work- 
ers and  retirees  is  $77  billion.  That's  how 
much  GM  would  have  to  have  in  the  bank 
now  to  cover  all  those  future  benefits  that 
have  already  been  earned.  But  it  has  only 
$20  billion  set  aside  for  this  purpose. 


That  leaves  a  funding  shortfall  of  $57  bil- 
lion. Roughly  half  of  this  shortfall  finds  its 
way  onto  the  balance  sheet  as  a.  liability. 
GM  is  allowed  to  amortize  actuarial  losses 
that  make  up  the  other  half  of  the 
unfunded  portion.  If  the  whole  $57  billion 
were  booked  as  a  liability,  GM's  share- 
holder equity  would  vanish. 

The  $77  billion  figure,  moreover,  is  in 
all  likelihood  too  low.  The 
number  is  based  on  the 
rather  benign  assumption 
that  in  six  years  the  growth 
of  total  retiree  health  care 
costs  will  taper  off  to  a 
mere  5%  a  year.  GM  has 
been  making  that  same 
assumption  for  a  decade, 
and  it  has  not  panned  out. 
In  the  company's  1998 
annual  report,  as  Glenn 
Reynolds  of  the  bond  ana- 
lyst firm  CreditSights 
points  out,  it  predicted  that 
the  growth  of  its  health  care  costs  would 
flatten  at  5%  by  2004.  But  its  retiree  cash 
oufiay  rose  12.5%  last  year. 

GM  has  now  boosted  projections  of 
short-term  cost  growth  for  retiree  benefits 
to  10.5%,  while  sticking  to  5%  over  the 
long  term.  Shouldn't  the  cost  plateau  and 
then  decline?  Eventually,  yes.  But  not  soon. 
The  average  age  of  the  beneficiaries  is  54. 
Most  are  going  to  live  another  decade  or 
two,  and  they  spend  more  on  Zocor  and 


GM's  Wagoner:  worried  sick 


knee  replacements  as  they  age.  Add  a  pe 
centage  point  to  both  the  short-  and  tr 
long-term  cost  growth  assumption  an 
you  increase  that  $77  billion  money  pit  t 
$8.4  billion. 

Wagoner  is  walking  a  tightrope.  K 
talk  must  be  dire  for  him  to  have  ar 
hope  of  winning  concessions  from  Coi 
gress  (which  could  have  the  taxpayer  pic 
up  "catastrophic"  medic- 
bills)  and  the  UAW  (whk 
might  be  persuaded 
give  back  some  of  the  bei 
efits  it  has  won).  But  if  it 
too  dire,  he  risks  sendir 
JF  I  GM's  BBB—  credit  ratir 
into  the  junk  pile. 

Picking  his  words  car 
fully,  the  boss  says  in 
interview:  "We  know  ho 
to  fix  businesses,  but  heal 
care,  it's  not  as  crystal  cle 
to  see  the  answer.  But  n 
experience  over  the  years 
when  problems  get  big  enough,  you  fir 
solutions  to  them." 

Sean  Egan,  of  bond-rating  agen 
Egan-Jones,  considers  GM  of  junk  quali 
(BB-)  already.  "It  is  highly  likely  that  f 
company  is  going  to  be  faced  with  a  maj 
restructuring  in  the  next  two  years,"  1 
says.  "Any  levers  the  company  has  to  pi 
to  improve  operations  are  not  availab 
and  management  is  delusional  about  wh 
the  levels  of  the  problems  are." 


ERHAPS  YOU  HAVEN'T 
PREPARED  FOR  AN 
MPENDING  ACCIDENT, 
BUT  LEXUS  HAS. 


Humans  are  inherently  fragile  beings.  Which  is  why  our  Pre-Collision  System*  was 
designed  to  detect  potential  obstacles  ahead.  Using  radar  technology  to  sense  if  a  crash 
is  unavoidable,  it  will  immediately  retract  the  seatbelts  for  you  and  your  front  passenger. 
And  as  you  apply  the  brakes,  it  automatically  applies  increased  force  to  help  reduce 
impact  speed.  We  hope  you  never  experience  this  ingenious  system  firsthand.  But  just 
knowing  it's  there  may  well  enhance  your  drive.  For  more 
on  our  pursuit  of  perfection,  please  visit  lexus.com. 


1  front 

MORNING  GLORY 

Most  investors  look  to  Morningstar  for  mutual  fund  ratings,  but  over  the 
past  four  years  the  Chicago  firm  has  been  rating  individual  stocks,  too. 
Morningstar  now  covers  1,500  stocks  with  80  analysts,  three  times  the 
number  of  analysts  it  has  reviewing  mutual  funds. 

So  far  they're  doing  better  than  Jack  Grubman  and  Henry  Blodget. 
Since  Morningstar  started  rating  stocks  in  mid-2001,  its  top  choices  have 
outperformed  the  S&P  500  by  an  average  5.6  percentage  points  a  year. 

Analysts  at  Morningstar  are  more 
or  less  of  the  value  school,  with  a 
focus  on  free  cash  flow.  At  the 
moment  they're  a  bit  bearish.  They 
give  only  48  stocks  the  highest 
rating  of  five  stars  and  calculate 
that  the  median  stock  is  8% 
overvalued. 

—Ira  Carnahan 


36% 


-16% 


-23% 

I  Morningstar  Picks 


!  S&P  500 

(cash-flow  matched)1 


Picks 

RECENT  PRICE 

Berkshire  Hathaway 

$2,978 

Diageo  (ADR) 

58.10 

lAC/lnteractiveCorp 

22.53 

Microsoft 

24.91 

Novartis  (AUH,) 

A  Q  OK 

Pans 

RECENT  PRICE 

Aetna 

$75.67 

LM  Ericsson  Telephone  (ADR)  29.87 

FedEx 

98.63 

Halliburton 

41.54 

Take-Two  Interactive  Software  40.35 

'Calculates  return  for  S&P  500  over  same  period 
Morningstar's  recommendations  are  bought  and  sold. 


Prices  as  of  Mar.  15.  Source:  FT  Interactive  Data  via  FactSi 
Research  Systems. 


THE  INTERNET 

Parasite.com 

Why  start  a  new  Web  site 
when  you  can  sell  ads  against 
other  people's  sites? 
By  David  Whelan 


■  N  FEBRUARY  A  SAN  FRANCISCO  STARTUP 
I  called  Browster  introduced  a  new  tech- 
I  nology  at  the  trendy  Demo  conference. 
I  Its  free  software  works  with  Internet 
I  Explorer  and  allows  you  to  "prefetch" 
Web  sites  by  running  your  mouse  over 
page  links.  The  linked  sites  pop  up  in  a 
new  window,  wrapped  in  ads  that 
Browster  sells.  Browster  Chief  Executive 
Scott  Milener  claims  this  saves  surfers  the 
time  and  trouble  of  clicking  through  a  link 
and  having  to  hit  the  back  button.  It  also 
saves  Browster  the  trouble  of  building  its 
own  Web  sites  to  attract  its  own  audience. 

"We  were  expecting  some  apprehen- 
sion," says  Milener.  He  got  it  from  Jason 
Calacanis,  who  runs  the  publishing  com- 
pany Weblogs  and  accosted  Milener  at  the 
show,  telling  him  Browster  was  illegal.  He 
claims  Browster  leeches  off  the  rest  of  the 
Web,  including  the  76  blogs  he  publishes. 
V'They  should  send  the  money  back  to 
their  investors  or  think  of  a  new  idea,"  he 
recommends.  Rebuts  Milener:  "Nothing 
we're  doing  is  unethical  or  illegal." 

The  issue  of  whether  a  company  can 
sell  ads  on  others'  sites  had  been  put  to  rest 
almost  a  decade  ago,  or  so  Calacanis 
believed.  In  1997  a  group  of  publishers, 
including  CNN  and  the  Washington  Post 
Co.,  forced  a  fledgling  Web  site  called 
TotalNews  to  stop  framing  their  articles 
with  ads.  But  the  lawsuit  was  settled,  so  no 
precedent  was  set.  Since  then  the  legal 


issues  have  become  murkier.  Starting 
2003  a  series  of  rulings  went  in  favor 
advertisers  who  flash  pop- up  pitches  base 
on  where  a  user  is  surfing  or  what  he's  ty] 
ing.  U-Haul  and  Wells  Fargo  lost  lawsui 
against  WhenU,  whose  software  monito 
surfing  and  inserts  relevant  ads  behind  tl 
browser  window.  Legal  analysts  inte 
preted  the  rulings  to  mean  anything  goe 

So  the  Internet  has  seen  the  rise  of  Sid 
Step,  a  travel  marketer  whose  software  po 
open  a  window  with  rival  deals  when  a  us 
searches  on  Expedia  or  Priceline.  SideSt 
claims  to  sell  a  billion  dollars  in  travel  a  ye 
and  that  3.5  million  people  per  month  u 
its  technology.  Orbitz  is  now  paying  Sic 
Step  to  send  travelers  its  way.  Expedia  se 
a  cease-and-desist  letter  to  SideStep,  to  lit 
avail.  "That  software  took  five  developers 
weekend  and  a  case  of  Coke  to  builc 
quips  an  Expedia  spokesman. 

Even  Google,  the  Web's  self-pr 
claimed  "Do  no  evil"  company,  is  expe 
menting  with  a  technology  call 
AutoLink  that  inserts  button-shape  lin 
on  other  people's  Web  sites  that  lead  ba 
to  Google  or  to  Google  partners  like  Air 
zon.com.  Google  says  it  is  still  only  expe 
menting  with  AutoLink  but,  ominous 
adds  that  it  is  exploring  ways  to  incre 
the  technology's  scope.  If  that  happei 
predicts  New  York  intellectual  propel 
lawyer  Jeffrey  Neuburger,  "There  will 
some  litigation." 
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ROLLOVER  IRA 


The  New  T.  Rowe  Price 
FlexChoice  Rollover 

Lets  you  choose  how  to  make  the  most 
of  your  old  401  (k). 


Broad  selection  of  funds  — We  have  a  wide  range  of  over  60  no-load  T.  Rowe  Price  funds  to  choose 
from  for  your  FlexChoice  Rollover  IRA.You  can  also  choose  from  over  1,000  other  funds  from  leading 
fund  families.* 

Low  cost  —  T.  Rowe  Price  offers  100%  no-load  funds  with  no  sales  charges  or  commissions.  And  our 
expenses  are  low— all  our  funds  for  individual  investors  have  lower  expenses  than  their  Lipper  averages.** 

Proven  performance  —  75%  of  T.  Rowe  Price  funds  outperformed  their  1-,  5-,  and  10-year  Lipper 
averages  as  of  12/31/04.***  ANT.  Rowe  Price  funds  are  managed  in-house  by  one  of  the  most  experienced 
and  respected  groups  of  fund  managers  in  the  industry.  Results  will  vary  for  other  periods.  All  funds  are 
subject  to  market  risk.  Pasr  performance  cannot  guarantee  future  results. 

Rollover  Specialists  to  help  —  Our  Rollover  Specialists  are  here  to  answer  any  questions  you  may  have 
about  rolling  over  withT.  Rowe  Price.  If  you  want,  they  can  help  you  select  the  right  funds  for  your 
FlexChoice  Rollover  IRA  based  on  your  long-term  goals  and  tolerance  for  risk.  They  can  even  help  take 
care  of  the  paperwork  and  open  your  IRA  right  over  the  phone.  So  call  one  of  our  Rollover  Specialists 
today—  it's  easy  to  get  started. 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 


TROWEPRICE.COM/ROLLOVER 


1-888-328-6286 


* Non-T.  Rowe  Price  mutual  funds  available  through  I.  Rowe  Price  Brokerage,  a  division  ol  T.  Rowe  Price  Investment  Services,  Inc.  Member  NASD/SIPC.  **  Source:  Lipper  Inc.  Based  on 
the  fiscal  year-end  data  available  as  of  12/31/04.  All  funds,  excluding  institutional  and  bank  institutional  funds  as  defined  by  Lipper,  more  than  six  months  old  are  included.  ***Based 
on  cumulative  total  returns,  104  of  128, 58  of  75,  and  45  ol  60 1.  Rowe  Price  funds  (including  all  share  classes  and  excluding  funds  used  in  insurance  products)  outperformed  their  Lipper 
averages  for  the  I-,  5-,  and  10-year  periods  ended  12/31/04,  respectively.  (Source  for  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARFC07 1 056 
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FOOD  FIGHT 


7-Eleven's  Inconvenience 

Alleging  kickbacks,  the  chain  fired  four  employees  and  a  food 
broker.  But  the  purge  has  a  ring  of  hypocrisy  By  Christopher  Helman 


F 


|()R  18  YEARS  MILISSA 
Boisseau  had  a  great  gig, 
helping  fill  the  shelves  at 
the  7-Eleven  store  chain. 
Until  last  year  she  brokered 
$60  million  worth  of  treats  from 
the  likes  of  Nestle,  Heinz  and 
Fujifilm,  taking  home  $1.8  mil- 
lion ,i  year  in  sales  commissions. 
But  in  February  2004,  7- Eleven 
suddenly  ended  that  relation 
ship,  claiming  that  Boisseau  had 
given  kickbacks  to  its  employees 
and  treated  them  to  Caribbean 
vacations.  Four  of  those  em- 
ployees, all  women,  were  fired  or 
Ion  ed  into  retirement. 

Sounds  like  a  simple  case  of 
bad  behavior  by  a  rep  seeking  an 
edge.  Promotional  allowances 
between  manufacturers  and 
retailers — discounts  in  exchange  for  ads  or 
shelf  space — are  common  in  the  grocery 
hnsi  i  it  ss,  and  they  occasionally  veer  off  into 
less  ethical  incentives  consisting  of  under- 
the-counter  rewards  to  a  retailer's  employ- 
ees. The  events  at  7- Eleven  suggest  a  level  of 
hanky  panky  on  several  levels. 

Boisseau,  42,  is  suing  the  chain,  claim- 
ing it  scapegoatcd  her  for  actions  approved 
by  7-Eleven's  own  supervisors  and 
that  it  wrongfully  accused  her 
of  giving  improper  gifts  to 
employees.  She  is  seeking  to 
recover    damages  that 
could  total  $1.8  million 
7-Eleven  says  the  suit  is 
without  merit  and  that 
it  is  simply  enforcing 
its  code  of  business 
conduct  That  hasn't 
stopped  Boisseau 
from  using  the  dis- 
covery process  to 
turn  up  embar- 
rassing evidence  of  kick;  »acks  for 
7-Eleven  executives.  Among  (he  revela- 


Vendor  bias?  Broker  Milissa  Boisseau  sued  7-Eleven  after  another  rep, 
Dcbra  Miller,  brought  her  alleged  misconduct  to  Chief  Jim  Keyes. 

tions  are  goodies  for  James  W.  Keyes, 
7-Eleven's  chief  executive:  a  fantasy  base- 
ball camp  with  the  St.  Louis  ( Cardinals  for  a 
number  of  years,  courtesy  of  Anheuser- 
Busch,  and  a  spot  in  the  AT&T  Pebble  Beach 
PGA  Pro- Am  tournament,  hosted  by  the 
telecom  carrier.  There  was  also  a  ten-day 
Mediterranean  cruise  lor  a  senior  mer- 
chandiser and  his  wife,  picked  up  by 
H.J.  Heinz  Co.;  a  lease  for  a  merchandiser 
on  a  deer-hunting  range,  subsidized  by  a 
vendor;  and  tickets  to  the  Super  Bowl  and 
the  Grammys  given  by  vendors  to  vari- 
ous 7-Eleven  executives.  The  com- 
pany claims  the  favors  were 
all  business- related. 

The  story  begins  in 
997,  when  1  )ebra  Miller, 
a  rep  for  Mct-Rx,  maker 
of  energy  bars  and 
shakes,  met  Keyes.  "He 
said  he  wanted  to 
learn  more  about 
our  company,"  says 
Miller,  now  47, 
in  a  deposition. 
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Keyes,  50,  flew  to  Irvine,  Cal if.  to  meet  wit 
her  and  Met-Rx,  a  tiny  account.  (7-Eleve 
says  Keyes  "meets  with  vendors  and  sup 
pliers  all  the  time,  all  over  the  world.")  I 
the  years  since,  the  two  have  met  for  lunc 
and  dinner,  hobnobbed  at  conferences  an 
talked  on  the  phone.  According  to  Mille 
she  has  twice  flown  with  Keyes  on  th 
7-Eleven  corporate  jet.  Milk 
denies  under  oath  having  had 
sexual  relationship  with  Keye 
Boisseau  says  that  over  the  yea 
she  never  shared  a  meal  or  fie 
on  the  jet  with  Keyes  or  h 
predecessors. 

Miller  and  Keyes  drc 
closer  in  September  2003,  whe 
she  decided  to  leave  Met-R: 
Over  the  next  few  montl 
Keyes  attended  two  busine: 
dinners  at  Miller's  Dallas  horn 
One  was  a  big  holiday  pari 
where  two  dozen  7-Eleve 
executives  were  treated  to  sorr 
$5,000  worth  of  food  and  drir 
courtesy  of  Coke,  Hershey  an 
other  vendors.  Around  th; 
time  Miller  had  a  private  lunc 
with  Keyes  at  a  Dallas  restai 
rant  called  Eatzi's.  According  to  Miller 
deposition,  Keyes,  who  is  married,  inquire 
about  her  love  life  and  also  asked  her  1 
keep  her  ears  open  for  rumors  of  imprc 
prieties — excessive  gift-giving  and  kicl 
backs  by  vendor;; — at  7-Eleven. 

In  January  2004  Miller  came  up  with 
name:  Milissa  Boisseau.  And  she  suggests 
that  to  get  the  goods  on  her,  7-Eleven  shou 
go  to  Walter  ( Wes)  Stone,  Boisseau's  form 
business  partner.  Their  split  had  been  le 
than  amicable,  with  Boisseau  retaining 
the  lucrative  7-Eleven  business.  The  cha 
contacted  Stone,  seeking  confidential  doci 
ments  from  Boisseau's  expense  accounl 
Though  Stone  denies  any  desire  to  hu 
Boisseau,  he  turned  over  documents  aft 
weeks  of  negotiations  and  only  aft 
7-Eleven  agreed  to  indemnify  him  fro 
future  legal  actions  related  to  the  case. 

What  did  the  documents  show?  Th 
Boisseau  sometimes  paid  7-Elevt 
administrative  assistants  $500  a  month 
prepare  sales  reports,  breaking  down  ho 
her  goods  were  selling.  Those  fees  totak 
more  than  $10,000  over  several  year 
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WHAT  DID  YOUR  CONSULTANTS  LEA  VE  BEHIND?  * 


Some  consultants  suggest  radical  changes  that  sound  impressive,  but  quite 
simply  don't  fit  your  company.  A.T.  Kearney  is  different.  Our  collaborative 
work  style  gives  us  deeper  insights  into  your  people,  operations  and  resources. 
So  not  only  do  you  get  radical  ideas — but  a  plan  on  how  to  make  them  happen. 


ATKEARNEY, 


IDEAS  THAT  LAST. 


Qi  front 

7-Eleven  contends  that  Boisseau  was,  in 
part,  buying  and  reselling  trade  secrets 
about  sales  of  rivals;  she  insists  she  paid 
secretaries  to  work  overtime,  and  only  for 
legitimate  reports  that  helped  her  get 
reimbursed  from  her  clients.  The  chain 
also  claims  Boisseau  padded  her  expense 
reports  so  that  her  reimbursements  on 
payments  to  secretaries  exceeded  what 
she  actually  paid  them.  Boisseau  admits 


used  frequent-flier  miles.  Melodie  SoRelle, 
a  merchandising  executive,  states  that 
"while  we  did  not  allocate  each  and  every 
expense  separately,  we  shared  responsibility 
for  the  expenses  taken  as  a  whole,"  adding 
that  "Boisseau  did  not  pay  a  disproportion- 
ate share  of  expenses  nor  did  she  subsidize 
my  expenses."  That  wasn't  good  enough 
for  7-Eleven,  which  doubts  the  veracity  of 
those  excuses  and  canned  SoRelle  and  the 


7-Eleven  contends  Boisseau  was  buying 

and  selling  trade  secrets  about  rivals. 


this  may  have  happened  once  in  2002. 

And  what  of  the  fired  employees?  Bois- 
seau says  she  didn't  conceal  the  payments 
to  them,  and  in  fact  gave  them  and  the  IRS 
Form  W-9  information  returns  disclosing 
the  payments.  The  former  employees  have 
signed  affidavits  in  which  they  swear  their 
superiors  knew  what  they  were  doing  and 
that  the  research  was  routine  and  appropri- 
ate. They  have  also  sworn  that  for  the  trips 
to  Anguilla  they  paid  their  own  airfare  or 


others  with  little  explanation  other  than 
"the  numbers  didn't  add  up." 

Boisseau  admits  to  doctoring  her 
American  Express  receipts  before 
handing  them  over  to  7-Eleven  investi- 
gators, who  already  had  copies  of  the 
originals  from  Wes  Stone.  She  deleted 
thousands  of  dollars  in  charges  incurred 
on  trips  she  says  reflected  jewelry  and 
spa  treatments  she  bought  for  herself. 
She  insists  she  didn't  lavish  those  gifts 


on  her  7-Eleven  friends. 

Meantime,  Miller  was  busy  apparend 
trying  to  poach  Boisseau's  clients — evei 
before  7-Eleven  had  a  chance  to  send  then 
letters  requiring  them  to  find  new  reps.  Sh 
phoned  EAS,  a  Golden,  Colo,  maker  of  vita 
mins  and  health  foods,  saying  she'd  hear< 
the  company  needed  a  new  broker.  Thi 
was  news  to  EAS  marketer  Lisa  Austin,  whc 
according  to  her  affidavit,  told  Miller  sh 
was  happy  with  Boisseau.  Miller  calle< 
again  a  week  later,  still  prior  to  7-Eleven 
notification;  Austin  told  her  that  if  EA 
could  no  longer  work  with  Boisseau, 
would  likely  deal  directly  with  the  chain.  Ii 
fact,  none  of  Boisseau's  former  clients  ha 
hired  Miller,  says  7-Eleven.  (Miller 
accounts  include  Radiant  Technology 
Campbell  Hausfield  and  Absolutely  New. 

Miller's  lawyer,  who  is  being  paid  b 
7-Eleven,  says  she  never  intended  to  tak 
over  Boisseau's  business.  He  also  claim 
Miller  gave  other  names — men  an 
women — to  7-Eleven,  who  the  conve; 
nience  chain  says  were  cleared.  7-Eleve 
has  filed  for  summary  judgment. 


MARKETING 

Calling  Audrey  Hepburn 

Vespa's  maker  lets  its  U.S.  dealers  handle  marketing. 
Ah,  so  that  explains  the 
transvestite  spokesperson. 
By  Amanda  Schupak 

HER     CUSTOMIZED     VESPA  ET4 
scooter  is  painted  the  same  color  as 
her  signature  fluorescent  green  wig. 
The  bike's  pink  flame  graphics 
match  her  sparkly  eye  shadow.  She  is  Nucha 
Waste,  a  member  of  the  Denver  Cycle  Sluts 
performance  troupe.  She  is  also  a  man — and 
the  unofficial  spokestransvestite  for  Erico 
Motorsports  of  Denver. 

La  Dolce  Vital  Try  La  Cage  aux  Folles. 
Nucha  Waste  is  no  Audrey  Hepburn,  but  she 
can  help  sell  Vespas  for  their  Italian  manufac- 
turer, Piaggio  SpA.  The  firm  has  let  the  85 
"boutiques"  that  peddle  its  zippy  scooter  con- 
trol how  the  59-year-old  brand  gets  reintroduced  in  this  coun- 
try. And  that  means  its  dealerships  are  letting  Vespa  drivers  do 
the  talking. 


Would  you  buy 
a  scooter  from 
Nucha  Waste? 


In  Denver  the  gay  crowd  has  embraced  the  branc 
In  Boston  Vespa  is  coveted  by  coeds.  Celebs  and  hipstei 
ride  the  scooters  in  Los  Angeles  and  New  York.  An 
in  San  Francisco  Vespa  dealer  Walter  Dawydiak  is  push 
ing  the  fashionable  bikes,  whic 
get  70  miles  to  the  gallon  an 
can  run  up  to  70  miles  pt 
hour,  on  the  San  Francisc 
Police  Department.  If  yo 
doubt  its  machismo,  note  ths 
New  Orleans  Police  Captai 
Kevin  Anderson  rides  a  S5,0C 
Vespa  Granturismo. 

Piaggio,  with  headquai 
ters  in  Tuscany,  chips 
some  spare  change  to  hel 
its  dealers  advertise,  but 
favors  a  free  ride.  While  tr 
dealers  work  the  crowd 
farmers'  markets  and  charity  event 
Piaggio  cozies  up  to  big-name  companies.  A  number  of  then 
including  American  Express  and  McDonald's,  have  featured  tr 
scooter  in  ads,  stores  and  joint  promotions.  JetBlue  recently  ga^ 
away  five  Vespas  as  part  of  a  promotion  celebrating  the  airline 
fifth  anniversary. 

"It  would  be  wonderful  to  be  able  to  put  $100  million  inl 
advertising,  but  we  have  to  watch  profits,"  says  Paolo  Timor 


60     FORBES-  April  LI,  2005 


WE  STRIVE  TO  MAKE 

YOUR  CONNECTIONS  EASIER. 

Thanks  to  our  global  hubs  and  the  advantage  of  a  single  check-in 

for  connecting  Sky  Team  flights,  we  ensure  you  have  more  convenient  connections 

wherever  you  go  in  the  world,  www.skyteam.com 


Caring  more  about  you 
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chief  executive  of  Piaggio  USA,  which  reintroduced  Vespa  in  the 

U.S.  in  2000. 

While  the  domestic  scooter  market  has  doubled  since  2000, 
Timoni  admits  the  company  has  allowed  Vespa  to  coast,  in  part, 
on  the  "huge  brand  awareness"  it  still  enjoys  from  its  celluloid  joy 
rides  in  Roman  Holiday  (1953)  and  La  Dolce  Vita  (i960).  It  also 
took  a  star  turn  in  1966's  Alfie  and  the  2004  remake  with  Jude  Law. 

These  connections  have  been  enough  to  get  the  brand 
back  on  its  feet  in  the  U.S.,  where  Vespa  is  the  leader  in  mid- 
size scooter  sales,  largely  on  the  back  of  its  Granturismo, 
released  in  2003.  Piaggio  says  it  posted  $25  million  in  U.S. 


GADFLY 

Eliot  Spitzer,  Meet 
Rhonda  Shearer 

A  scholar  of  surrealism— and  part-time 
sleuth— is  giving  leasing  companies  a  run  for 
their  money  By  Dirk  Smillie 

THE  EQUIPMENT  LEASING  INDUSTRY  HAS  NEVER  FACED  A 
muckraker  quite  like  PJionda  Roland  Shearer.  Widow  of 
the  Harvard  science  guru  Stephen  Jay  Gould,  Shearer,  50, 
is  a  Dadaist  expert  who  runs  a  nonprofit  think  tank  that 
studies  art  and  science  out  of  her  4,000-square-foot  loft  in  SoHo, 
which  is  adorned  with  Persian  carpets,  18th-century  English  fur- 
niture and  400  works  by  surrealist  Marcel  Duchamp. 

Shearer's  beef  with  the  leasing  business  is  itself  a  bit  surreal. 
In  2003  she  signed  a  five-year,  $28,000  equipment  lease  from 
telecom  reseller  Norvergence,  which  in  turn  sold  the  lease  to  the 
CIT  Group.  Norvergence  promised  customers  its  Matrix  box 
would  deliver  unlimited  broadband  and  cell  phone  service  with 
no  per-minute  charges.  But  the  box  turned  out  to  be  no  more 
than  a  glorified  router  used  to  send  long-distance  calls  through 


sales  last  year,  an  80%  increase  over  the  year  before. 

But  so  much  for  the  sweet  life.  Piaggio  competitors  are  mir 
icking  Vespa's  strengths — its  stylish  design  and  Italian  hcritajj 
Yamaha  recently  introduced  a  Vespa-esque  model  called  tl 
Vino  Classic.  Its  Web  site  declares:  "Can  you  say  ciao  bellaV 

Although  Timoni  says  he  isn't  bothered  by  transvestites,  tl 
company  is  showing  signs  it  wants  to  take  more  control  of 
brand.  A  spokesman  asked  if  FORBES  might  feature  act> 
Matthew  Broderick  as  a  Vespa  fan,  instead  of  Nuclia  Waste.  An 
after  initial  denials,  executives  admitted  they  are  interested 
hiring  a  branding  agency  to  coordinate  marketing. 


Qwest  (see  "The  Matrix  Unraveled,"  Sept.  20,  2004),  ai 
Norvergence  was  later  forced  into  bankruptcy. 

When  CIT  told  customers  they  could  cancel  the  lea;- 
only  by  paying  10%  of  the  contract  value,  Shearer  erupki 
She  hired  an  accountant,  enlisted  the  aid  of  two  gradut 
students  and  spent  eight  weeks  investigating.  Result:  a  28 
page  broadside  aimed  mainly  at  CIT.  Shearer  says  she  w 
overcharged  for  the  Matrix  box  and  service.  The  box  cc 
Norvergence  a  mere  $  1 ,500  wholesale,  yet  a  five-year  lee 
could  run  $50,000.  Her  report  also  asserted  that  CI1 
insurance  premiums  on  leases  far  exceed 
what  CIT  paid  to  insure  the  equipment. 

CIT  denies  the  charges  and  won't  commd 
further.  But  Shearer  got  others  interested.  I 
vestigators  at  the  Federal  Trade  Commissi 
and  the  U.S.  Attorney's  offices  in  New  Yc 
and  New  Jersey  are  scrutinizing  her  repo 
sometimes  using  it  to  guide  their  inquiri< 
Although  the  industry's  top  trade  group,  tl 
Equipment  Leasing  Association,  doesn't  endorse  Sheare 
report,  it  distributed  her  bombshell  to  all  280  executives  attendi 
its  annual  meeting  for  investors  in  New  York  last  month.  Shearer  v 
scheduled  to  present  her  findings  at  an  ELA  panel  on  fraud,  until  ( 
raised  objections  and  she  was  yanked.  CIT's  attorneys  warned  1 
that  if  she  disseminated  the  report,  she'd  be  hit  with  a  defamati 
suit.  "Let  them  come  after  me.  I  can  take  the  heat,"  says  Shearer 
CIT  last  month  announced  a  $15  million  charge-off 
Norvergence  lease  losses  and  disclosed  it  had  provided  doc 
ments  to  a  New  York  grand  jury  investigating  Norvergence. 

Shearer's  attack  on  leasing  isn't  her  first  obsessive  crusaJ 
In  1998  she  took  on  the  art  establishment  by  authoring  a  stu' 
asserting  that  many  of  Duchamp's  "found  objects"  were 
found  at  all  but  assembled  by  the  artist  (scholars  aren't  certai 
In  2002  Shearer  raised  $3  million  to  aid  workers  at  the  Wo 
Trade  Center  site.  When  an  article  in  the  Atlantic  Monti 
accused  firefighters  of  looting  the  excavation,  she  producec 
study  attempting  to  debunk  it. 

Shearer's  next  project?  Examining  Boeing's  contention  tl 
EgyptAir's  Flight  990  crash  was  caused  by  a  pilot  bent  on  a  suic 
mission,  a  topic  she  says  fits  perfectly  with  her  center's  focus  on  us; 
science  to  verify  facts.  Says  Shearer,  "I  want  to  prove  that  mere  m« 
tals  can  insert  themselves  into  the  history-making  machine." 
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HOW  A  MORE  POWERFUL  ENGINE 
HELPED  FUEL  ECONOMY  CLIMB. 


An  engine  with  40  more  horsepower  getting 
better  gas  mileage?*  The  Ford  Expedition's 
new  300-horsepower,  5.4-liter,  3 -valve 
engine  is  what  makes  it  happen.  This  is  the 
most  powerful  and  most  fuel-efficient  5.4- 
liter  ever  in  an  Expedition.  The  only  thing 
more  amazing  is  your  next  adventure 
Visit  fordvehicles.com 


Mavericks 


MEDICINE 


Cave 

Woman 

HAZEL  BARTON  ventures  deep  into  Earth's  last  scientific 
frontier  to  save  us  on  the  surface  from  widespread  disease. 

By  Monte  Burke 


JACK  BRADLEY  CAVE  IS  NOT  ON 
any  map  of  Kentucky.  To  get 
there,  you  have  to  drive  over 
Pulaski  County's  winding  roads, 
pass  some  sagging  trailer  homes 
with  rusted  cars  out  front,  then  get  out  of 
the  car  and  cut  across  Bradley's  cornfield. 
At  the  edge  of  his  tree  line  is  a  forbidding 
4 -foot  hole  in  the  ground.  Hazel  Barton,  a 
33-year-old  biology  professor  at  Northern 
Kentucky  University,  shows  up  on  a  Feb- 
ruary afternoon  with  a  merry  band  of  five 
male  undergraduates. 

like  most  of  the  hundreds  of  thou- 
sands of  caves  around  the  world,  this 
one  is  relatively  untouched,  which  is 
what  makes  Barton  so  excited.  "Caves 
are  one  of  the  last  unexplored  environ- 
ments left  on  Earth,"  she  says.  They  also 
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may  hold  the  secret  to  finding  powerful 
new  antibiotics. 

"Come  on,  guys,  let's  go,"  she  barks  in 
her  British  accent.  They  go  in  single  file, 
crawling  through  the  first  claustrophobia- 
inducing  30  feet,  dragging  or  pushing  back- 
packs with  fragile  scientific  equipment, 
including  a  $9,000  microprobe. 

The  caving  crew  descends  through 
tight  passages  hundreds  of  feet  beneath  the 
Earth's  surface,  guided  by  the  gust  of  air 
that  marks  the  cave's  primary  passage. 
Their  headlamps  illuminate  soda-straw 
rock  drippings  from  the  ceiling,  and  rip- 
pled flowstone  on  the  cave  walls.  An  hour 
and  a  half  later  the  group  reaches  "the 
dome,"  a  60-foot-high  semicylinder  of 
rock,  one  half  of  the  face  a  deep  blue  man- 
ganese, the  other  bridal- white  calcite. 


.  Such  brilliant  colors  are  a  sign  of 
in  what  was  once  thought  to  be  a  barr 
environment.  They  are  caused  by  t 
excretions  of  extremophiles,  microorga 
isms  that  prosper  in  starved  conditio 
most  forms  of  life  can't  endure.  Ja 
Bradley  Cave  has  only  15  milligrams 
carbon  per  liter  of  water  in  the  rock,  t 
equivalent  of  15  grains  of  sugar  dissolv| 
in  a  liter  of  water. 


"Now  the  real  fun  begins,"  says  Barton, 
ler  students  drill  core  samples  and  swab 
lie  walls  with  Q-Tips,  daubing  them  onto 
etri  dishes.  Two  hours  later  the  group  sur- 
ices  and  totes  its  biological  ore  back  to  the 
:  niversity  labs  in  Highland  Heights,  Ky. 

Hazel  Barton  is  a  rare  bird  among 
ledical  microbiologists,  more  than  likely 
le  only  one  with  a  map  of  South  Dakota's 
v^ind  Cave  tattooed  on  her  left  biceps. 


What  drives  her  down  into  the  darkness  is 
her  conviction  that  caves  may  contain  our 
last  defense  against  a  dire  health  threat: 
antibiotic-resistant  superbugs. 

According  to  the  National  Institutes  of 
Health,  2  million  people  acquire  bacterial 
infections  in  U.S.  hospitals  every  year.  Some 
90,000  die  as  a  result,  a  number  that  has 
sextupled  since  1992.  Seventy  percent  of 
these  infections  are  resistant  to  at  least  one 


of  the  drugs  most  commonly  used  to  treat 
them.  "Various  strains  of  bacteria  that 
cause  serious  diseases,  like  meningitis  and 
pneumonia,  could  mutate  to  the  point  that 
all  of  our  available  therapies  are  ineffec- 
tive," says  John  Powers,  an  antimicrobial 
expert  at  the  Food  &  Drug  Administration. 

Barton  says  the  problem  may  be  a  lack 
of  diversity.  "If  you  look  at  the  tree  of  life, 
nearly  all  of  our  microbes,  and  thus  our 
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antibiotics,  come  from  one  branch  on  that 
tree,"  says  Barton.  "The  question  is,  can  we 
find  another  branch?" 

In  the  late  19th  century  biologists  first 
reali/eil  lh.it  bacteria  develop  antibiotic 
properties  to  kill  other  bacteria.  These  bio- 
chemical weapons  were  later  isolated  and 
purified  into  today's  antibiotic  drugs. 
Mosl  "i  the  com 
tnonly  used  anti- 
biotics today  are 
derived  from  a  soil- 
based  order  ol 
germs  known  as 
Act  inomycetales. 
(  oik  entrating  on 
this  branch  has 
worked  against 
us.  Their  frequent 
mixture  within 
h  u  m a ns — com  - 
pounded  by  our 
misuse  and  abuse 
ni  these  antibio- 
tics in  soaps  and 
meat  along  with 
theu  ability  to  swap 
una  with  other 
species,  make  it  easy 
for  them  to  spread 
acquired  resistance. 

( laves  were 
thought  tobecssen 
tially  devoid  ol  life 
until  six  years  ago, 
when  the  renowned 
I  hiivci  sity  ol  ( 'ol 
orado  microbiolo- 
gist Noun. in  Pace, 
also  an  avid  caver, 

discovered  a  way  to  identify  extremophile 
microorganisms  by  cloning  and  sequenc- 
ing unique  sections  of  their  UNA.  Prior  to 
Pace's  work  biologists  had  fruitlessly  tried  to 
i  uliivate  these  microorganisms  with  tradi- 
tional lab  techniques  using  nutrient-rich 
petri  dishes.  They  often  died  out. 

Barton,  who  did  her  postdoctoral  work 
with  Pace,  has  applied  his  research  toward 
identifying  new  species  that  may  fight  life- 
threatening  diseases.  On  her  first  trip  to 
lack  Bradley  ( lave  lasl  year  Barton  and  her 
team  found  1 1 1  new  species.  "And  people 
go  gaga  when  they  find  5  new  species  in 
the  Amazon  rain  forest,  says  Barton. 


"Nearly  all  of  our 
antibiotics  come 
from  one  branch  on 
the  tree  of  life.  Can 
we  find  another?" 


The  medical  science  community  still 
holds  on  to  the  belief  that  caves  lack  the 
amount  of  life  needed  for  organisms  to 
produce  antibiotics.  But  Barton  is  proving 
skeptics  wrong.  In  her  lab  at  Northern  Ken- 
tucky University,  Barton  has  identified  24 
new  microorganisms  with  antibiotic  prop- 
erties. Their  discovery  was  a  painstaking 
process:  She  had 
to  purify  samples 
down  to  a  single 
microorganism,  a 
step  that  took  eight 
months.  Then  she 
streaked  each  one 
on  a  plate  with 
E.  coli.  Those  with 
antibiotic  properties 
prevented  the  K.  coli 
from  growing.  This 
took  another  few 
months.  She  is  now 
in  the  next  phase 
with  these  promis- 
ing few,  comparing 
their  effectiveness 
with  a  known  an- 
tibiotic like  tetracy- 
cline. These  results 
won't  be  known  for 
another  year.  The 
last  stage  would 
be  to  test  the  new 
antibiotics  against 
malevolent  microbes 
like  anthrax  to  see 
how  effective  they 
are  at  combating 
diseases. 

Extremophiles 
have  shown  some  practical  value  in  the 
past  decide.  Diversa,a  California  biotech, 
has  isolated  an  enzyme  from  a  volcanic 
crater  in  Russia  that  is  now  being  used  to 
help  whiten  paper,  reducing  the  need  for 
chlorine  dioxide,  an  environmental  pollu- 
tant.  A  b.Ktenum  called  Thermus  aquati- 
cus,  found  in  a  hot  spring  in  Yellowstone 
National  Park,  has  become  the  basis  for 
polymerase  chain  reactions  used  in  med- 
ical diagnosis  and  DNA  fingerprinting. 
Scientists  in  Australia  have  also  found 
antibiotic  properties  in  marine  extre- 
mophiles. I  urning  any  extremophile  into 
drugs  would  likely  require  cloning  their 


antibiotic  molecules  and  manufacturin 
them  with  help  from  a  more  suitable  car 
rier  organism. 

Barton  is  the  only  one  hunting  antibi 
otics  in  caves,  which  is  where  she  has  alway 
wanted  to  be.  As  a  teenager  she  started  ex 
ploring  the  limestone  caves  in  the  Mendi 
I  [ills  near  her  home  in  Bristol,  Kngland.  Sh 
was  the  only  girl  to  pick  caving  as  a  sport 
elective  in  grade  school.  "My  mom  wante 
me  to  be  a  secretary,"  Barton  says.  "Sh 
hated  it  when  I  came  home  all  muddy." 

She  came  to  the  U.S.  in  1993  to  earn 
Ph.D.  in  medical  microbiology  at  the  Un 
versity  of  Colorado.  "Hazel  is  an  excellei 
scientist:  smart,  hardworking  and  imag 
native,"  says  Pace,  62.  Working  with  Pac 
she  realized  she  could  marry  her  loves  ( 
microbes  and  caves. 

Barton  once  crawled  for  8  feet  within 
a  6.5-inch-high  space  in  a  cave  and  is  one  < 
only  a  few  certified  for  the  dangerous  bus 
ness  of  underwater  caving.  (Six  people  die 
in  cave-diving  accidents  last  year.)  Alor 
with  fellow  caver  Nancy  Aulenbach  she  w; 
featured  in  the  2001  Imax  film  Journey  In 
Amazing  Caves,  which  was  narrated  t 
[jam  Neeson. 

The  film  brought  her  some  negati 
attention.  "Some  people  said  I  wasn't  a  re 
scientist,  that  I  was  just  a  model  for  tl 
movie,  which  I  was  pretty  flattered  by 
laughs  Barton.  Hard-core  cavers  fearc 
their  lairs  would  be  overrun  by  rookie  "sp 
lunkers,"  a  term  never  used  by  a  serioi 
caver.  (A  popular  bumper  sticker  reac 
"Cavers  rescue  spelunkers.") 

Two  years  ago,  for  Barton's  first  teac 
ing  job,  Northern  Kentucky  Universi 
wooed  her  with  the  creation  of  the  Bartc 
Lab  in  a  new  $38  million  building.  Tl 
university  provided  $100,000  in  cash  ai 
equipment  for  her  to  continue  her  ca 
studies.  This  summer  she  plans  to  hit  a  fe 
more  caves  in  Kentucky,  including  oi 
where  unclassified  microorganisms  are  e; 
ing  away  at  the  ceiling,  turning  it  ink 
squishv  white  substance  like  icing  on  a  cal 

She's  also  working  with  a  geology  pr 
fessor  to  discover  a  virgin  cave.  Maybe  tl 
summer,  she  says  hopefully.  It  makes  it  et 
ier  to  find  new  life  forms  if  no  huma 
have  ever  entered  a  cave,  and,  Barton  sa 
"You  get  that  man-on-the-moon  feelinj 
Or,  in  her  case,  woman. 
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IN  HIS  LAB  AT  SUN  MICROSYS- 
tems'  San  Diego  Physical 
Sciences  Center,  Ashok  Krish- 
namoorthy  is  surrounded  by 
big  numbers:  looming  power- 
ful computers  that  can  crank 
through  a  trillion  operations 
per  second.  But  what  com- 
mands his  attention  these 
days  is  something  very  small:  a  prototype 
silicon  chip,  only  a  few  millimeters  on  a 
side,  that  works  like  a  magic  gateway 
between  muscle-bound  computers. 

Although  still  a  hatchling,  this  so- 
called  silicon  photonic  chip,  devised  by  a 
Carlsbad,  Calif,  startup  called  Luxtera, 
could  mark  the  beginning  of  a  new  Inter- 
net era  when  computers  will  be  able  to 
tap  into  huge  reserves  of  data,  no  matter 
where  they  are  situated,  as  easily  as  they 
now  retrieve  data  from  their  own  hard 
drives.  "It  will  mean  that  distance  truly 
won't  matter  anymore,"  says  Arno  Pen- 
zias,  a  Nobel  laureate  and  one  of  Luxtera's 
venture  backers.  "Wherever  you  are,  you 
can  share  in  all  the  world's  information." 

Big  promises  come  in  small  packages. 
Luxtera's  chip  is  neatly  hidden  inside  a 
component  that  looks  like  a  gold-covered 
mint  wafer.  Metal  pins  along  three  sides 
both  secure  the  piece  to  a  circuit  board 
and  deliver  streams  of  bits  to  the  silicon 
device.  On  the  fourth  side  of  the  compo- 
nent is  a  plug  that  resembles  a  telephone 
jack.  Krishnamoorthy  slides  a  bundle  of 
fiber-optic  threads  into  the  plug.  One 
thread  is  attached  to  a  laser. 

As  the  pins  deliver  bits  sent  from 
another  computer,  the  laser  pumps  a 
steady  stream  of  light  into  the  chip. 
Inside,  a  modulator  works  like  a  tiny 
shutter,  imprinting  the  bits  onto  the 
incoming  laser  light.  The  light  signals  do 
a  victory  lap  in  the  device,  then  head  out 
on  a  path  that  runs  parallel  to  the  one 
they  came  in  on.  The  signals  spill  onto  an 
optical  fiber,  then  travel  another  20 
meters  before  reaching  a  detector,  a  chip 
that  transforms  the  light  signals  back  into 
electrical  ones.  "We've  been  working  with 
Luxtera  for  almost  a  year  now,"  says 
Krishnamoorthy.  "I  have  personally 


tested  the  modulators  to  10  gigabits  a  sec- 
ond." That's  fast  enough  to  send  a  DVD 
movie  in  four  seconds. 

Silicon  photonics  aims  to  solve  what 
has  become  one  of  the  huge  bottlenecks 
in  the  information  age,  the  movement  of 
data  in  and  out  of  computers.  For  the  past 
40  years  computer  chips  have  grown 
faster  as  designers  have  marched  steadily 
to  the  drumbeat  of  Moore's  Law,  roughly 
doubling  the  number  of  transistors  on  a 
swatch  of  silicon  every  two  years.  By 
shortening  the  distance  electrons  travel, 
they've  made  chips  go  faster.  But  like  an 
automobile  pulling  out  of  the  driveway, 
electrons  that  venture  outside  a  chip  must 
follow  some  path — usually  copper — to 
reach  their  next  destination.  Intel's  top- 
of-the-line  Pentium  4  runs  at  3.7  giga- 
hertz and  relies  on  a  souped-up  "bus" 
that  is  about  a  quarter  of  that  speed. 

Designers  have  invented  clever  short- 
cuts for  electrons,  like  Sun's  recent 
approach  for  nudging  separate  chips  closer 
together  and  zapping  data  between  them. 
But  radically  improved  performance  calls 
for  the  use  of  photons,  or  particles  of  light, 
which  are  250,000  times  lighter  than  elec- 
trons and  can  fly  in  close  formation, 
squeezing  lots  of  data  into  a  small  space. 
Telephone  companies  spent  the  1990s  rip- 
ping out  copper  lines  and  replacing  them 
with  optical  fiber  and  expensive  network- 
ing gear  to  turn  digital  signals  into  light 
waves.  This  was  never  a  cheap  trick, 
though,  depending  on  compound  semi- 
conductors such  as  indium  phosphide  and 
gallium  arsenide,  which  don't  enjoy  the 
mass-manufacturing  Let  the  silicon 
economies  of  silicon,  the  be  with  you: 
mainstay  of  the  comput-  Luxtera's  Cary 
ing  universe. 

"Silicon  always  wins," 
points  out  Cary  Gunn,  a  cofounder  and 
vice  president  of  Luxtera.  If  optical  devices 
could  be  built  in  silicon,  the  cost  of  com- 
municating data  would  fall. 

Silicon  is  finicky  about  light.  Tickle 
compound  semiconductors  with  enough 
electrons  and  they  spit  back  photons  (the 
telecom  industry  uses  them  for  its  optical 
magic).  In  the  1980s  Eli  Yablonovitch,  now 


Gunn  and  Alex 
Dickinson. 


a  professor  at  UCLA,  invented  somethin 
called  photonic  crystals,  which  manipulat 
light  much  like  transistors  shuffle  electron 
around.  Key  to  building  useful  photoni 
crystals,  however,  was  carving  tin 
structures  into  semiconductors. 

In  the  late  1990s,  after  nine  years  i 
the  Air  Force,  Gunn  wound  up  in  gradu 
ate  school  at  the  California  Institute  c 
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Teaching  silicon  new  photonic  tricks 
promises  a  huge  boost  in  getting  data  out 
of  a  computer  |  By  Elizabeth  Corcoran 
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the  telecom  industry.  Only  at 
these  tiny  dimensions  can  engi- 
neers manipulate  the  electrons 
buzzing  within  silicon  to 
change  its  photonic  properties. 
"  That  turned  the  corner,"  says 
Yablonovitch,  who  cofounded 
Luxtera  with  Gunn  and  Scherer. 
The  challenge  was  to  train  sili- 
con to  modulate  laser  light  fast 
enough  to  keep  up  with  the  data 
pouring  in  from  computers. 

Scores  of  inventions  had  to 
fall  into  place.  (All  told,  Luxtera 
has  filed  for  more  than  75 
patents;  15  have  been  issued  so 
far.)  The  central  idea  of  the 
modulator  depends  on  the  fact 
that  light  travels  at  different 
speeds  through  different  mate- 
rials. (Put  a  pencil  in  a  glass  of 
water  and  the  pencil  looks  bent 
because  light  travels  more 
slowly  through  water  than 
through  air.)  Light  traveling 
through  silicon  usually  moves 
only  a  third  as  fast  as  it  would  in 
a  vacuum.  At  the  nanoscale 
level,  Luxtera  engineers  figured 
out  how  to  tune  silicon  by 
applying  voltage  and  thus  make 
light  move  more  sluggishly. 

Within  the  Luxtera  chip, 
light  is  split  along  two  paths, 
and  the  twin  beams  are 
nudged  out  of  synch  with  each  other  by 
the  modulator,  acting  upon  incoming 
data.  When  the  beams  recombine,  they 
either  make  a  bigger  wave  or  cancel  each 
other  out.  This  way  the  modulator 
stamps  data  onto  the  light. 


Lighten  Up 


Luxtera 's  chip  speeds  data  out  of  another  chip  by  printing  electrical 
signals  on  light  waves.  Here's  how  it  works:  Laser  light  is  fed  through 
tiny  waveguides  and  split  into  two  silicon  channels.  Meanwhile,  a 
stream  of  bits  from  a  microprocessor  is  fed  into  an  electronic  driver, 
which  applies  voltages  to  the  silicon  corresponding  to  the  bits, 
changing  the  phase  of  the  light.  The  two  waves  recombine  to  form 
distinctive  peaks  and  valleys.  The  light  can  travel  any  distance  via 
fiber-optic  cables  and  then  be  converted  back  into  electronic  signals. 


Source:  Luxtera. 


in  exchange  for  founder's  equity.) 

The  timing  of  the  telecom  bust 
helped,  too.  In  November  2001  Luxtera's 
venture  capitalist  tapped  chip  industry 
veterans,  including  Alexander  Dickinson, 
who  got  his  start  with  optical  devices  at 


Distance  won't  matter  if  you  can  yank  data 
out  otajiomputeLas fasLas  itcanjDrocessiL 


Figuring  out  how  to  funnel  as  much 
light  as  possible  from  a  laser  into  the  tiny 
modulator  structure  is  another  part  of 
Luxtera's  secret  sauce.  The  company  also 
saved  enormous  trial-and-error  time  by 
using  a  complex  modeling  program  built 
by  two  Caltech  undergraduates  that  sim- 
ulates how  light  and  elector  interact  in 
three  dimensions.  (They  soul  it  to  Luxtera 


Bell  Labs.  Minutes  after  Dickinson  signed 
the  papers  that  gave  Luxtera  $7  million  in 
seed  capital,  Gunn  bought  $2  million 
worth  of  test  equipment  for  $200,000  in 
a  fire-sale  auction  at  Nortel.  Since  then 
Luxtera  has  raised  another  $24  million 
in  venture  funding. 

That  10  gigabits  a  second  is  only  a 
starting  point,  says  Dickinson.  Adding 


light  signals  of  different  wave 
lengths,  like  creating  extr 
channels,  will  multiply  perfor 
mance.  Shrinking  componer 
sizes  will  also  speed  the  modu 
lator. 

Intel  researchers  are  work 
ing  feverishly  on  their  own  sil 
icon  photonic  component: 
including  modulators,  whic 
operate  at  4  gigabits  a  secont 
Those  could  be  commercu 
devices  by  the  end  of  th 
decade.  Last  December  th 
Defense  Advanced  Researc 
Projects  Agency  kicked  off 
four-year  program  to  buil 
integrated  electronic-photoni 
devices.  "This  is  potentially 
very  disruptive  technology, 
says  Jagdeep  Shah,  who  man 
ages  the  Darpa  program 
"We're  sort  of  like  at  the  earl 
stage  of  integrated  circuits." 

Essential  to  holding  dow 
costs  is  using  the  same  mam 
facturing  tools  and  factorie 
used  to  make  cheap  PC  chip 
Luxtera  is  relying  on  Freesca 
Semiconductor  to  build  i 
chips,  and  in  the  past  1 
months  Freescale  has  bee 
sliding  Luxtera's  designs  rigl 
into  the  standard  manufactu 
ing  line  for  the  PowerPC  chip 
that  go  into  a  range  of  devices,  includir 
Apple  computers.  David  Mothersol 
chief  technology  officer  of  Freescale's  nei 
working  business,  expects  to  be  makin 
samples  for  Luxtera's  first  customers  t 
the  end  of  this  year.  Although  the  startu 
plans  to  make  money  by  selling  its  chij 
to  computer  systems  manufacturers,  ii 
director  of  marketing,  Gabriele  Sartori, 
a  staunch  advocate  of  spreading  the  ne 
technology  through  licensing. 

Luxtera's  growing  fan  club  al: 
includes  Michael  Fister,  formerly  wil 
Intel  and  now  chief  executive  of  Caden 
Design  Systems,  the  leading  maker 
chip-design  software  tools.  "Demand  f< 
high-speed  interconnects  is  strong,"  1 
says.  "There's  good  reason  to  be  intrigue 
with  this  technology,  and  Luxtera  is  del 
nitely  worth  watching." 
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Digital  Tools 


Plays  Games, 
Does  More 


THE  FINGERPRINTS  OF  SONY'S  UNIQUE  ENGINEERING 
and  entertainment  combination  are  all  over  the  shiny 
face  of  the  new  $250  PlayStation  Portable — and  yours 
will  be,  too,  the  moment  you  pick  it  up.  The  smudge- 
magnet  PSP  doesn't  just  play  games;  it  also  handles 
photos,  music  and  video,  including  feature-length  movies.  But 
though  far  more  versatile  than  Nintendo's  dominant  portables, 
it's  still  a  game  machine  at  heart. 

The  PSP's  wide-format  display  has  less  resolution  than  your 
TV,  but  it's  plenty  for  the  4.3-inch  screen.  Wi-Fi,  USB  and  tinny 
speakers  are  built  in.  The  rechargeable  battery  lasted  about  472 
hours  in  my  tests,  and  it's  removable,  so  you  can  carry  a  spare. 

The  controls  resemble  the  ones  on  a  PlayStation  2,  except  for 
a  single  thumb-operated  pad  that  subs  for  two  joysticks.  Using 
those  controls  with  music  and  video  is  a  pain.  If  you're  listening 
through  earphones,  the  included  shirt-clip  remote  works  better 
and  lets  you  swap  the  mediocre  PSP  buds  for  your  favorites. 

Games,  movies  and  video  come  in — surprise! — a  brand- 
new  proprietary  Sony  format:  Universal  Media  Disc,  which 


Stephen  Manes 


looks  like  a  miniature  DVD  in  a  protective  case  and  holds  up  t 
1.8GB  of  data.  But  to  thwart  piracy,  Sony  has  no  plans  for 
recordable  version. 

Too  bad,  because  your  photos,  music  and  video  will  have  t 
go  onto  little  Memory  Stick  Duo  cards  that  cost  more  and  hoi 
less.  The  32MB  one  that  comes  with  the  unit  is  big  enough  t 
store  saved  games,  but  not  much  else,  so  plan  on  spending  ; 
least  $65  for  a  512MB  model.  You  can  get  files  onto  the  car 
directly  from  a  camera  or  reader — or  hook  up  the  PSP  to  a  con 
puter  with  a  USB  cable  that  Sony  does  not  provide. 

That  transfer  process  can  be  awkward,  and  the  only  mus 
files  the  unit  can  play  are  MP3s  and  those  in  Sony's  ATRAC3ph 
format.  Forget  stores  like  iTunes  and  Napster;  copy-protecte 
tracks  for  the  PSP  can  come  only  from  Sony's  disappointii 
Connect  service.  Playing  downloaded  MPEG-4  videos  will 
tricky  until  promised  conversion  software  arrives. 

The  PSP  comes  with  Sony 

Sonv'S  VGrSBtilC  Spider-Man  2  film  and  anoth 

disc  of  game  and  movie  pr 
views,  but  not  one  playab 
game.  Your  existing  PlayStatic 
library  won't  work,  so  you 
need  to  spend  $40  apiece  ft 
PSP  versions.  Sony  says  24  po] 
ular  titles  will  be  available 
launch  or  soon  after;  tl 
library  strongly  favors  compl 
titles  like  Need  for  Speed  ar 
Gretzky  NHL,  not  the  simp 
time-killing  stuff  like  bowlii 
and  Tetris  that  attracts  folks  on  cell  phones. 

Thanks  to  Wi-Fi,  you  can  play  some  games  with  friends  aero 
the  room  or  strangers  on  the  Internet,  no  extra  charge.  Alas,  Soi 
left  out  support  for  the  increasingly  important  WPA  Wi-Fi  ei 
cryption  scheme,  as  well  as  a  Web  browser  and  a  way  to  log  c 
from  fee-based  public  access  points  at  venues  like  Starbucks. 

If  you  pony  up  $20  to  $30  for  a  flick,  you'll  have  to  watch  it  c 
the  PSP's  screen;  there's  no  way  to  get  video  out  of  the  unit  ar 
onto  a  TV.  As  with  games,  the  short  initial  list  of  PSP-forrra 
movies  heavily  favors  the  explosion-of-testosterone  set. 

The  shiny  screen  can  be  unusable  in  sunlight,  and  sin 
the  PSP's  glossy  plastic  attracts  hard-to-remove  smudges,  tl 
most  valuable  accessory  is  the  cleaning  cloth.  The  unit  h 
so  many  buttons  that  it's  hard  to  pick  up  witho 
triggering  something  you  didn't  intend.  And  in 
amusing  marketing  gaffe,  Sony  mated  the  black  PSP 
earbuds  and  a  wrist  strap  in  an  iPod-promoting  whi 
Despite  the  PSP's  versatility,  I  can't  tell  if  it's  the  1 
Sony  desperately  wants.  The  unit  should  initially  appe 
to  hard-core  gamers  seeking  portable  fun,  but  to  rea> 
beyond  that  core  will  take  a  cornucopia  of  content,  bo 
downloadable  and  prerecorded,  and  perhaps  a  built- 
hard  drive.  Not  to  mention  an  extra  cleaning  cloth. 

T  Stephen  Manes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo.  which  beg 
I  its  run  on  public  television  this  month.  Visit  his  home  page  at  www.forbes.com/mane 
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Make  sure  your  data  is  there 
when  you  need  it. 

(And  protected  when  you  don't.) 


Entry-level  network  attached  storage  (NAS) 
320GB  capacity  with  four  80GB  SATA  hard  drives 
Ready  to  deploy-delivers  quick-to-install  and 
simple-to-manage  networked  storage 
Remote  manageability-easily  exchange  data 
with  a  main  office  with  the  optional  host-based 
data  replication 


HP  StorageWorks™  Ultrium  960 
External  Tape  Drive 


•  Capacity:  400/800GB1 

•  External  LTO-3  tape  drive 

•  High  capacity — meets  the  backup  storage  needs 
for  most  servers  with  a  single  data  cartridge 

•  Ultra  fast  performance — backup  more  data  in  less 
time  with  a  transfer  rate  of  160MBps 


VERITAS™  Backup  Exec™  10.0 
(for  Windows  Servers) 


•  Provides  comprehensive,  cost-effective  and 
certified  backup  and  recovery  including  fast 
disk-based  recovery 

•  Ensures  scalable  management  of  distributed 
backup  and  remote  servers  through 
centralized  administration 

•  Offers  fast,  flexible  and  granular  protection 
of  servers,  as  well  as  desktops  and  notebooks 
with  high-performance  agents  and  options 
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$597 


The  Storage  Solutions  You  Need  When  You  Need  Them. 

We  don't  have  to  tell  you  that  data  loss  can  be  a  financial  blow  to  any  company.  And  with 
more  data  being  stored,  more  assets  are  at  stake.  CDW  has  a  full  line  of  top-name  storage 
solutions  that  can  help  you  increase  capacity  and  reduce  risk.  And  our  account  managers 
have  the  expertise  to  ensure  you  get  the  right  solution  for  your  needs.  So  you  don't  just  get 
secure  storage,  you  get  peace  of  mind. 


Assumes  2:1  compression  ratio.  'Reflects  full  version  level  8  combo  license  plus  maintenance.  Offer  subject  to  CDW's  standard  terms  and 
conditions  of  sale,  available  at  CDW.com.  ©  2005  CDW  Corporation 


The  Right  Technology.  Right  Away." 

CDW.com  •  800.399.4CDW 
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T'S  ASTONISHING  HOW  FAR  PETER 
van  Stolk  got  by  sucking  on  his  own 
hot  air.  His  Jones  Soda — maker  of 
such  flavored  drinks  as  Blue  Bubble- 
gum,  Green  Apple,  Bada  Bing! 
(mainly  cherry  and  loganberry 
juices)  and  D'Peach  Mode — was  a 
big  hit  with  skateboarders,  surfers 
and  tattoo  artists  in  the  late  1990s, 
"hey  loved,  too,  the  fact  that  van  Stolk 
lapped  photos  of  his  customers  onto  bot- 
les.  "If  I  think  like  our  competitors,"  he 
old  People  magazine  in  1998,  "I'm  dead." 

He  nearly  died  anyway.  That  year  the 
ompany  lost  $1.5  million  on  sales  of 
4.7  million — and  it  continued  to  lose 
noney,  on  an  operating  basis,  through 
,002.  Van  Stolk  had  his  eye  on  the  buzz  in- 
tead  of  the  business,  allowing  suppliers 
nd  distributors  to  get  the  better  of  him 
nd  losing  control  of  his  costs. 

That  was  then.  Van  Stolk  has  gotten  a 
3t  smarter  and  a  tad  humbler.  Today 
ones  Soda  is  profitable  (it  earned 
1.3  million  on  $27.5  million  in  revenue 
ist  year,  up  306%  and  37%,  respectively, 
•om  2003).  Chief  reason:  The  company 
ow  sells  22%  of  its  beverages  directly  to 
etailers — among  them  Starbucks  and 
arget — cutting  out  the  middleman. 

It's  been  a  slippery  learning  curve.  Van 
tolk  began  in  1987  selling  freshly  squeezed 
nit  juice  on  the  streets  of  Edmonton,  Alta., 
rowing  into  the  $6  million  (sales)  Urban 


sending  out  trucks  regardless  of  getting 
paid,"  says  Jennifer  Cue,  Jones'  chief  finan- 
cial officer.  The  few  distributors  that  car- 
ried the  brand  had  little  reason  to  push 
Jones  or  to  find  it  prime  shelf  space;  many 
were  being  discouraged  by  larger  cola 
clients  from  carrying  Jones  at  all. 

To  keep  the  bottles  rolling,  van  Stolk 
kept  paying  out  for  advertising  and  incen- 
tives to  distributors.  Marketing  expenses 
ballooned  in  2000  to  $7.6  million — 40% 
of  sales — much  of  it  ill  spent,  says  Matthew 
Hughes,  then  chief  operating  officer.  Jones, 
he  says,  was  giving  away  too  many  cases 
and  selling  at  too  low  a  price.  "The  only 
thing  that  mattered  to  us  was  the  top  line," 
says  van  Stolk.  "We  were  building  the  com- 
pany to  be  sold." 

Fat  chance.  When  distributors  of  Sobe, 
sold  to  PepsiCo  in  October  2000,  ap- 
proached him  for  a  replacement  (since  Pepsi 
could  handle  distribution  on  its  own), 
van  Stolk  happily  obliged,  cooking  up  Jones 
Juice  in  about  three  months.  In  its  haste  the 
company  screwed  up  the  labeling,  passing 
over  its  well-known  black-and-white  block 
lettering  of  Jones  Soda  for  icons  with  almost 
illegible  yellow  script.  "That  was  a  mistake," 
van  Stolk  says.  "We  made  millions  of 
cases,"  resulting  in  a  $400,000  writedown 
in  2002.  (Lesson  learned:  Before  launching 
Jones  Organics — teas  that  will  hit  stores 
this  summer — the  company  polled  30,000 
consumers.) 


■  i  s  as  tunishinu  huw  hAK  nil  tK  sending  out  trucks  regardless  ot  getting  force  by  30%.  Then  van  Stolk's  father  died. 
I  van  Stolk  got  by  sucking  on  his  own  paid,"  says  Jennifer  Cue,  Jones'  chief  finan-  "That  was  a  turning  point,"  he  says.  "I 
I  hot  air.  His  Jones  Soda — maker  of  cial  officer.  The  few  distributors  that  car-  decided  that  I  didn't  just  want  to  be  an- 
I  such  flavored  drinks  as  Blue  Bubble-  ried  the  brand  had  little  reason  to  push  other  beverage  footnote;  I  wanted  to  make 
I  gum,  Green  Apple,  Bada  Bing!  Jones  or  to  find  it  prime  shelf  space;  many  this  company  work." 
I  (mainly  cherry  and  loganberry  were  being  discouraged  by  larger  cola  Luck  had  already  intervened.  Panera 
I  juices)  and  D'Peach  Mode — was  a     clients  from  carrying  Jones  at  all.  Bread  Co.  liked  the  look  of  Jones  and  agreed 

I  big  hit  with  skateboarders,  surfers  To  keep  the  bottles  rolling,  van  Stolk  to  test  sales  in  selected  stores  against  other 
I  and  tattoo  artists  in  the  late  1990s,     kept  paying  out  for  advertising  and  incen-     premium  drinks  like  Cadbury  Schweppes' 

IBC  Root  Beer  and  Stewart's  sodas.  After 
several  months  Jones  had  crushed  the  oth- 
ers, and  Panera  added  nine  flavors  to  all  650 
U.S.  stores.  Around  the  same  time  Barnes 
&  Noble,  eager  to  find  a  substitute  for  Sobe, 
decided  to  carry  Jones  Naturals  (juices  and 
teas)  in  all  500  of  its  cafes. 

Meantime  Cue,  Jones'  measured  ac- 
countant, began  pestering  Starbucks,  send- 
ing samples,  putting  in  phone  calls,  plying 
executives  with  press  reports.  Starbucks  in- 
sisted on  examining  Jones'  manufacturing 
process.  It  inspected  everything — from  the 
flavor  syrup  to  the  shipping  trucks — then 
agreed  to  test  Jones  in  its  San  Francisco  and 
Houston  stores  against  Vitamin  Water  and 
Pepsi.  Last  March  Jones  drinks  started 
showing  up  in  4,000  U.S.  Starbucks. 

To  woo  Target,  van  Stolk  flew  to  Min- 
neapolis eight  times  in  eight  months,  ped- 
dling the  idea  of  selling  concentrate;  Tar- 
get's own  bottlers  fill  12-ounce  cans  and 
package  them  into  fridge- friendly  12-packs. 
Jones  sold  enough  concentrate  for  155,000 
cases  in  Target  stores  in  the  last  quarter  of 
2004,  grossing  70%  on  concentrate 

'ETER  VAN  STOLK  thought  he  could  run  his  soft  drink  company  sales,  compared  with  35%  on  its 
in  fizz  alone.  Then  his  bubble  burst  |  By  Christopher  Steiner      normal  bottles  Tarset  doesnt  do 


lice  &  Soda  and  going  public  on  the  Van- 
juver  exchange  in  1993  (it  started  trading 
-t-c  in  the  U.S.  in  1996;  the  company 
ame  was  changed  to  Jones  Soda  in  2000). 
I  all  seemed  simple,"  recalls  van  Stolk. 

At  least  until  he  had  to  recall  his  first 
in  of  1  million  bottles  because  ingredients 
ere  breaking  down  too  quickly.  The  year 
996  "was  pretty  much  shot  because  of 
lat,"  van  Stolk  says.  (He  sued  the  supplier, 
/entually  receiving  $4  million  in  a  2000 
:ttlement.)  When  the  company  shifted 
eadquarters  to  Seattle  in  2000,  few  dis- 
fibutors  would  handle  its  drinks.  "We  were 


Worse,  three  of  Jones'  five  biggest  dis- 
tributors went  bankrupt  late  in  2001,  cut- 
ting off  supply  to  Washington,  Oregon  and 
southern  California.  Van  Stolk  lost  what- 
ever inventory  remained  with  those  mid- 
dlemen. "Store  shelves  were  going  empty, 
and  our  competitors  were  quick  to  fill 
them,"  he  says.  Some  cheered  van  Stolk's 
bad  luck.  "You  got  tired  of  him  describing 
himself  as  one  of  the  top  ten  marketers  out 
there,"  says  Tom  R.  Pirko,  president  of  Bev- 
mark,  a  consultancy.  Jones  lost  $1.2  million 
on  $18.6  million  in  sales  in  2002,  down 
20%  from  the  year  before,  and  cut  its  work 


shabbily,  either:  Its  gross  margins 
on  Jones  are  55%  versus  9%  to  13%  for 
big-brand  and  private-label  sodas.  This 
year,  analysts  report,  Target  traffic  could 
add  $1  million  to  Jones'  earnings.  Van  Stolk 
just  announced  a  deal  with  Kroger  to  sell 
frozen  soda  on  a  stick. 

A  few  residual  problems:  Jones  Natu- 
rals— priced  too  low  and  in  containers 
consumers  found  too  big — will  be  rebot- 
tled  for  a  more  forceful  push  into  the 
$9  billion-a-year  market  for  juices  if  Jones 
Organics  is  a  hit.  Van  Stolk's  long-term 
goal  suits  him- — to  become  a  sharp  thorn 
in  the  sides  of  Pepsi  and  Coke.  F 
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&lnvesting 


STRATEGIES 


A  Power  Portfolio 

Have  you  had  enough  of  oil  stocks?  Here's  another  energy  play— invest  in  companies 
that  will  participate  in  the  reinvention  of  the  gasoline  automobile  around  hybrid 
engines  |  By  Peter  W.  Huber  and  Mark  P.  Mills 


The  automofw^bybrid  revolution  began, 
with  small  cars,  like  this  2003  Honda  Civic, 
and  rapidly  migrated  to  heavy-iron  SUVs 
ow  on  showroom  floors. 


AT  FIRST  GLANCE,  HYBRID  CAR 
economics  just  don't  make 
sense.  A  conventional  engine 
costs  about  $70  per  horse- 
power— or,  in  electrical  units, 
about  $50  per  kilowatt.  Now  add  the 
extra  cost  of  going  hybrid:  The  power 
electronics  required  to  convert  horse- 
power to  kilowatts  run  $6  a  kilowatt,  bat- 
tery packs  add  another  $25,  and  then  you 
need  electric  motors,  at  $  1 5  a  kilowatt,  to 


turn  electricity  back  into  shaft  power  to 
drive  the  wheels.  For  an  SUV  these  and 
related  electrical  parts  are  going  to  run 
something  like  $5,000.  Why  pay  for  all 
that  extra  hardware  when  it  ends  right 
back  where  it  began,  in  the  mechanical 
power  of  a  spinning  shaft? 

Cut  to  the  chase:  You'll  buy  it,  and 
like  it.  By  2015  almost  every  new  car  and 
truck  will  be  built  around  a  hybrid  drive. 
Detroit  hasn't  witnessed  a  comparable 


revolution  in  automotive  technolo 
since  the  days  of  Henry  Ford.  Comp 
nies  that  catch  the  wave  are  going 
prosper. 

To  invest  in  the  hybrid  future,  doi 
pick  General  Motors  or  Ford.  Lo 
instead  to  manufacturers  of  power  si 
con — Fairchild,  International  Rectifi 
ON  Semiconductor,  Siliconix  (80 
owned  by  Vishay),  Diodes  and  Ixys.  "T 
automotive  platform  is  one  of  our  me 
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mgines  for  growth,"  says  Ixys  Chief  Exec- 
ltive  Nathan  Zommer.  But  also  keep  an 
:ye  on  their  foreign  competitors — 
:upec  (an  Infineon  subsidiary),  the 
imnipresent  Toshiba  and  Mitsubishi 
which  is  also  in  Powerex,  a  joint  venture 
vith  General  Electric).  Also  worth  wateri- 
ng: the  main  U.S.  suppliers  of  drivetrain 
tssemblies  and  the  entire  array  of  auto- 
motive peripherals,  like  Delphi,  Visteon, 
.ear,  Dana,  Eaton,  ArvinMeritor  and 
'RW  Automotive.  Auto  parts  firms  have 
leep  troubles  these  days,  to  be  sure,  but 
hose  troubles  are  already  reflected  in  the 
>rices  of  their  shares.  By  betting  on  these 
)ld-guard  companies,  you  are  betting  on 
heir  ability  to  reinvent  themselves  as  they 
einvent  their  product  lines  around 
>ower  silicon. 

Power  under  the  hybrid  hood  has  to 
>e  converted  and  transformed  again  and 
gain.  Driven  by  the  engine — or  by  the 

Hybrid  Hopes  


peels  during  "regenerative"  braking — 
he  alternator  delivers  messy,  highly  vari- 
ple  AC  power  that  requires  a  lot  of 
leanup  before  it  can  be  dispatched  to  do 
pything  useful.  The  battery  pack  draws 
rid  delivers  clean,  low-voltage  DC  power, 
he  electric  motors  that  drive  the  wheels 
in  on  42,  300  and  even  500  volts.  And 
ower  has  to  be  reconfigured  once  more 
)  run  14-  or  42-volt  electric  steering, 
rakes,  fans,  cooling  pumps,  ignition, 


transmission,  active  suspension  and 
dozens  of  other  peripherals. 

Electric  power-massaging  equipment 
already  is,  astoundingly,  a  $50  billion 
global  industry.  Embedded  in  everything 
from  desktop  computers  to  mining 
trucks,  power  supplies  and  related  gear 
are  becoming  ubiquitous.  But  until 
recently  the  products  were  just  too  expen- 
sive, bulky  and  unreliable  to  be  scattered 
across  an  automotive  platform.  Now, 
however,  advanced  power  supplies  are 
built  around  high-speed,  high-power 
semiconductor  switches — silicon  doing 
for  power  what  it  already  does  for  logic. 
Every  couple  of  years  power-chip  manu- 
facturers double  the  power  that  their 
chips  can  handle.  Individual  power  chips 
now  switch  tens  of  kilowatts,  and  a  hand- 
ful are  enough  to  handle  the  entire  out- 
put of  a  truck  engine. 

"Twenty  years  ago  no  engineers  imag- 


ined they'd  have  power  transistors  at  the 
price,  efficiency  and  capabilities  we  have 
now,"  says  Zommer.  "Our  engineers  have 
been  able  to  ride  the  coattails  of  the  fan- 
tastic improvements  in  tools,  quality  of 
silicon  and  manufacturing  [of  the  com- 
puter chip  business]."  In  the  coming 
decade  look  to  companies  like  Cree  and 
Infineon — and  likely  the  Japanese — to 
deliver  transistors  built  on  diamondlike 
silicon  carbide,  propelling  another  ten- 


fold improvement  in  both  power  density 
and  price. 

Shrink  and  speed  up  the  switches,  and 
you  can  make  all  the  surrounding  capaci- 
tors, inductors  and  transformers  in  the 
power  supply  much  smaller,  too.  Since 
1994  power  supplies  have  shrunk  three- 
fold, and  prices  have  dropped  more  than 
fivefold.  It  is  the  dramatic  though  little 
noted  advance  in  power  semiconductors, 
together  with  parallel  improvements  in 
sensors  and  microprocessors,  that  have 
made  the  silicon  drivetrain  compact  and 
affordable  enough  for  cars. 

With  size  and  cost  covered,  hybrids 
win  not  just  because  they're  cleaner  and 
more  efficient  but  because  they  improve 
on  every  aspect  of  performance  of  con- 
ventional engines.  The  new  Lexus  luxury 
SUV  (coming  to  showrooms  this  month) 
delivers  268  pavement-rippling  horse- 
power, 30  horsepower  more  than  the  gas- 
only  model  but  with  72%  more  miles  per 
gallon  in  the  city.  Electric  drives  convey 
far  more  power  in  much  smaller,  lighter 
conduits  and  do  so  much  more  precisely 
and  reliably  than  any  mechanical  drive- 
train.  Electricity  moves  at  close  to  the 
speed  of  light;  all  thermal  and  mechani- 
cal systems  move  at  the  speed  of  sound, 
or  slower.  And  at  high  voltages,  electric 
wires  can  deliver  the  same  power  through 
far  less  metal  than  a  driveshaft. 

All  this  means  wide-open  opportuni- 
ties for  companies  that  make  the  compo- 
nents of  the  silicon  car.  "Even  when  we 
get  to  only  5%  or  10%  of  vehicles  as  hy- 
brids— a  niche  for  the  auto  industry — 
it's  still  a  huge  deal  for  the  power  semi- 
conductor business,"  observes  Stephen 
Ahrens,  Fairchild's  director  of  discrete 
automotive-power  products.  And  the  sil- 
icon gets  there  before  the  hybrid  drives 
in  any  event.  Fairchild  Semi  is  the  leading 
supplier  of  high-power  insulated-gate 
bipolar  transistors  (iGBTs)  for  automo- 
tive ignitions.  The  company  also  sells 
metal  oxide  transistors  (Mosfets)  for  fuel 
injection,  power  steering,  high-intensity 
discharge  headlamps  and  the  new  inte- 
grated starter-alternators. 


By  2015,  when  every  vehicle  will  be  built  around  a  hybrid  drive,  these  component 
providers— making  power  silicon  and  transistors— should  be  cashing  in. 
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A  transistor  called  Mosfet  is  a  key  component  of  the 
hybrid  future.  The  Fairchild  Mosfet,  shown  here,  handles 
peripherals  ranging  from  fuel  injectors  to  windshield  wipers. 


Three  Mosfets  and  two  analog  con- 
trol chips  are  the  heart  of  Fairchild's 
Smart  Power  Switch  package,  which 
powers  heaters  and  transmissions.  ON 
Semi  makes  a  high-power  400-volt  tran- 
sistor to  fire  spark  plugs.  Ixys'  IGBTs  and 
Mosfets  are  in  prototype  hybrid  designs 
with  both  Chinese  and  Korean 
automakers.  International  Rectifier's  H- 
Bridge  Controller  combines  logic  and 
four  Mosfets  in  a  single  package  to  run 
pumps,  throttles  and  compressors,  and 
its  Mosfet-based  regulator,  which  con- 
verts AC  power  to  DC,  is  used  in  both 
GM's  Silverado  hybrid  and  the  Daimler- 
Chrysler  megaluxury  Maybach. 

High-power  semiconductors  and  elec- 
tric modules  built  around  them  are  rapidly 
cannibalizing  the  mechanical  innards  of 
yesterday's  cars.  Pumps,  fans,  steering, 
brakes  and  other  peripherals  are  going  elec- 
tric first;  the  entire  drivetrain  will  soon  fol- 
low. Toyota,  which  designs  and  fabricates 
its  own  IGBTs  for  its  hybrid  drives,  esti- 
mates that  electrical  systems  account  for 
about  1 5%  of  the  base  cost  of  conventional 
cars  and  47%  of  the  cost  of  its  hybrids. 

Japan  took  the  plunge  first,  but  the 
race  has  just  begun.  GM's  Silverado  pick- 
up and  Ford's  Escape  SUV  are  already  in 
showrooms;  Toyota's  Highlander  SUV  is 
coming  in  June,  and  GM's  Tahoe  hits 
showrooms  in  2007.  Dodge  is  reportedly 
planning  to  release  its  hybrid  Durango 
in  2008.  Full-size  hybrid  cars  are  avail- 
able from  Honda  (Accord)  and  are  said 
to  be  coming  from  Mercedes  and 


Porsche.  At  least  a  dozen 
different  hybrids  will  be  in 
showrooms  in  2006.  GM  is 
targeting  buses  and  full- 
size  trucks,  too — "where 
our  [hybrid]  technology 
can  have  the  greatest 
impact,"  Tom  G.  Stephens, 
a  Group  vice  president  in 
the  GM  power-train  unit, 
told  Automobile  Engineer- 
ing International. 

Hybrids  have,  in  fact, 
already  taken  over  com- 
pletely under  the  hoods  of 
vehicles  too  big  to  fit  in 
your  garage.  GE's  6,000hp 
locomotive  is  powered  by 
an  enormous  diesel- fueled,  engine-driven 
generator;  everything  beyond  is  electric. 
Ixys  supplies  high-power  silicon  transis- 
tor modules  for  the  locomotives  built  by 
Siemens/ABB.  Komatsu's  930E  300-ton 
mining  truck  is  electric-propelled,  feed- 
ing off  a  2-megawatt  generator  powered 
by  a  diesel  engine.  The  surface  ships  now 
on  the  Navy's  drawing  boards  are  all-elec- 
tric, from  the  propellers  to  the  guns. 

Hybrid  economics  make  a  lot  of 
sense,  after  all.  In  cars  the  combustion 
engine  gets  cheaper  because  you  can 
make  do  with  a  lot  less  engine;  the  bat- 
teries can  provide  the  extra  kick  needed 
for  acceleration.  In  cars,  as  in  trucks  and 
ships,  steady  operation  also  lets  the 
engine  run  much  more  efficiently,  and  it 
can  be  designed  to  run  on  lower-grade 
fuel.  What  the  hybrid  does,  really,  is  to 
wrap  the  century-old  steel  of  the  inter- 
nal combustion  engine  in  a  cocoon  of 
semiconductors,  motors  and  batteries 
that  end  up  making  everything  smaller, 
faster,  cleaner  and  more  efficient. 

The  internal  combustion  engine  will 
endure,  but  the  mechanical  drivetrain  is 
history.  To  invest  in  the  future  of  trans- 
portation, invest  in  suppliers  of  power  sil- 
icon, power  supplies,  sensors  and 
advanced  electric  motors.  F 

Huber  and  Mills  are  coauthors  of 
The  Bottomless  Well  (Basic  Books,  2005) 
and,  respectively,  senior  fellow  at  the 
Manhattan  Institute  for  Legal  Policy  and 
cofounder  of  Digital  Power  Capital. 
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WHEN  YOU  CAN  SEEWHAT  ISTHERE,  AND  CREATEWHAT  IS  NOT  THERE, 
THEY  SAY  YOU  CAN  SEE  THE  FUTURE. 


Vision  is  essential  to  the  business  of  your  future,  whether  you're  a  company,  government  or 
institution.  That's  why  we've  created  a  global  network  of  professionals  with  the  imagination 
and  resources  you  need.  Because  we  succeed  only  when  our  clients  do  —  helping  them 
take  off  in  new  directions  We  see  the  future  of  business  everywhere  we  look. 
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STOCK  FOCUS 


Borrowing  Trouble 

Some  banks  look  pretty  good  but  could  be 
underreserving  for  possible  bad  loans.  That  helps 
their  stock— for  now  |  By  Kurt  Badenhausen 


T  A  RECENT  $48  A  SHARE,  BANK- 
ing  behemoth  Citigroup  looks 


wg  n  fairly  valued  compared  with  its 
Jp$»f  -   peers.  Citi  trades  al  14  times 

mt  trailing  earnings,  a  multiple  not 
far  from  the  average  for  big  banks.  In  an- 
other measure,  the  ratio  of  price  to  tangi- 
ble book  value  (shareholders'  equity 
minus  intangibles  like  goodwill),  Citi  is 
close  to  typical  at  3.6. 

Great — but  these  metrics  reflect  Citi's 
financials  on  a  sunny  day. 

What  if  you  examined  Citi  through  a 
darker  lens,  taking  into  account  what  it 
would  need  to  weather  a  storm  of  loans 
gone  bad?  Turns  out  that  the  reserves  Citi 
stockpiles  to  cover  loan  losses  is  thin 
compared  with  reserves  at  other  banks. 
Adjust  the  reserve  to  a  more  typical 
level — and  thereby  move  the  tangible 
book  down  by  a  like  amount — and  Citi 
doesn't  look  so  cheap.  Citi  disagrees:  It 
says  it  has  reduced  reserves  in  recent 


quarters  because  credit  quality  has 
been  improving. 

To  see  which  banks  were  over- 
or  undervalued,  we  turned  to  SNL 
Financial,  a  Charlottesville,  Va.  research 
firm  focusing  on  the  finance  industry.  SNL 
factors  in  the  adequacy  of  reserves  for  banks 
with  market  values  over  $2  billion,  and  the 
results  for  some  aren't  pretty  (see  table). 

SNL  looks  at  average  charge- offs  over 
the  past  12  quarters  for  a  bank  and  com- 
pares that  number  with  its  reserve  for 
loan  losses.  Citi  has  a  reserve  balance  of 
$11.3  billion,  but  charge-offs  for  bad 
loans  averaged  $2.6  billion  a  quarter,  or 
$10.5  billion  on  an  annual  basis.  So  Citi 
has  a  reserve  loss  coverage  of  1.1  years, 
just  over  one-third  the  coverage  of  the 
typical  bank.  Viewed  in  that  harsh  light, 
Citi  should  have  close  to  triple  what  it 
does,  or  $33.3  billion  in  reserves.  If  Citi 
raised  its  reserves  to  that  figure,  its  tangi- 
ble book  value  would  go  down  from 


Cheap  Bank,  Expensive  Bank 


When  you  factor  in  what  loan-loss  reserves  should  be,  some  big  banks  end  up  with  a 
higher  price/tangible  book  ratio  (a  key  metric  for  bank  stocks)  than  they  show 
publicly.  So  they  are  overpriced.  Others  reserve  more  prudently  and  are  undervalued. 
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BANK  OF  AMERICA 
CITIGROUP 

COMPASS  BANCSHARES 
PNC  FINANCIAL  SERVICES 
WELLS  FARGO 


Prices  as  of  Mar.  15.  Book  valu  ~  adjusted  for  reserve  loss  coverage.  Source:  SNL  Financial. 


$69.7  billion  ($13.42  per  share)  to  $46 
billion,  or  $8.99  a  share.  The  result:  C 
shares  are  selling  at  a  somewhat  steep  5 
times  this  adjusted  book  value. 

Regulators  focus  more  often  on  tl 
ratio  of  reserves  to  total  loans  (most  ban 
hover  below  2%),  yet  this  does  not  ta 
into  account  the  risks  that  companies  a 
shouldering,  says  John  W.  McCune,  dire 
tor  of  research  for  SNL's  Financial  Instit 
tions  Group.  You  need  to  look  at  loss  h 
tory,  argues  McCune.  Citi,  for  instance, 
a  big  credit  card  issuer.  Consumers'  ca 
balances  these  days  are  high,  and  anoth 
economic  downturn  would  presumal 
spell  another  round  of  loan  charge-of 
Bank  of  America  and  Wells  Fargo  are  al 
big  card  issuers,  with  reserve  loss  cove 
ages  of  35%  and  48%,  respectively,  bek 
the  average  level  for  large  banks. 

Why  don't  Citi  and  other  card  issui 
hike  their  reserve  accounts?  Because  th 
would  have  to  take  a  corresponding  hit 
earnings,  and  also,  with  shareholde 
equity  depressed,  would  find  their  abil 
to  lend  somewhat  constrained.  Regulate 
demand  a  certain  cushion  of  net  wor 
before  a  loan  book  can  be  expanded. 

BOK  Financial  finds  itself  on  the  oth 
side  of  the  coin.  This  bank  has  the  larg 
market  share  in  Oklahoma,  with  13% 
the  state's  total  deposits,  and  also  dc 
business  in  Texas,  New  Mexico  and  G 
orado.  BOK  has  a  reserve  loss  coverage 
3.8  years,  which  should  shield  earnings 
a  crop  of  bad  loans  shoots  up.  The  sto 
trades  at  2.2  times  its  adjusted  tangit 
book  value,  32%  below  the  median  rai 
for  banks.  Profits  haven't  suffered.  BOl 
earnings  per  share  have  risen  at  a  steai 
14%  annual  pace  the  past  five  years. 
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How  do  you  share  secrets 
and  how  do  you  keep  them? 

Samsung  Electronics  had  joined  in  ventures  with  their 
subsidiaries  and  other  partners.  But  Samsung's  network 
seriously  limited  communication.  And  if  they  opened  it  up, 
they  risked  severe  breaches  of  security.  So  HP,  using  their 
Adaptive  Network  Architecture,  redesigned  Samsung's 
network  to  share  applications  among  partners,  yet  tighten 
security.  Now  adding  partners  is  simpler.  Operating  costs 
are  down.  And  Samsung  can  freely  share  secrets 
without  worry,  www.hp.com/adapt 

Solutions  for  the  adaptive  enterprise. 
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EMPLOYEES  a 
TO  SAVE 


Written  by  Desmond  MacRa 
Produced  by  Bob  Grossma 


No  matter  which  side  of  the  current  debate  about  priva- 
tizing Social  Security  you  come  down  on,  U.S.  workers 
face  a  harsh  reality:  defined  benefit  pensions  for  life  after 
retirement  are  fast  becoming  a  20th-century  anachronism,  and 
Americans  must  now  rely  on  themselves  for  retirement  benefits. 

"We're  at  a  critical  juncture  in  the  country,"  states  Dayton 
Molendorp,  president  and  chief  executive  officer  of 
OneAmerica  Financial  Partners,  an  Indianapolis-based  com- 
pany that  traces  its  solid  foundation  back  more  than  1 25  years 
in  the  insurance  and  financial  services  industries.  "Because  we 
think  it's  wise  to  move  to  a  structure  that  allows  citizens  to  par- 
ticipate in  investment  of  their  own  retirement  dollars,  401  (k) 
plans  are  of  critical  importance." 

Named  for  the  1 978  section  of  the  Internal  Revenue  Code  that 
created  them,  401  (k)  plans  are  salary-reduction  savings  plans  in 
which  investment  returns  are  tax-deferred.  As  of  2003,  these 
plans  had  grown  to  an  estimated  $1 .86  trillion,  representing 
about  16%  of  the  $12.1  trillion  in  U.S.  retirement  assets.  The 
increase  in  401  (k)  plans  has  averaged  13%  each  year  since 
1 990,  resulting  in  an  estimated  $2.17  trillion  as  of  February  2005. 

At  year-end  2003,  the  U.S.  Labor  Department  reported  that 
45%  of  401  (k)  dollars  were  in  stock  funds,  16%  in  company 
stocks,  9%  in  balanced  funds,  13%  in  GICs  (guaranteed  invest- 
ment contracts)  and  other  stable  value  funds,  10%  in  bonds 
and  5%  in  money  funds. 

"While  the  majority  of  companies  we  have  surveyed  are  not 
changing  their  defined  benefit  plans,  there  remains  a  steady 
shift  toward  defined  contribution  plans  as  the  key  retirement 
vehicle  for  employees,"  says  Lori  Lucas,  director  of  participant 
research  for  Lincolnshire-based  Hewitt  Associates.  This  global 
human  resources  services  firm  oversees  401  (k)  plans  for  5.4 
million  participants  with  assets  of  $257  billion.  This  trend 
means  that  employees  must  take  increasing  responsibility  for 
their  own  retirement. 

Losing  Faith  —  Gaining  Self-Reliance 

U.S.  employees  are  also  losing  faith  in  Social  Security.  "Only 
about  one  in  ten  investors  said  that  Social  Security  will  provide  the 


largest  portion  of  retirement  income,"  says  Gina  Sanchez,  a  p 
folio  manager  for  American  Century  Investments,  a  47-year 
asset  management  firm  headquartered  in  Kansas  City,  MO 

In  contrast,  about  one-third  of  these  investors  named  1 
employer  retirement  plan  as  the  largest  source  of  retirement  incc 
and  another  third  cited  their  own  savings,  Sanchez  reports 

A  recent  Hewitt  study  of  its  larger  corporate  clients'  p 
shows  that  people  relying  on  Social  Security  and  defl 
contribution  plans  alone  are  projected  to  replace  just  57%  of  1 
preretirement  income  in  retirement,  as  opposed  to  those 
also  have  defined  benefit  plans.  Such  individuals  are  projecte 
replace  nearly  100%  of  their  income.  Why?  "People  are  not 
ing  enough  to  compensate  for  no  longer  being  in  defined  be 
plans,"  Lucas  notes.  (See  "Total  Retirement  Income  at  L< 
Companies:  The  Real  Deal"  at  www.hewitt.com). 

Hewitt  has  also  found  that  the  number  one  priority 
plan  sponsors  in  2005  is  getting  their  401  (k)  plans  to  be 
ued  and  appreciated  by  employees,  according  to  its  rec 
"Hot  Topics  in  Retirement"  survey.  People  pay  atten 
to  the  things  they  value.  Getting  them  to  value  their  4C 
plans  should  encourage  them  to  save  more,  especially  w 
employers  match  portions  of  their  employees'  401  (k)  | 
contributions. 

OneAmerica  has  1 ,800  employees,  all  of  whom  are  in 
financial  services  business.  "We  match  50%  of  their  4C 
contributions,"  Molendorp  says.  "But  we  find  that  an  ur 
pected  percentage  doesn't  contribute  the  maximum." 
includes  some  fairly  highly  compensated  employees. 

"Savings  and  investment  incentives  are  vital,  but  they're 
one  part  of  the  equation,"  American  Century's  Sanchez  arg 
"Given  that  many  people  don't  avail  themselves  of  cur 
incentives  to  save,  we  have  to  ask  ourselves:  Why?" 

Why  Employees  Don't  Save 

According  to  a  brand-new  Hewitt  survey  of  401  (k)-eligible  w 
ers,  "Your  Future  Financial  Security:  2005,"  there  are  several 
sons:  affordability,  ignorance,  confusion,  a  lack  of  confidenc 
personal  investment  decisions  and  the  stock  markets,  and  tne 


IEWITT  CAN  DO  THIS  FOR  YOUR  HR  ADMINISTRATION  costs. 


HR  Outsourcing    Retirement &Fuiunciul  Munugement    Heulth  Cure    Tulenl  SOrgunizutionol  Chunge 
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THE  NUMBER  ONE  PRIORITY 
FOR  PLAN  SPONSORS  IN  2005 
IS  GETTING  EMPLOYEES  TO 
APPRECIATE  THEIR  401  (k)  PLANS. 


"In  many  cases,  401  (k)  plan  participants  simply  don't  fully 
understand  that  a  match  is  free  money,"  American  Century's 
Sanchez  says.  "Some  employees  look  at  the  contribution 
amounts  required  to  earn  the  match  as  something  that  is 
reducing  the  take-home  pay  needed  to  finance  the  lifestyle  to 
which  they've  become  accustomed.  However,  starting  at  the 
maximum  contribution  level  actually  forces  some  participants 
to  get  their  financial  house  in  order  and  establish  priorities. 
Small  sacrifices  can  yield  big  returns  over  time." 

American  Century  research  suggests  that  yet  another  factor 
potentially  hindering  savings  is  a  general  lack  of  confidence  in 
how  to  invest  it.  "While  most  Americans  understand  the  neces- 
sity to  take  'ownership'  of  their  financial  future,  few  feel  knowl- 
edgeable enough  to  do  so,"  Sanchez  explains. 

Part  of  this  widespread  lack  of  confidence  comes  from  an 
expanding  range  of  investment  choices.  Companies  that  spon- 
sor 401  (k)  plans  tend  to  feel  that  the  more  funds  they  add,  the 
more  value  they  are  offering.  Unfortunately,  this  doesn't  help 
increase  participation,  and  may  actually  hinder  it. 

Inertia  can  also  result  from  too  many  choices.  "We  offer  160- 
odd  investment  choices  in  our  401  (k)  plans,  but  the  confused 
mind  doesn't  act,"  OneAmerica's  Molendorp  states.  However, 
reinforcing  all  of  the  reasons  for  low  savings  is  a  widespread 
feeling  that  there  is  always  tomorrow. 

Because  people  are  often  very  emotional  about  money,  the 
simplest  way  to  raise  contribution  rates  is  enrolling  employees 
in  401  (k)  plans  automatically  when  they  are  hired.  In  fact,  stud- 
ies going  back  to  2000  show  that  automatic  enrollment  raises 
401  (k)  participation  from  a  minority  of  a  company's  total  work- 
force to  a  very  large  majority,  especially  among  lower-paid 
employees  whose  participation  rates  are  lowest  of  all. 

If  employers  are  uncomfortable  with  automatic  enrollment, 
an  active-decision  method  may  be  a  good  alternative.  "It  too 
can  lead  to  higher  contribution  rates  and  more  appropriate 
investment  strategies  among  employees,"  Molendorp  notes. 

According  to  Hewitt's  recent  "Hot  Topics  in  Retirement 
Survey,"  nearly  half  of  plan  sponsors  are  seeking  to  automate 
their  401  (k)  plan  in  some  way  in  2005,  whether  by  automatic 
enrollment,  contribution  escalation,  automatic  rebalancing  or 
managed  accounts.  "Automatic  401  (k)  plans  are  picking  up 
momentum  this  month,"  says  Lucas. 

At  Hewitt,  an  alternative  to  automatic  enrollment  for  plan 
sponsors  who  are  not  ready  to  go  that  route  is  the  company's 
"Quick  Enrollment™"  program,  in  which  longtime  nonpartici- 
pating  employees  are  sent  postcards  with  a  "YES"  or  "NO" 
option.  When  they  return  the  card,  if  they  have  checked  "YES" 
they  are  enrolled  at  a  predetermined  contribution  rate  and 
fund.  Hewitt  finds  this  is  an  easy  way  to  encourage  those  who 


have  procrastinated  for  years  to  enroll  in  the  plan.  "We  find  tr 
15%  to  20%  rate  responses  are  common,"  she  adds. 

When  employees  get  raises,  their  contributions  can  be  au' 
matically  increased  as  well.  "We  offer  automatic  escalatic 
what  we  call  a  Smart  Plan  feature,"  Molendorp  explains.  "T 
allows  employees  to  indicate  that  when  they  get  increases 
compensation,  it  automatically  increases  their  contributions 

One  of  the  roots  of  low  contribution  rates  is  employees'  la 
of  confidence  in  the  ability  to  manage  their  retirement  inve 
ments.  For  this  reason,  automation  is  also  being  used 
enhance  401  (k)  management. 

Simple  Options  Needed 

"The  demand  for  highly  diversified,  simple-to-use  investmi 
options  from  both  companies  and  401  (k)  participants  has  expk 
ed  during  the  past  several  years,"  American  Century's  Saner 
reports.  "We  see  that  demand  strengthening  exponentially  o 
the  coming  decades  as  investors  move  closer  to  retirement  s 
and  seek  more  help  and  guidance  in  managing  their  assets." 

No  one  knows  in  advance  how  the  market  will  act,  sc 
disciplined  approach  to  rebalancing  is  the  best  long-te 
strategy.  "That's  why  we  created  the  My  Retirement  Portfolit 
which  I  help  manage  at  American  Century,"  Sanchez  sa| 
explaining  that  these  are  asset  allocation  fund-of-funds  port 
lios  with  target  dates  matching  various  time  horizons.  Tr 
offer  a  one-stop  approach  combining  professional  investmi 
expertise,  instant  diversification  and  automatic  rebalance 
Participants  simply  select  the  fund  with  the  date  closest 
their  anticipated  retirement. 

"People  have  a  much  easier  time  figuring  out  that  tr 
will  retire  in  2040,  when  they're  65,  rather  than  decid 
whether  they  are  a  conservative  or  an  aggressive  investc 
Lucas  comments. 

Plan  participants  often  have  poorly  defined  risk  toleranc 
"They  don't  know  how  much  risk-taking  to  shoulder  until  al 
something  bad  happens,  like  the  downturn  at  the  beginning 
this  decade,"  Lucas  adds.  Many  participants  also  believe  tl 
they  are  well-diversified  if  they  have  three  different  stock  fund! 

Plan  sponsors  are  now  providing  their  participants  with  inc 
pendent,  online  advisory  services.  However,  the  goal  of  sonfi' 
how  adding  reliable  investment  advice  for  the  long-term  is 
easy  to  achieve. 

"Although  there  are  a  number  of  standard  features,  benefits  £ 
investment  options  common  among  the  best  401  (k)  plans, 
ideal  plan  should  contain  easy-to-use,  'no-hassle'  alternatives 
saving  and  investing  for  retirement,"  Sanchez  declares. 


: 


Education  Is  Key 

Hewitt  does  this  through  participant  education,  plan  design  a 
using  its  pool  of  consultants  to  help  company  clients  focus 
what  their  specific  employee  populations  don't  yet  understanc 

It  all  comes  back  to  education.  "It  is  not  easy  to  direc 
communicate  with  plan  participants  because  this  is  an  int 
mediary-driven  market."  OneAmerica's  Molendorp  explai 
"There  is  still  a  fair  bit  of  confusion  about  the  way  the  reti 
ment  system  works." 


Worry  more  about  your  golf  swing. 
Not  your  retirement  plan. 


Introducing  My  Retirement  Portfolios. 

A  single  investment  designed  to  maximize  your 
chance  of  reaching  all  your  retirement  goals. 


Pick  the  portfolio  that's  right  for  you,  and  let  us  do  the  rest. 


My  Retirement 
Portfolio 
Income 


My  Retirement 
Portfolio 
2075 


My  Retirement 
Portfolio 
2025 


My  Retirement 
Portfolio 
2035 


My  Retirement 
Portfolio 
2045 
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•  Stock  Funds 


Bond  Funds 


Money  Market 


i  probably  have  better  things  to  do  with  your  time  and  energy  than  work  on  your  retirement  plan.  American  Century's 
;  Retirement  Portfolios  offer  you  a  simple  way  to  diversify  your  portfolio  in  a  single  investment.  Our  goal  is  to  optimize 
ir  return  by  actively  managing  your  funds  to  adjust  over  time  as  you  approach  retirement.  You  choose  when  you  want 
etire,  and  we'll  work  to  help  you  reach  your  goals  within  that  time  period.  Contact  us  or  your  investment  professional. 
J  spend  your  time  on  lowering  your  score. 


all  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and  it  is  possible 
pse  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of  their  underlying 
|:rican  Century  funds,  and  will  assume  the  risks  associated  with  these  funds.  The  risks  will  vary  according  to  each 
folio's  asset  allocation,  and  the  risk  level  assigned  to  each  portfolio  is  intended  to  reflect  the  relative  short-term  price 
Ipy  among  the  funds. 

I  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest. 
Itact  us  or  your  investment  professional  for  a  prospectus,  which  contains  this  and  other  information  about  the 
I,  and  should  be  read  carefully  before  investing. 

|':an  Century  Investment  Services,  Inc.,  Distributor. 

|5  American  Century  Proprietary  Holdings,  Inc.  All  rights  reserved. 
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BECAUSE  PEOPLE  ARE 
OFTEN  VERY  EMOTIONAL 
ABOUT  MONEY,  THE  SIMPLEST 
WAY  TO  RAISE  CONTRIBUTION 
RATES  IS  ENROLLING  EMPLOYEES 
IN  401  (k)  PLANS  AUTOMATICALLY 
WHEN  THEY  ARE  HIRED. 


Molendorp  argues  that  the  key  is  better  financial  education  in 
the  U.S.  "Frankly,  many  of  our  high  school  and  even  college  kids 
who  graduate  have  very  little  understanding  of  the  financial  world," 
he  points  out.  "They  don't  understand  the  impact  of  debt  or  the 
basics  of  compound  interest,  which  illustrates  the  benefit  that 
comes  from  starting  early  to  have  a  longer  investment  horizon." 

American  Century's  Gina  Sanchez  agrees.  "The  shift  to  finan- 
cial empowerment  must  begin  with  quality  financial  education 
and  guidance." 

These  challenges  bring  new  opportunities  for  401  (k)  plan 
service  and  product  providers.  For  example,  solo  401  (k)  plans 
for  the  estimated  15.4  million  people  in  the  U.S.  now  said  to  be 
self-employed  have  been  introduced  recently.*  Molendorp  says 
the  current  legislation  makes  these  plans  very  attractive.  Using 
these  plans,  sole  proprietors  can  potentially  contribute  some 


40%  more  than  with  current  conventional  solo  retirement  pla 
The  success  of  401  (k)  plans  to  provide  an  adequate  reti 
ment  for  U.S.  employees  depends  on  achieving  four  key  go< 
1.  Getting  people  into  plans.  2.  Encouraging  them  to  c< 
tribute  to  the  maximum.  3.  Teaching  people  to  understs 
their  personal  risk  tolerances,  their  need  for  diversification  £ 
their  need  for  rebalancing.  4.  Above  all,  teaching  people 
value  and  appreciate  their  plans  so  that  they  will  particip 
actively  in  their  growth  and  management. 

Meeting  these  goals  will  create  faster  growth  of  retirem 
assets.  In  turn,  this  will  lead  employees  to  value  their  compani 
401  (k)  plans  more  highly.  "There  is  a  direct  correlation  betwe 
the  size  of  participants'  asset  balances  and  how  much  inter 
people  take  in  their  plans,"  Hewitt  Associate's  Lucas  reports. 

As  the  number  of  U.S.  retirees  grows  in  the  next  sevc 
decades,  adequate  401  (k)  plans  are  critically  important  to 
future  health  of  the  U.S.  economy.  Though  they  may  be  mc 
fied  somewhat  in  the  near  future,  the  basic  steps  for  provic 
sufficient  retirement  funding  are  already  in  place.  The  big  cH 
lenge  is  to  get  U.S.  employees  to  follow  them. 

'U.S.  Department  of  Labor.  This  figure  includes  both  incorporated  and  non-mco 
rated,  self-employed  individuals,  according  to  the  most  recent  2003  annual  repo 
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The  journey  of  a 
lifetime  begins 
with  well-roundea 
retirement  plannh 

Get  where  you  want  to  go  with 
retirement  planning  from 
OneAmerica's  partner  companies. 

We  take  a  progressive  approach  to 
serving  our  clients  in  a  constantly 
changing  financial  services  landscap 
Our  common  purpose  is  providing 
you  with  the  best  options  for  meetin 
your  retirement  goals. 

Visit  our  Web  site  to  learn  more. 

www.  oneamerica.  com 


OneAmerica  Financial  Partners,  Inc. 

Retirement  Plan  Products  and  Services  |  Life  Insurance  |  Long-Term  Care  Insurance 

Your  Future.  Our  Goal.  " 

All  products  and  services  issued  and  underwritten  by  OneAmerica*  partner  companies.  ©  2005  OneAmerica  Financial  Partners.  Inc.  All  rights  reserved. 
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Let  There  Be  Light 

fwo  Israeli  researchers  are  shining  a  lethal  glow  on  evasive  cancers  |  By  Susan  Karlin 


Blood 
vessel 


Tookad 
injected 


BETWEEN  APRIL  2004  AND  FEBRUARY  2005, 
28  men  with  prostate  cancer  showed  up  at 
three  Canadian  hospitals  for  one-time 
injections  of  an  experimental  drug  designed 
to  eradicate  their  deadly  tumors.  Radiation 
iad  already  failed  them. 

By  December  tumors  in  the  earliest-treated 
>atients  had  shrunk  by  as  much  as  84%.  But  the  real 
est  began  in  March,  when  doctors  started  studying 
issue  samples.  If  they  find  the  tumors  are  gone  or 
educed  to  a  manageable  level,  it  may  indicate  that 
he  drug  is  reliable  over  time,  and  researchers  could 
»e  on  their  way  to  a  radical  advancement  in  local- 
zed  prostate  cancer  treatment. 

The  drug,  trademarked  Tookad  (a  Hebrew 
rard  suggesting  "the  warmth  of  light"),  is  an  inno- 
ative  twist  within  the  established  cancer-drug 
lass  called  photodynamic  therapies.  These  drugs 
rork  their  way  through  the  bloodstream  but 
lecome  toxic  only  when  exposed  to  light.  When 
loctors  shine  a  laser  light  onto  either  the  skin  or 
n  internal  tumor  using  catheter-inserted  optical 
ibers,  the  drugs  kill  just  the  illuminated  tissue  and 
eave  unexposed  tissue  relatively  undamaged. 

Tookad  was  designed  to  eradicate  bulkier 
umors,  with  fewer  side  effects  than  those  caused 
>y  existing  photodynamic  drugs.  Once  illumi- 
lated  by  laser  light,  it  clogs  the  tiny  blood  vessels 
eeding  the  tumors,  starving  the  cancer  of  oxygen 
nd  nutrients.  If  it  proves  successful,  Tookad  will 
>e  a  welcome  addition  to  existing  prostate  treat- 
nents  such  as  surgery,  freezing  and  radiation, 
yhich  can  cause  impotence  and  incontinence  or 
:ill  healthy  cells.  So  far  Tookad  has  produced  none  of  these 
ide  effects. 

Photosensitizers  have  been  used  for  a  decade  against 
sophageal,  bladder,  lung  and  skin  cancers,  but  they  leave  the 
>ody  so  slowly  that  patients  must  avoid  outdoor  light  for  up  to 
ix  weeks  after  treatment  or  risk  skin  burns.  Tookad  degrades 
nore  easily  in  the  liver  and  exits  the  body  within  hours. 

"This  is  one  of  the  most  promising  treatments  for  recurrent 
•restate  cancer  after  radiation  I've  ever  seen,"  says  John  Tracht- 
nberg,  director  of  the  Prostate  Centre  at  Princess  Margaret 
iospital  in  Toronto  and  principal  investigator  for  Tookad's 


Tumor  eradicated 


The  cancer  drug  Tookad  is 
injected  into  the  body,  then 
an  optical  fiber  is  guided  to 
the  tumor  site.  Once  the 
fiber  is  lit,  Tookad  becomes 
toxic  and  clogs  the  vessels, 
destroying  the  tumor. 


worldwide  trials,  which  are  also  under  way  in 
Britain,  France  and  Israel.  Results  are  due  early 
next  year.  Successful  results  will  also  spotlight 
Steba  NV,  the  family-owned  Dutch  company  that 
has  licensed  Tookad  and  poured  tens  of  millions  of 
dollars  into  its  development  since  1996. 

Tookad  was  developed  over  several  years  by 
biologist  Yoram  Salomon  and  plant  photochemist 
Avigdor  Scherz  of  the  Weizmann  Institute  of  Sci- 
ence in  Israel.  Their  breakthrough  was  in  using  a 
bacteria-derived  photosensitive  agent  instead  of 
the  traditionally  used  heme,  the  red  pigment 
found  in  hemoglobin.  Heme  can  be  activated  by 
visible  light  at  a  wavelength  of  630  nanometers, 
which  can  penetrate  thin  tumors  but  nothing 
much  thicker.  Tookad  is  derived  from  bacterio- 
chlorophyll,  the  bacterial  equivalent  of  the  green 
plant  pigment  chlorophyll,  which  drives  photosyn- 
thesis. It  is  activated  by  near-infrared  light  at  a 
wavelength  of  763  nanometers,  long  enough  to 
penetrate  deeper,  up  to  2  centimeters,  into  the  tis- 
sue. Lighting  up  several  fibers,  doctors  can  treat 
even  larger  tumors. 

"People  tried  chlorophyll  before  but  failed  since 
they  used  the  native  green  pigment  from  plants," 
says  Salomon,  a  professor  with  the  institute's  bio- 
logical regulation  department.  "Avigdor  and  I  mod- 
ified bacteriochlorophyll  to  adapt  it  as  a  drug." 

Tookad  also  fits  into  a  burgeoning  class  of  vessel- 
targeting  cancer  drugs  that  includes  Genentech's  suc- 
cessful Avastin.  But,  while  Avastin  requires  patients  to 
remain  on  the  drug,  Tookad  can  be  administered 
once.  In  animal  tests  it  has  shown  the  ability  to 
work  against  tumors  that  have  become  chemotherapy  resistant; 
early  work  is  under  way  on  liver  and  lung  tumors. 

"The  goal  is  the  same:  to  block  blood  flow  to  the  tumor," 
says  Salomon.  "But  we  blow  up  the  bridges.  They  [Avastin  devel- 
opers] slowly  narrow  the  streets  until  no  one  can  go  through.  If 
you  stop  their  drug,  the  vessels  grow  back." 

Says  Solomon  Hamburg,  a  clinical  professor  of  medicine  at 
UCLA  Medical  Center:  "This  is  not  the  kind  of  technology  that  will 
revolutionize  outcomes.  But  it  may  change  options.  If  1  was  65  and 
had  prostate  cancer,  and  I  had  a  choice  between  this  drug  and 
surgery  or  radiation,  I'd  strongly  consider  using  this  drug  first."  F 
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GARY  M.  KORNMAN  was  in  business  to  educate  people  about  how  not  to  pay 
taxes.  For  some  of  his  ultrawealthy  clients  it  was  an  expensive  education. 


GARY  M.  KORNMAN,  A  DALLAS  LAWYER,  INSUR- 
ance  agent,  estate  planner  and  self-styled  tax 
"educator,"  called  two  top  sidekicks  on  a  Sun- 
day afternoon  in  October  2000.  He  asked  them 
to  fly  with  him  that  night  on  his  private 
letStar  II  to  a  meeting  in  the  Hamptons  with  a 
Connecticut  prospect  with  perhaps  a  billion  in 
capital  gains  to  shelter.  It  was  a  long-shot  sales  call,  but  it  paid 
off.  By  mid-2001  the  Connecticut  client  had  paid  Kornman's 
company,  Heritage  Organization  LLC,  $29  million  for  what 
could  be  the  largest  individual  tax  shelter  ever  sold.  He  had 
also  agreed  to  fork  over  another  $15  million  if  the  three-year 
period  during  which  the  Internal  Revenue  Service  could  chal- 
lenge the  shelter  passed  without  trouble.  It's  unlikely  he  paid 
that  $15  million;  the  IRS  considers  the  "Heritage  Strategy"  a 
variant  of  the  banned  "Son  of  Boss"  shelter  and  is  demanding 
back  taxes  and  penalties  from  users. 

Two  sources  identify  the  client  as  Lawrence  Flinn  Jr.,  now 
69,  an  investment  banker  turned  satellite  TV  entrepreneur  who 
ranked  1 50th  on  The  Forbes  400  in  2000,  with  an  estimated 
net  worth  of  $1.8  billion.  Flinn  declines  to  comment.  "I  like  to 
be  a  private  person,  and  I  don't  discuss  my  finances  with  any- 
body," he  says.  But  in  a  court  filing  a  Heritage  lawyer  refers  to 
the  client  as  "LF,"  and  Flinn,  his  wife  and  two  Flinn  partner- 
ships are  listed  as  creditors  of  Heritage,  which  filed  for  bank- 


ruptcy last  year  after  its  former  president,  W.  Ralph  Canada  Jr., 
won  a  $6.2  million  arbitration  award — based  largely  on  his 
claim  that  Kornman  welshed  on  a  promise  to  pay  him  1 5%  of 
the  Connecticut  client's  fees. 

Flinn,  who  now  calls  Hobe  Sound,  Fla.  home,  is  in  good 
company  on  the  creditors  list,  which  includes  billionaires  and 
centimillionaires  from  Hawaii  to  Rhode  Island.  Among  them: 
Silicon  Valley  real  estate/venture  capital  billionaire  Carl  E.  Berg; 
StarTek  founder  A.  Emmet  Stephenson  Jr.;  Malcolm  G.  Chace 
III,  a  former  rich-lister  and  a  member  of  Berkshire  Hathaway's 
board;  and  Bruce  and  Robert  Toll,  who  between  them  own 
$1.3  billion  of  Toll  Brothers  stock.  (Bruce  did  a  small  shelter; 
Robert  says  he  decided  against  it  at  the  last  minute.) 

Sheltering  is  a  big  business  in  this  tax-obsessed  country. 
Shelter  vendors  span  a  huge  range,  from  white-shoe  law  and 
accounting  firms  selling  very  complex  investments  that  might 
hold  up  in  court,  all  the  way  down  to  seedy  one-man  outfits 
promoting  secret  offshore  bank  accounts  that  are  clearly  ille- 
gal. The  IRS  is  currently  investigating  in  the  neighborhood  of 
1 ,000  shelter  promoters.  Son  of  Boss  was  used  by  thousands  of 
taxpayers  to  escape  $6  billion  plus  in  tax,  the  IRS  says. 

Senate  hearings,  IRS  enforcement  actions  and  client  lawsuits 
have  exposed  the  role  prominent  accounting  and  law  firms  such 
as  KPMG,  Ernst  &  Young,  PricewaterhouseCoopers,  BDO  Seid- 
man,  Jenkens  &  Gilchrist  and  Sidley  Austin  Brown  &  Wood 
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played  in  promoting  borderline  tax  shelters.  But  the  secretive  61- 
year-old  Kornman  has  remained  in  the  shadows.  His  contracts — 
crafted  to  head  off  all  suits — stated  Heritage  wasn't  offering  legal 
or  accounting  services  or  even  advice  clients  could  rely  on. 

Promoters  like  Kornman  thrived  before  the  large  firms  got 
involved  and  are  likely,  as  a  group,  to  oufiast  them,  feeding  off 
tax  code  complexity  and  clients'  willingness  to  suspend  skepti- 
cism to  save  tax.  Without  well-known  law  and  accounting  firm 
names  to  protect,  they  can  shut  down  one  tarnished  business 
and  move  on  to  the  next.  Often  more  is  questionable  about  their 
operations  than  just  their  tax  advice.  In  August  Kornman's 
home  was  raided  by  the  Federal  Bureau  of  Investigation,  sug- 
gesting a  criminal  investigation  is  under  way. 

Indeed,  Kornman  might  even  be  considered  typical  of  the 
smaller  operators  were  it  not  for  the  size  of  his  fees  and  the 
wealth  of  his  clientele.  According  to  Heritage's  bankruptcy  state- 
ments it  had  been  averaging  more  than  $30  million  in  fees  a  year 
and  was  "quite  profitable"  before  filing. 

What's  extraordinary  is  how  Kornman,  the  son  of  a  Flo- 
rence, Ala.  jewelry  store  owner,  got  through  so  many  gilded 
doors.  Over  more  than  two  decades  he  spent  $40  million  (or  so 
he  told  Ralph  Canada)  building  a  database  containing  informa- 
tion on  30,000  wealthy  targets.  At  Heritage  he  employed  120 


researchers,  "initiators"  (cold-callers),  salesmen,  numbe 
crunchers  and  support  personnel — all,  he  boasted,  with  IQs  c 
140-plus— and  all  to  snare  at  most  a  dozen  rich  clients  a  year. 

More  names  on  the  Heritage  creditor  list:  Sallie  Mae  Chic 
Executive  Albert  L.  Lord;  the  Lorberbaums,  who  control  $1. 
billion  of  stock  in  carpetmaker  Mohawk  Industries;  and  th 
Sands  family,  which  has  built  Constellation  Brands  into  th 
world's  biggest  wine  producer.  None  would  comment  on  the 
dealings  with  Heritage.  Some  others  on  the  list,  such  as  Jon  I 
Lovelace,  retired  head  of  Capital  Group,  which  manages  th 
huge  American  Funds  family,  say  they  paid  Heritage's  standar 
$22,500  fee  to  hear  details  of  Kornman's  ideas — in  Lovelace 
case,  for  estate  planning — but  didn't  become  full  clients. 

Robert  E.  Lorton,  chairman  of  his  family's  World  Publish 
ing,  which  owns  the  Tulsa  World,  says  Kornman's  "foot-in-thc 
door-man"  called  repeatedly  and  even  sent  him  a  Leatherma 
tool.  "I  said,  'Oh  heck,  you  sent  me  a  Leatherman.  I  guess  I  be 
ter  talk  to  you.'"  Kornman  flew  to  Tulsa  a  half  dozen  times  i 
2003  to  make  the  pitch  in  his  "smooth,  Southern  style,"  Lorto 
recalls.  The  publisher  paid  the  $22,500  to  hear  details  of  Korr 
man's  ideas,  which  supposedly  eliminated  all  estate  tax,  bi 
finally  turned  him  down.  "It  sounded  soooo  good,  but  it  was  to 
good  to  be  true,"  Lorton  says,  "and  it  was  too  damn  expensive 


WHAT  WORKS? 

You  don't  want  to  go  to  jail.  You  don't  want 
to  pay  penalties.  But  you  also  don't  want 
to  pay  more  tax  than  you  have  to— it's  not 
the  American  way.  And  your  sister-in-law, 
your  golf  buddy  or  your  business  partner 


is  touting  a  "your  CPA  probably  doesn't 
know  this,  but"  way  to  pay  less.  How  can 
you  tell  a  legal  tax  dodge  from  an  iffy  or 
bad  one? 

The  pat  answer— if  it  sounds  too  good 
to  be  true,  it  probably  is— isn't  bad  advice, 
but  isn't  always  enough.  Some  things  that 


sound  too  good  to  be  true  are  allowed  bt 
cause  Congress  uses  the  tax  code  as  a 
ersatz  spending  program;  for  example, 
you  invest  in  certain  rental  housing  for  lo 
income  folks,  you  can  claim  a  special  crec 
that  isn't  subject  to  the  limitations  impose 
on  losses  from  other  passive  activitie 


is  often  a  marker  of  a  questionable  shelter  and 
limits  your  ability  to  run  it  by  a  disinterested 
lawyer  or  accountant.  The  tax  code  may  seem 
incomprehensible  to  a  normal  person,  but  it's  a  public  docu 
ment;  most  legitimate  strategies  are  weil-known  to  tax  pros 


or  fees  that  represent  a 
percentage  of  taxes  saved.  Tax  lawyers  and  CPAs 
can  be  expensive,  but  they  charge  by  the  hour. 
Watch  out,  too,  for  promoters  who  guarantee  a 
fee  refund  if  you  don't  get  the  desired  tax  result— the  IRS 
considers  this  a  marker  of  a  suspect  shelter. 


If  you  rely  on  a 

legal  opinion  provided  by  a  firm  affiliated  with 
the  adviser  who  recommends  a  shelter,  you 
could  get  stuck  paying  penalties  as  well  as  back 
taxes  and  interest  if  it  doesn't  work.  Getting  a  pro's  bless- 
ing can  save  you  from  penalties— if  the  pro  is  independent. 


on't  sign  misleading  or  backdated  documents. 


mdertaken 

for  nontax  reasons.  The  taxpayer  is  asked  to  sign 
a  letter  claiming  he  made  moves  for  business  reasons, 
when  those  moves  were  really  orchestrated  by  a  promoter. 


There  are  some  great  tax-sawy  ways  to  give  to  charity,  such  as  contributing 

appreciated  stock.  But  steer  clear  of  any  scheme  that  suggests  charitable  contributions  can  be  used  for  your  own 
benefit  (say,  reimbursing  you  for  volunteer  work  you  perform  during  retirement)  or  that  involves  claiming  inflated 
%s*p^  deductions  for  noncash  contributions.  Promoters  have  moved  into  this  area,  and  the  IRS  and  Congress  are  now 
responding  with  crackdowns. 
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How  expensive?  Heritage's  standard  charge  was  25%  of  pro- 
ected  tax  savings  for  income  tax  shelters  and  up  to  6%  of  the 
irst  $200  million  of  assets  included  in  an  estate  plan,  with  the 
percentage  falling  to  0.5%  of  assets  exceeding  $2  billion. 

"I  thought  he  had  something  to  sell,"  says  former  Lowe's 
I!os.  Chief  Executive  Leonard  G.  Herring,  who  counts  himself  a 
;atisfied  Kornman  estate  planning  customer  but  won't  discuss 
vhat  he  paid.  He  left  Lowe's  board  in  1999  with  $150  million  in 
;tock  but  had  done  only  "nominal  estate  planning"  before  Her- 
tage  called.  As  a  retailer,  he  adds,  he  appreciated  Kornman's 
:ales  skills,  which  got  him  moving  on  a  plan.  Kornman's  estate 
planning  may  well  hold  up  better  than  his  income  tax  shelters, 
)ut  we  can't  say.  Estate  plan  weaknesses  can  stay  hidden  until  a 
:lient  dies.  And  we  don't  know  what  methods  Kornman  uses; 
lis  "crisis  consultant"  says  his  techniques  are  "proprietary." 

But  clients  have  other  reasons  to  worry.  The  Securities  & 
Exchange  Commission  alleges  in  a  civil  suit  filed  last  year  that 
Cornman  traded  on  inside  information  gleaned  while  courting 
wo  prospects.  One  was  California  billionaire  Alfred  E.  Mann, 
bunder  and  then  chief  executive  of  MiniMed;  the  other  was  Dal- 
as  hotel/casino  owner  Jack  E.  Pratt.  According  to  the  SEC,  Mann 
old  Kornman  confidentially  in  a  February  2001  meeting  that 
MiniMed  had  a  suitor  and  there  was  a  70%  chance  a  deal  would 


go  through.  Two  days  later  Kornman  bought  6,600  MiniMed 
shares  for  his  $20  million  hedge  fund  at  $38.  In  May  2001 
Medtronic  announced  it  would  acquire  MiniMed  at  $48. 

Kornman  wouldn't  talk  to  FORBES,  and  during  the  bank- 
ruptcy case  has  asserted  iiis  Fifth  Amendment  right  to  stay  mum 
to  avoid  self-incrimination.  Since  the  FBI  raid,  he  fears  making  a 
statement  prosecutors  might  seize  upon,  says  his  attorney,  Jeffrey 
Tillotson.  "He  watched  with  great  horror  the  Martha  Stewart 
fiasco,"  Tillotson  says.  In  court  papers  Kornman's  lawyers  main- 
tain there  was  nothing  improper  about  his  stock  trading,  assert- 
ing he  had  no  fiduciary  duty  to  clients  and  that  Mann  wasn't  yet 
a  client  anyway.  "Kornman  was  nothing  more  than  a  salesman 
plying  his  trade,  or  at  least  trying  to  do  so,"  they  say. 

There's  more:  According  to  the  SEC,  Heritage  "required  its 
employees  to  surreptitiously  record  telephone  conversations  and 
face-to-face  meetings  with  clients  and  prospective  clients."  For- 
mer employees  say  the  tapes  were  transcribed,  with  tidbits  added 
to  the  client  database.  In  a  letter  to  FORBES  Tillotson  says  "it  is 
my  understanding  that  Heritage's  policy  was  to  record  clients 
only  with  their  knowledge  and  consent,"  except  for  some 
recording  of  sales  calls  to  prospects  "for  quality  assurance"  with 
Heritage  making  "every  effort  to  follow  all  applicable  state  laws." 

Meanwhile  two  Heritage  clients,  Publix  Super  Markets 


Dther  improbable-sounding  ploys  work  be- 
:ause  the  courts  have  blessed  some  tax- 
>ayer-friendly  interpretation  of  a  compli- 
:ated  code.  Provided  you  do  it  right,  you 
:an  chop  your  family's  gift  and  estate  taxes 
jsing  family  limited  partnerships  and 
;rantor-retained  annuity  trusts. 


For  most  taxpayers  the  best  shelters 
are  still  the  mundane  ones:  homes,  retire- 
ment accounts  and  stocks.  Interest  on  up 
to  $1  million  in  mortgage  debt  is  deductible, 
and  the  first  $500,000  in  capital  gains  per 
couple  from  the  sale  of  a  primary  home  is 
tax  free.  For  2005  a  worker  can  divert  up  to 


$14,000  ($18,000  for  those  50  or  older) 
into  a  tax-deferred  401  (k).  The  gift-tax 
exclusion— $11,000  a  year  to  each  of  as 
many  different  relatives  and  friends  as  you 
want— still  works. 

Want  to  get  fancier?  Here  are  some 
pointers  to  keep  you  safe.  —J.N. 


\void  schemes  that  promise 
screcy  through  offshore  entities.  You  must 
report  foreign  accounts  worth  $10,000  or  more 
to  the  IRS;  failing  to  do  so  is  a  criminal  offense 
and  one  the  IRS,  thanks  to  new  information-sharing 
agreements  with  other  countries,  may  uncover. 


that  combine  differ- 
ent  legitimate  tax-favored  entities  to  produce 
m         outsized  results  Congress  didn't  intend.  Recent 
^te^  combo  schemes  the  IRS  has  branded  abusive 
couple  S  corporations  with  ESOPs  and  S  corps  with 
tax-exempt  entities,  such  as  public  pension  plans. 


Fraud-busting  sites,  such  as  quatloos.com,  enable  you  to  read  up  on  the  latest 
questionable  schemes.  At  irs.gov  you'll  find  a  rundown  on  "listed"  shelters— high-end  strategies  such 
as  Son  of  Boss  that  the  government  says  don't  work— plus  information  on  the  latest  lower-end  scams, 
from  "corporation  soles"  to  flaky  constitutional  arguments  on  why  the  income  tax  isn't  legal. 
Remember,  however,  that  scam  promoters  have  some  pretty  smart-looking  Web  pages,  too. 


It's  irrelevant,  even  when  true. 
The  IRS  has  traditionally  been  slow  to  catch  up  with 
schemes,  although  it's  speeding  up.  If  the  IRS  really 
approves  of  some  new  strategy,  in  most  cases  you  can  get  a 
"private  letter  ruling"  from  it  saying  so— for  a  fee. 

with  your  own  iRAs  or  retirement 
ccounts.  There  are  stiff  penalties  for  such 
"prohibited  transactions."  In  one  abusive  scheme 
business  owners  sold  their  receivables  for  less  than 
fair  value  to  a  shell  company  owned  by  their  Roth  IRAs— thu 
pumping  excess  money  into  the  tax-free  Roths 
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THE  TAX  PLANNER 


A  RICH  GALLERY  OF  HERITAGE  CLIENTS 

Gary  M.  Kornman  built  a  30,000-name  database  and  a  team  of  "initiators"  to  cold-call 
wealthy  prospects.  Then  he  flew  in  on  his  private  plane  to  make  the  sale.  Here  are 
some  of  the  folks  who  either  acknowledge  being,  or  appear  to  be,  clients.  —J.N. 


HOWARD  M:  JENKINS 
Publix  Super  Markets 
chairman  and  heir  once 
considered  Kornman  a 
"personal  confidante"; 
later  reported  him  to 
the  IRS.  He's  filed  a 
$66  million  claim 
against  Heritage  in  bankruptcy  court. 


Former  P&G  vice  president  built 
a  chain  of  19  radio  stations 
catering  to  African-Americans. 
Love  and  his  partners  sold  chain 
to  Radio  One  in  2001  for 
$190  million  in  cash  and  stock. 
He  gave  Heritage  a  $2.3  million 


note  for  a  capital  gains  shelter  and  paid  it  $1.1  million  of 
that— money  he  wants  back. 


A  founder  of  Denver-based  StarTek ,  an 
outsourcing  company  on  Forbes  200  Best  Small 
Companies  list.  Wife  and  family  trusts  have  sold 
some  $170  million  in  StarTek  stock.  Heritage  say 
the  family  owes  it  $13  million  in  fees,  apparently 
for  a  capital  gains  shelter.  Didn't  return  calls. 


Chairman  Howard  M.  Jenkins  and  Daniel  E.  Koshland  Jr.,  a  Levi 
Strauss  Co.  heir  on  The  Forbes  400  list  in  the  1990s,  say  Korn- 
man misled  them  in  business  deals.  Koshland,  an  85-year-old 
scientist  and  philanthropist,  became  an  estate  planning  client  of 
Kornman's  in  the  mid-1990s.  Impressed,  he  says  he  later  gave 
Kornman  money  to  help  him  take  a  company  public.  Instead, 
Koshland  says,  his  family  partnership  ended  up  owning  5%  of 
private  Heritage  Organization  LLC — which  he  didn't  want  to 
invest  in  and  couldn't  even  get  partnership  returns  from.  "I 
wrote  him  a  letter  saying  I'd  like  the  money  back,  but  I  never 
heard  from  him,"  adds  Koshland.  "He  was  charming  and  smart. 
I  liked  him  ...  I  really  trusted  him  completely."  (Court  docu- 
ments show  Koshland's  partnership  has  $15  million  invested  in 
Heritage.) 

Jenkins,  53,  owns  6.5  million  shares  (now  worth  $415  mil- 
lion) in  his  family's  supermarket  chain  and  has  passed  a  similar 
number  of  Publix  shares  on  to  heirs.  Kornman  became  his  "per- 
sonal confidante"  and  professional  adviser  after  helping  him 
with  estate  planning  in  1995,  he  says.  In  May  1999  he  paid  Korn- 
man $15  million  for  a  tax  shelter.  That  same  month,  after  a 
rushed  trip  from  Florida  to  Las  Vegas  in  Kornman's  private  jets 
(with  a  Dallas  stop  to  switch  planes  and  get  barbecue),  Jenkins 
lent  a  Kornman-affiliated  company  $42  million  to  buy  Vegas' 
Maxim  Hotel  &  Casino.  Jenkins  now  says  Kornman  misled  him 
about  the  deal;  Jenkins  is  part  of  a  protracted  three-way  court 
battle  over  the  Maxim's  quick  failure,  with  the  men  who  origi- 
nally brought  Kornman  into  the  deal  charging  he  misled  them, 
too,  to  take  control  of  the  casino  himself.  Kornman  denies  any 
wrongdoing  and  is  suing  Jenkins  for  failing  to  make  a  promised  | 
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$25  million  equity  investment  in  Maxim.  (Alexander  Chae, 
lawyer  in  Houston  who  represents  Jenkins,  says  Jenkins  backec 
out  as  soon  as  he  realized  Kornman  had  misrepresented  things. 

After  the  casino  deal  soured,  Jenkins  figured  he'd  better  ge 
an  independent  opinion  on  the  tax  shelter.  The  result:  He  neve: 
claimed  it  on  his  tax  return,  he  had  his  lawyer  report  Kornman  tc 
the  IRS  and  he  sued  Heritage  and  Kornman  for  fraud  and  racke 
teering.  Kornman's  lawyers  respond  there  was  no  fraud  becausi 
the  contract  Jenkins  signed  stated  the  tax  results  were  "uncertain.' 

As  for  Canada,  Kornman  has  cross-sued  him  in  Jenkins'  shel 
ter  case  and  asserts  in  bankruptcy  court  filings  that  he  is  misus 
ing  what  he  learned  at  Heritage  in  his  current  career  as  a  partne 
at  Deary  Montgomery  DeFeo  &  Canada  in  Dallas.  His  specialt; 
there:  representing  buyers  of  failed  tax  shelters  in  their  suit 
against  the  accounting  and  law  firms  and  banks  that  promotec 
the  shelters.  Canada's  lawyers,  citing  confidentiality  restrictions  ii 
his  employment  contract  with  Heritage,  say  he  can't  comment. 

Say  this  for  Kornman:  He  chugged  his  own  tax  Kool-Aid—  : 
by  the  gallon.  For  1999  Kornman  family  entities  reporter 
$  1 03  million  of  losses  generated,  the  IRS  alleges,  by  the  same  Soi  - 
of  Boss  method  he  promoted.  In  2000,  11  Kornman  famil 
companies  reported  losses  in  excess  of  $50  million  each.  Korn 
man  contends  in  court  filings  that  all  these  losses  were  prope 
and  not  Son  of  Boss  shelters.  (In  Son  of  Boss,  cash  or  a  securit 
and  an  offsetting  liability  are  contributed  to  a  partnership,  but—  v 
using  a  hypertechnical  interpretation  of  the  word  "liabilities" — 
the  liability  isn't  counted  and  the  contributor  gets  an  inflated  ta: 
basis.  When  he  sells  his  partnership  interest,  he  books  a  big  loss 
In  Kornman's  case  a  short  position  in  Treasury  notes  was  used. 




former  Forbes  400 
lember,  he  founded 
awaii's  Schuler  Homes 
rid  sold  it  to  D.R.  Horton  in 
002  for  $900  million  in 
ash  and  stock;  Schuler 
imself  received  more  than 
200  million.  Says  he  paid 
eritage  "under  $10 
lillion"  for  a  capital  gains 
letter  and  is  negotiating  a 
mlement  with  the  IRS. 


Civil  engineer,  now  67, 
founded  Environmental 
Resources  Management 
Group  in  Philadelphia  in 
1977  and  built  it  into  interna- 
tional environmental  con- 
sulting firm.  Sold  his  stake  in 
2001.  Paid  $2.6  million  to 
Heritage  for  capital  gains 
shelter;  settling  with  IRS  for 
$10  million  in  taxes,  interest 
and  penalties.  Plans  to  sue. 


RICHARD  Hi  PENSKE 
Eastern  Pennsylvania 
entrepreneur  built  Piercing 
Pagoda  chain  of  kiosk 
jewelry  stores  and  sold  it  to 
ZaleCorp.  in  2000  for 
$200  million  in  cash,  with 
his  family  collecting  $75 
million  of  that.  Put  in  claim 
against  Heritage  for  at  least 
$2.8  million,  listing  tax 
penalties  among  his  dam- 
ages. Declined  to  comment. 


U.D  SANDWITl 


in  May  2003  at  66,  Mikron  Indus- 
to  pay  Heritage  4.2%  of  the  appraised 
ilue  of  his  estate  for  its  services.  Sandwith's  family  says  an 
stimated  payment  they  made  to  Heritage  was  too  high, 
fter  the  family  asked  for  a  refund,  a  Kornman-related  com- 
any  sued  Mikron  to  collect  on  a  $5.4  million  note  it  had 
ven  to  Heritage.  The  Sandwiths  insist  the  note  was  only 
gned  as  a  "stand-by"  in  case  their  first  estimated  payment 
imed  out  to  be  too  low,  instead  of  too  high.  In  December 
uanex  Corp.  acquired  Mikron,  a  maker  of  window  and  door 
arts,  from  the  Sandwiths  for  $205  million  in  cash. 


Sold  family's  main  asset,  the 
daily  Jonesboro,  Ark.  Sun, 
for  $40  million  in  2000. 
Troutt,  75,  his  sons  and 
family  businesses  claim 
Heritage's  capital  gains 
shelter  has  cost  them 
$18  million  in  damages. 
They're  suing  Kornman, 
Heritage  and  a  law  firm  that 
worked  with  Heritage. 


o  did  Kornman  really  have  $650  million  in  income  to  shelter? 
Jo  way.  But  capital  losses  can  be  carried  forward  forever. 

In  some  ways  Kornman  was  a  natural  in  the  world  of  high- 
nd  estate  and  tax  planning,  where  secrecy,  the  creation  of  layers 
f  corporate  entities  and  legal  manipulation  are  routine.  For 
ecades  he  himself  has  operated  through  dozens  of  companies, 
olding  as  few  assets  as  possible  in  his  main  business.  Heritage 
tased  its  computers  and  conference  tables  (and,  Kornman 
isists,  its  precious  customer  database)  from  other  Kornman 
imily  entities,  presumably  leaving  less  for  creditors. 

Before  he  married  his  second  wife,  Elizabeth,  in  1992,  Korn- 
lan  required  her  to  sign  a  prenuptial  agreement  waiving  any 
laim  to  his  assets,  even  if  she  helped  his  business  grow,  and  en- 
itiing  her  to  only  $10,000  for  each  year  of  their  marriage.  He 
ad  the  signing  videotaped,  including  the  part  where  her  lawyer 
dvised  her  not  to  sign.  Since  she  was  a  Heritage  employee,  he  also 
ad  her  sign  a  cohabitation  agreement — retroactive  to  the  day 
ley  moved  in  together— waiving  any  sexual  harassment  claims, 
kornman  instructed  her  never  to  accept  a  delivery  at  their  home, 
:st  it  be  a  process  server,  she  says, 
heir  marriage  was  annulled  after 
even  months. 

The  ex-Mrs.  Kornman,  as  well 
s  ex-employees,  describe  Korn- 
lan  as  a  master  manipulator  fas- 


Kornman,  his  ex  recalls,  was  always  wor- 
ried that  someone  might,  through  litigation 
or  even  violence,  "come  get  his  treasure."  He 
owned  a  gun  cache  and  insisted  she  carry  a 
gun  when  jogging  in  their  upscale  suburban 
Dallas  neighborhood.  After  Sept.  1 1  Korn- 
man put  $4  million  of  cash  in  a  bank  safe- 
deposit  box  and  removed  it  only  shortly 
before  Heritage  filed  for  bankruptcy,  accord- 
ing to  testimony  by  his  son  Michael. 

Heritage  employees  were  required  to  sign  a 
52-page  contract  that  blocked  them  from  hold- 
ing other  jobs  in  insurance  or  tax  planning  any- 
where in  the  U.S.  for  three  years  after  leaving 
Heritage.  Employee  claims  had  to  be  arbitrated 
by  an  impossible-to-assemble  panel  of  three 
chief  executives,  each  paid  at  least  $300,000  a 
year  and  each  owning  at  least  50%  of  a  Texas 
corporation  with  revenues  of  at  least  $30  mil- 
lion. (In  Canada's  case,  a  court  appointed  three 
former  judges  instead.)  Kornman  continues  to 
enforce  the  contract.  In  December  Financial 
Marketing  Services — which  he  says  owns  his 
database — sued  a  former  Heritage  employee  for 
misusing  its  trade  secrets. 
Heritage's  standard  contract  for  clients  was  similarly  one- 
sided, stating  that  they  couldn't  tell  anyone  about  its  ideas  and 
that  if  tiiey  used  the  ploys,  they  owed  Heritage's  hefty  fees,  even  if 
the  strategies  turned  out  to  be  widely  known.  The  contract  Her- 
itage presented  to  Alfred  Mann  required  arbitration  of  disputes  by 
a  panel  of  three  executive  officers  of  investment  banks  with  rev- 
enues of  more  than  $500  million  a  year. 

Kornman  himself  quit  Heritage  shortly  before  it  filed  for 
bankruptcy,  leaving  his  son  Michael  in  charge,  and  formed  a  new 
estate  planning  company.  Kornman  had  never  signed  an  em- 
ployment contract  with  Heritage  but  hired  some  ex-employees 
who  had.  Citing  such  apparent  conflicts,  lawyers  for  Canada, 
Jenkins  and  other  ex-clients  successfully  argued  for  a  trustee  to 
take  charge  at  Heritage.  In  January  that  trustee  sued  to  reverse 
Heritage's  transfer  to  a  separate  company  (run  by  Michael)  of  a 
$5.4  million  note  from  a  client's  company.  The  transfer,  the 
trustee  charged,  was  done  "with  actual  intent  to  hinder,  delay  or 
defraud"  Heritage's  creditors.  (The  Kornmans  deny  it.) 

Clearly,  Kornman  has  made  ample  use  of  his  legal  training. 


larming  and  smart.  1  liked  hii 

!  really  trusted  him  completely." 

inated  by  his  college  major  of  psychology.  He  required  employ- 
es to  take  personality  tests  and  asked  potential  clients  to  do  so, 
do.  "He's  very  disarming.  His  great  gift  is  finding  your  button," 
is  ex-wife  says. 


But  he  never  had  a  conventional  law  practice.  Robert  L.  Potts, 
chancellor  of  the  North  Dakota  University  System,  grew  up  in 
the  same  town  and  graduated  with  Kornman  from  the  Univer- 
sity of  Alabama  Law  School  in  1969.  During  a  long  conversation 


FORBES.  April  11,  2005  93 


"     "If  it  works,  terrific.  If  it  doesn't  work, 
what's  the  worst  thing  that's  going  to  happen?'5 


THE  TAX  PLANNI 


on  a  field  trip,  Potts  recalls,  "He 
told  me,  'I'm  not  interested  in 
practicing  law.  I'm  going  to  go 
out  and  do  deals.'"  After  law 
school  Kornman  sold  life  insur- 
ance and  estate  planning  to 

physicians  and  small  businessmen.  But  he  aimed  for  richer 
clients.  To  impress  one  prospect,  he  rented  a  helicopter. 

Yet  in  1982,  during  his  first,  contentious  divorce,  Kornman 
claimed  the  couple's  community  property,  including  shares  of 
his  business,  had  a  negative  net  worth.  In  the  mid-1980s,  facing 
lawsuits  from  an  Arizona  insurance/estate  planning  client  and 
an  insurance  company  involved  in  that  same  case,  he  took  three 
companies  (named  Whitehall)  into  bankruptcy.  His  Whitehall 
Organization  Inc.  stopped  making  rent  payments  on  its  Dallas 
offices — and  seemed  to  have  no  business  other  than  subleasing 
the  space  to  yet  another  Kornman  entity.  In  1988  the  bankruptcy 

THF  RIHHEST  TAX  CHEATS  


The  rich  normally  favor  the  sort  of  technical  tax  shelters— like 
Son  of  Boss— that  might  incur  monetary  penalties  but  won't 
bring  time  in  the  pen.  There  are  exceptions,  however.  Here  are 
some  not-so-little  people  charged  with  criminal  tax  evasion. 

Walter  Anderson,  51 

Washington,  D.C.  telecom  entrepreneur  (shown  in 
high  school  photo)  indicted  in  February  for  using 
offshore  entities  to  evade  $200  million  in  tax.  IRS 
calls  it  the  largest  individual  criminal  tax  case  ever. 
He's  pleaded  innocent;  being  held  without  bail. 


4S»  i 


trustee  moved  to  end  bankruptcy  protection  for  all  three  White 
hall  units,  declaring  that  the  "inability  of  the  Whitehall  Organi 
zation  to  collect  a  penny  of  rent"  from  more  than  30  tenants- 
all  apparently  Kornman  entities — was  "inexplicable." 

Kornman's  ventures  with  others  have  typically  ended  badl) 
There  was,  for  example,  his  short-lived  deal  with  author/invest 
ment  guru  Harry  S.  Dent  Jr.  Dent  says  Kornman  approache 
him  and  suggested  they  start  a  hedge  fund  together,  whic 
would  attract  money  from  Kornman's  "very,  very  wealth 
clients"  and  make  investments  based  on  Dent's  ideas.  Recall 
Dent,  "We  figured,  if  somebody  has  very  wealthy  clients,  the 
must  know  what  they're  doing."  Dent  and  Kornman  each  put 
few  million  into  a  fund  as  a  test.  Dent  says  he  ended  the  ventur 
in  1999  after  less  than  a  year  because  Kornman  kept  trying  t 
renegotiate  a  bigger  share  of  the  fees  for  himself. 

Meanwhile  Kornman  was  moving  from  estate  planning  int 
income  tax  shelters.  His  sales  job  was  made  easier  by  the  bi 
accounting  firms'  heavy  promotion  of  push-the-edge  shelters  an 
a  then-spreading  attitude  among  the  rich  that  anything  the 
might  technically  "work"  was  okay.  James  K.  Schuler  bui 
Hawaii's  Schuler  Homes,  took  it  public  and  then  sold  it  t 
DR.  Horton  in  2002.  When  Heritage  first  pitched  him  a  shelte 
he  thought  "it  didn't  seem  right."  Then  he  was  offered  simile 
Son  of  Boss  shelters  by  two  big  accounting  firms,  lending  the  pic 
some  legitimacy.  A  friend  recommended  Heritage,  and  he  like 
its  low  profile.  "I  said,  'Gary,  how  many  of  these  transactions  ai 
you  doing  a  year?  Are  you  wholesaling  it  out  like  the  accountin 
firms?'  And  he  said,  'We  do  it  for  a  very  select  clientele.'" 

Schuler  says  he  paid  Heritage  something  "under  $10  million 
and  he  doesn't  blame  Kornman  for  what  he  considers  a  decisio 
by  the  IRS  to  change  the  rules  retroactively.  "You  and  I  know  th 
tax  shelter  structures  are  not  new.  They've  been  around  for  years 
Schuler  observes.  "Good  accountants,  good  CPAs  and  good  tax  a 
torneys — it's  their  job  to  find  those  little  loopholes  for  their  client 
If  it  works,  terrific.  If  it  doesn't  work,  what's  the  worst  thing  that 
going  to  happen?  I'm  going  to  pay  my  taxes."  He's  now  in  settl 
ment  talks  with  the  IRS.  "I'm  a  good  American  citizen.  I  made  tl 
money  and  I'll  pay  my  tax  and  I'll  move  on,"  he  concludes. 

Not  all  clients  are  so  forgiving  of  Kornman  or  so  financial 
able  to  move  on.  A  few  who  sold  their  businesses  for  $20  millic 
to  $40  million  are  devastated.  Chicago  tax  attorney  Robert  McKer 
zie,  now  helping  two  Kornman  clients  negotiate  with  the  IR 
fumes:  "His  sales  techniques  were  despicable.  His  contracts  were  d 
spicable.  He's  refused  to  assist  the  taxpayers  who  have  been  ii 
volved  in  resolving  their  problems."  Some  clients  have  sued  c 
plan  to  sue  the  lawyers  and  accountants  who  worked  with  Kon 
man.  Suing  Heritage  is  trickier  because  it's  in  bankruptcy  and  ii 
unclear  how  deep — or  where — Kornman's  own  pockets  are. 


Leona  Helmsley,  84 

New  York  hotel  operator,  worth  an  estimated  $2.2 
billion,  served  18  months  for  deducting  personal 
expenses  as  business  expenses.  During  1989  trial 
a  former  housekeeper  quoted  her  as  saying:  "We 
don't  pay  taxes.  Only  the  little  people  pay  taxes." 

Marc  Rich,  70  (left);  Pincus  Green,  69 
Their  commodities  and  oil  trading  company, 
Marc  Rich  &  Co.,  pleaded  guilty  in  1984  to 
income  tax  evasion  and  paid  $200  million.  Both 
fled  to  Switzerland  to  avoid  prosecution  and 
were  then  pardoned  by  President  Clinton  in 
2001.  Estimated  net  worth:  $1.1  billion  each. 

Leandro  P.  Rizzuto,  67 

Founder  of  Conair  Corp.,  with  an  estimated  net 
worth  of  $900  million,  is  now  on  probation  after 
pleading  guilty  to  tax  fraud  in  2002  and  getting 
37  months.  Deposited  millions  in  kickbacks  from 
suppliers  into  foreign  bank  accounts. 

Victor  Posner 

Corporate  raider,  who  died  in  2002  at  83,  was 
accused  of  claiming  inflated  charitable 
deductions.  After  his  first  conviction  was 
overturned,  he  pleaded  no  contest  in  1987  to  tax 
evasion.  Ge  t  community  service.  His  net  worth  hit 
an  estimated  $460  million  in  1995.  —J.  N. 
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FORBES  GLOBAL  CEO  CONFERENCE 

THE  NEXT  MOVE 


For  more 
information 
and  inquiries 

Registration 

Cheryl  Siow 
Tel:  (65)  6836  3408 
Fax: (65)  6836  3405/9 
ceo@forbesasia.com.sg 

General  Inquiries 
and  Sponsorship 
(outside  Australia) 

Tina  Wee/ Kit  Lee 
Tel:  (65)  6836  3408 
Fax :  (65)  6836  3405/9 
ceo@forbesasia.com.sg 

Sponsorship 
(within  Australia) 

Jim  Clarke 
Tel :  (61 3)  8606  3001 
Fax:  (61 3)  8606  3010 
jimc@nuancemultimedia.com 


August  30  -  September  1,  2005 

Sydney  Opera  House,  Australia 


New  ideas  flash  around  the  world  at  the  speed  of  light.  Whether  in  business,  technology, 
education  or  sports,  staying  ahead  of  trends  is  a  crucial  ingredient  in  success. 

At  the  fifth  annual  Forbes  Global  CEO  Conference,  senior  figures  from  the  world's  leading 
companies  and  institutions  will  discuss  the  best  ways  to  nurture  and  capitalize  on  innovation 
and  reveal  the  latest  global  trends. 

Where  better  to  discuss  staying  ahead  than  in  Australia  -  home  to  the  first  major  financial 
market  to  open  each  day,  to  excellence  in  biotechnology  and  information  and 
telecommunications  innovation,  and  to  world-leading  players  in  environmental  sciences 
and  renewable  energy.  Join  us  at  Sydney's  spectacular  Opera  House  for  an  inspiring  look 
at  the  future. 

Conference  Fee 

US$5,000 


Delegate  attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to 
the  qualified  titles  (usually  Chairman,  Vice  Chairman,  CEO,  President  and  Managing  Director). 
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PHIL  AND  FORD: 
\  PERFECT  PARTNERSHIP 

Phil  Mickelson  wears  a  constant  smile  on  his  face 
md  the  devotion  to  his  family  on  his  sleeves.  That's 
»vhy  Ford  Motor  Company  is  so  pleased  that  he 
las  worn  its  logo  on  his  chest  since  September  2002. 

"Having  a  leading  American  sports  figure  and 
ievoted  family  man  like  Phil  Mickelson  represent 
in  all-American  brand  like  Ford  is  a  perfect  fit," 
ays  Steve  Lyons,  Ford  Division  president. 
'Phil  embodies  character,  family  values  and  inno- 
vation. These  are  the  very  brand  attributes  upon 
.vhich  Ford  was  built." 

That  innovation  and  perpetually  positive  attitude 
lave  played  well  to  the  legions  of  fans  who  have 
nade  him  among  the  most  popular  figures  in  golf. 

Mickelson  and  Ford  teamed  up  for  one  of  the 
nore  memorable  advertising  campaigns  in  2004. 
'laying  off  Mickelson's  unpredictable  instincts  on 
he  golf  course  as  well  as  his  outside  interests, 
.vhich  included  a  minor  league  baseball  tryout,  the 
'What  will  Phil  do  next?"  slogan  caught  on  with 
;o!f  fans  and  Phil  followers. 

The  ads  showed  Mickelson  singing  "Who's  Your 
3addy?"  with  country  music  star  Toby  Keith  and 
ilaymg  hockey  with  Wayne  Gretzky.  The  catchy 
ampaign  set  up  the  "Phil's  on  the  Phone"  promo- 
ion,  inviting  a  fan  to  join  Mickelson,  Gretzky  and 
MASCAR  driver  Dale  Jarrett  for  a  round  of  golf  in 
he  Ford  Championship  at  Doral  pro-am.  Gary 
-uce  of  Garden  Grove,  CA,  joined  the  three  sports 
cons  on  the  famous  Blue  Moaster  in  Man  h. 

Since  the  Ford  ad  campaign  launched,  Mickelson 
;eems  as  driven  by  the  slogan  as  anyone.  He  won  his 
irst  major  championship  at  the  Masters,  challenged 
n  every  major,  shot  his  first  59  in  the  Grand  Slam 

Golf  in  Hawaii,  wrote  a  book  about  his  Masters 
xiumph  with  his  wife,  Amy,  and  won  back-to-back 
PGA  TOUR  events  for  the  first  time  in  his  career  to 
itart  the  2005  season. 

As  Mickelson's  scores  keep  going  down,  his 
:hantable  interests  go  up.  In  2004  he  teamed  up 
Svith  Ford  and  BearingPoint  to  donate  money  for 
:very  birdie  and  eagle  he  scored  to  the  Special 
Forces  Warrior  Foundation,  raising  $105,600  to 
senefit  families  of  military  personnel  killed  in 
iction  or  training  missions.  In  2005,  Mickelson  is 
■aising  money  the  same  way  to  benefit  Homes 
for  Our  Troops,  an  organization  that  adapts  or 
guilds  accessible  homes  for  servicemen  and 
ivomen  returning  from  Iraq  and  Afghanistan  with 
serious  injuries  and  disabilities. 


Ford's  Steve  Lyons  and 
Mickelson  at  the  2005 
AT&T  Pebble  Beach  J 
National  Pro-Am 


A  Special  Advertising  Section 


THE  PGA  TOUR  WINNER'S  CIRCLE 


THE  SELF-FULPHILING  PR0PHEC 

BY       SCOTT  MICHAUX 

Phil  Mickelson  always  seemed  like  the  unlikeliest  of  underdogs. 

The  resume  didn't  really  fit  the  reputation:  handsome,  articulate, 
talented,  financially  well-off,  beautiful  wife,  three  adorable  children. 
Charmed?  He's  the  kind  of  guy  who  actually  turned  breaking  his  leg 
in  a  skiing  accident  into  an  opportunity  to  get  his  pilot's  license. 

Mickelson,  in  short,  is  the  guy  who  has  everything  He  attracts  major  endorsemer 
He  designed  his  own  golf  course  in  Arizona.  He  helped  write  his  own  book.  He's 
success  story  many  envious  Americans  would  love  to  hate.  Yet  Mickelson  is  beloved  inste 

Mickelson  is  as  popular  with  golf  fans  as  any  golfer  since  Arnold  Palmer.  Fans  appn 
ate  the  way  he  acknowledges  every  supporting  cheer  with  smiles  and  nods.  They  app 
ciate  the  hours  he  spends  signing  autographs.  They  appreciate  his  willingness  to  t 
risks  and  fail.  They  appreciate  his  humility.  They  appreciate  his  family-first  priorities.  T 
appreciate  that  he  never  blows  up  or  breaks  down  in  the  face  of  crushing  defeats. 

And  they  appreciate  him  because  when  he  was  missing  the  one  possession  his  cr 
said  he  desperately  needed  to  have  —  a  victory  in  a  major  golf  championship  —  Mickel 
never  expressed  any  sense  of  entitlement. 

"I  don't  think  that  the  game  of  golf  owes  me  or  that  I  deserve  anything  more  than  v\ 
I've  already  received  from  it,"  he  said.  "I  get  to  play  this  great  game  for  a  living,  and  rr 
people  do  that  for  vacation.  I'm  just  very  lucky  to  be  able  to  do  what  I  do." 

Mickelson  believed  he  had  everything  even  before  he  won  the  2004  Mas 
Tournament  and  shed  the  dreaded  label  of  greatest  player  never  to  win  a  major  by  ( 
ning  the  green  jacket.  Nearly  losing  everything  the  year  before  made  that  crystal  clea 

On  March  23,  2003,  Mickelson's  charmed  world  nearly  ended.  His  newborn  son,  E 
wasn't  breathing.  His  wife,  Amy,  was  bleeding  to  death.  In  the  most  agonizing  hour  oi 
life,  Mickelson  sat  in  a  hospital  helpless  and  praying  for  miracles. 

They  were  answered.  Amy's  torn  artery  was  surgically  repaired.  Evan  began  breatH 
on  his  own  after  seven  minutes.  Suddenly,  never  winning  a  major  championship  di 
seem  all  that  important.  Neither  did  finally  winning  one  with  one  of  the  most  electrify 
performances  in  golf  history  at  Augusta  National. 


YOU  COULD  PAY  TWICE  AS  MUCH 
FOR  AN  ALL-WHEEL  DRIVE  SEDAN. 
IN  FACT,  UNTIL  NOW,  YOU  DID. 


Introducing  the  Ford  Five  Hundred.  It  delivers  more 
of  everything  you  want  in  a  sedan.  Like  room,  comfort, 
driving  control  and  confidence.  Not  to  mention 
AWD  for  a  price  other  full-size  sedans  can't  touch. 
The  new  Ford  Five  Hundred.  It  elevates  the  sedan. 
Visit  fordvehicles.com. 

Well-equipped  at  $22,795.  ** 


FIVE  HUNDRED 

Built  for  the  road  ahead. 

*Ford  Five  Hundred  with  all-wheel  drive  starts  at  $24,495  compared  to  '04-'05  full-size  premium  sedan  average  of  $67,030. 
**2005  Five  Hundred  SE;  as  shown  2005  Five  Hundred  Limited  $26,920  MSRP;  taxes,  title  and  license  fees  extra. 


Advertisement  o 


Mickelson  shares  this  uncommon  athlefe's  perspective  in  his 
newly  released  book,  One  Magical  Sunday  {But  Winning  Isn't 
Everything).  "After  almost  losing  (Amy  and  Evan),  here  they  are 
sharing  in  this  wonderful,  almost  miraculous  moment,"  Mickelson 
wrote.  "And  I  realize  that  winning  the  Masters,  as  great  as  it  feels, 
isn't  the  most  important  thing  in  life." 

That's  saying  something  for  a  man  who,  it's  no  stretch  to  say,  was 
born  to  be  a  golfer.  Mickelson's  own  birth  announcement  actually 
displayed  a  baby  boy  with  a  golf  bag  on  his  shoulder  and  claimed  the 
newborn  was  merely  filling  out  the  family  foursome. 

Mickelson's  father  was  a  former  Navy  fighter  pilot  who  flew  with 
the  Blue  Angels  before  becoming  a  commercial  airline  pilot.  Golf 
was  Phil  Sr.'s  favorite  hobby. 

Mickelson,  a  natural  right-hander  in  everything  but  golf,  picked  up 
his  left-handed  swing  by  mirroring  his  father  before  he  was  2  years 
old.  He  would  hit  with  the  back  of  a  right-handed  club,  but  his  swing 
was  so  fundamentally  sound  that  his  father  decided  to  change  the 
golf  club  instead  of  the  swing. 


Phil  Mickelson  by  the  Numbers 

Careei  PGA  I  OUR  victories,  tied  with  Wjay  Singh,  Tommy  Armour  and 
mrr  Johnny  Miller  for  21  st  on  the  all-time  list.  Most  ever  by  a  left-hander. 

■J  fl  Million  dollars  in  career  earnings,  third  all-time  behind  only 

tJ  dm  Tiger  Woods  and  Vijay  Singh  despite  never  winning  a  money  title. 

C  Q  Score  in  the  final  round  of  the  PGA  Grand  Slam  of  Golf  at 
iJ33  Poipu  Bay  in  Hawaii,  a  career  best. 

•J      Previous  career-best  score,  tying  the  TPC  at  River  Highlands  course 
D  JL  record  in  winning  the  2001  Canon  Greater  Hartford  Open. 


D  U 
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Course  records  at  TPC  at  Scottsdale  and  Spyglass  Hill  that  pro- 
pelled him  to  first  consecutive  PGA  TOUR  wins  in  the  2005  FBR 
Open  and  AT&T  Pebble  Beach  National  Pro-Am. 


By  age  3,  Mickelson  was  hooked.  When  his  father  wouldn't  take 
him  to  play  on  the  "big  course,"  Mickelson  grabbed  his  stuffed  dog, 
Flopsy,  his  special  blanket,  golf  bag  and  a  suitcase  filled  with  noth- 
ing but  golf  balls  and  ran  away  from  home.  He  only  made  it  around 
the  block,  but  his  determination  convinced  his  father  to  take  him  to 
the  big  course.  After  one  round,  the  elder  Mickelson  realized  his  son 
was  "destined  to  play  golf." 

At  age  5,  Mickelson  slept  with  the  first  golf  trophy  he  ever  won, 
for  a  putting  contest  —  a  tradition  he  repeated  nearly  30  years  later 
with  the  Masters  green  jacket.  By  age  7  Mickelson  broke  par  on  a 
par-3  course  for  the  first  time. 

Mickelson  was  still  9  when  he  watched  Seve  Ballesteros  strolling 
triumphantly  up  the  18th  fairway  at  Augusta  National  to  win  his  first 
Masters  in  1980.  "One  day  that's  going  to  be  me,"  he  told  his  moth- 
er. "I'm  going  to  win  the  Masters  and  be  walking  up  the  18th  green 
just  like  that." 

The  next  24  years  carried  Mickelson  on  a  seemingly  inexorable 
path  toward  that  fulfillment.  An  outstanding  junior  career  led  to  an 
extraordinary  college  career.  He  won  a  U.S.  Amateur  and  three 
NCAA  championships.  He  was  a  four-time  first-team  ail-American  at 
Arizona  State.  He  was  the  last  amateur  to  win  a  PGA  TOUR  event, 
the  1991  Northern  Telecom  Open  inTucson,  AZ.  He  won  twice  in  his 
first  full  season  on  the  PGA  TOUR  in  1993  and  22  times  before  last 
season's  Masters.  Winning  seemed  to  come  pretty  easy  to 
Mickelson  —  except  in  the  majors. 

Web  Directory:  www.fordvehicles.com  • 


"I  think  the  most  difficult  part  of  this  10-year  journey  has  just 
dealing  with,  I  don't  want  to  say  failure,  but  dealing  with  losses 
after  time,"  Mickelson  said  of  his  major  near-misses.  "It  jusfl 
frustrating.  It  can  wear  on  you,  except  that  you  just  can't  let  it 

While  that  missing  ingredient  on  his  resume  was  a  blemi 
some,  it  only  made  his  fans  adore  him  more.  His  first  n 
heartbreak  solidified  his  reputation  with  the  fans. 

When  Mickelson  declared  he  would  walk  off  the  court 
the  1999  U.S.  Open  at  Pinehurst  No.  2  if  he  got  a  page  ti 
him  his  wife  was  going  into  labor  with  their  first  child,  it  n 
eyebrows  among  his  peers  and  in  the  media.  Outside 
ropes,  it  made  him  a  hero. 

When  Payne  Stewart  sank  an  18-foot  putt  on  the  final  h<| 
avoid  an  18-hole  Monday  playoff  with  Mickelson,  that  pi 
sional  let-down  segued  into  a  personal  uplift  when  Amy 
into  labor  with  daughter  Amanda  about  the  time  a  playoff  \- 
have  started.  Mickelson  called  it  "magical  timing"  and  sa 
"never  felt  more  at  peace."  From  there,  his  humble  repu 
grew  with  his  list  of  major  disappointments. 

Before  last  year's  Masters,  Mickelson  had  competed  in  46  r 
without  a  win.  He'd  finished  17  times  in  the  top  10.  Three  tim 
played  in  the  final  pairing  (1999  U.S.  Open  with  Stewart; 
Masters  with  Tiger  Woods;  2001  PGA  Championship  with 
Toms)  but  he'd  never  started  the  final  round  with  even  a  share 
lead  and  certainly  never  ended  one  with  it. 

Last  April,  however,  he  was  tied  with  Chris  DiMarco  ate 
leaderboard  and  in  the  last  group  that  had  produced  13  si 
Masters  winners.  By  the  middle  of  Amen  Corner,  Mickelson 
on  the  12th  green  three  shots  behind  Ernie  Els.  As  if  carried  i 
shoulders  by  the  galleries  building  around  him,  Mickelson 
moned  up  the  will  and  the  way.  He  birdied  12, 13, 14  and  16  tc 
Els  for  the  lead.  "This  is  my  day,"  he  told  himself. 

On  the  18th  hole— the  hardest  at  Augusta  Nationa 
calmly  stroked  an  18-footer  for  birdie  to  sink  Els  and  pn 
a  riotous  celebration  on  par  with  45-year-old  Jack  Nick 
final  Masters  victory  in  1986. 

In  the  same  week  that  Augusta's  most  celebrated 
champion,  Arnold  Palmer,  retired  after  50  straight  Ma 
Mickelson  inherited  the  mantle  in  the  same  dramatic  fe 
Palmer  won  with  in  1960 — a  birdie  at  the  last. 

The  eruption  and  celebration  around  the  final  hole  at  Ai 
echoed  through  living  rooms  and  barrooms  across  the  cc 
As  universally  popular  as  his  breakthrough  victory 
Mickelson  handled  winning  with  the  same  humility  he  he 
losing  so  many  times  before.  "When  you  finally  do  achiev. 
goal,  the  harder  the  struggle  is,  the  greater  the  reward,"  he  s 

Mickelson  contended  and  nearly  won  each  of  the  other 
major  championships  in  2004,  eventually  suffering  the  same 
fate  in  each  that  had  characterized  his  career  for  so  long. 

But  Mickelson  just  smiled  and  moved  forward  as  alwa 
holds  fast  to  the  dream  of  coming  back  to  Augusta  to  defend  \ 
against  the  gauntlet  of  peaking  peers  such  as  Woods,  Singh  a 
"My  main  goal  right  now  is  to  get  that  lonely  (green)  jacket 
buddy  to  hang  with,"  he  said. 

The  man  who  has  everything  wants  more — and  he's  still 
body's  favorite  underdog. 


Scott  Michaux  is  a  sports  columnist  and  golf  writer  for  The  Augusta  (GA)  C\ 
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Dr.  Mold 


The  science  may  be  sketchy,  but  medical 
"experts"  like  Gary  Ordog  keep  litigation 
alive  and  kicking  |  By  Daniel  Fisher 


Pi 


Toxic  Testimony 


GARY  ORDOG  WAS  TRAINED  IN 
emergency  medicine.  He  spent 
the  first  17  years  of  his  career 
patching  up  knife  and  gunshot 
wounds  at  Martin  Luther 
Ing/Drew  Medical  Center  in  the  tough 
iompton  neighborhood  of  Los  Angeles, 
hen  he  found  a  more  lucrative  specialty, 
or  $9,800  up  front  (plus  $975  an  hour) 
»r.  Ordog  appears  as  an  expert  witness  in 
iwsuits  to  testify  that  mold  can  cause  a 
'rrifying  array  of  diseases,  from  lung  can- 
;r  to  cirrhosis  of  the  liver.  Mold  "is  a 
lajor,  devastating  part  of  my  patients' 
res,"  says  Ordog,  a  portly  British  Colum- 
ia  native  who  says  he's  treated  thousands 
f  people  for  mold  exposure  at  his  clinic  in 
strip  mall  in  the  Los  Angeles  suburb  of 
anta  Clarita.  "It  destroys  their  health, 
leir  homes  and  all  of  their  possessions." 

The  American  College  of  Occupa- 
onal  &  Environmental  Medicine  and  the 
ideral  Institute  of  Medicine  say  there's  no 
/idence  for  such  claims.  The  vice  presi- 
ent  of  Ordog's  own  profes-  — — _ 
onal  association,  the  American 
College  of  Medical  Toxicology, 
grees.  "Mold  exposure  does 
ot  cause  significant  disease," 
lys  Paul  Wax,  a  practicing  toxi- 
alogist  in  Phoenix  who  isn't 
lvolved  in  litigation. 

That  hasn't  stopped  Ordog 
om  serving  as  an  expert  wit- 
ess  in,  by  his  estimate,  hun- 
reds  of  lawsuits  by  people 
leging  they  were  injured  by 
lold  and  mycotoxins.  The 
lsurance  Information  Insti- 
ite  estimates  that  $3  billion  in 
lold  claims  were  paid  out  in 
302,  the  most  recent  year  for 
hich  detailed  statistics  are 
mailable.  Most  states  have 
:sponded  by  passing  laws 
lowing  insurance  companies 
[  exclude  mold  from  coverage, 
i)  plaintiff  lawyers  now  target 
jndlords,  condominium  asso- 
jations  and  school  districts 
stead.  "I've  got  seven  or  eight 
lises  set  for  trial  between  now 
pd  June,"  says  William 
laughter,  a  defense  lawyer  in 
entura,  Calif. 


Four  years  after  a  groundbreaking  $32 
million  verdict  in  Texas,  mold  litigation 
has  fallen  into  a  familiar  pattern.  Like  pre- 
vious suits  over  silicone  breast  implants, 
electromagnetic  radiation  and  the  anti- 
nausea drug  Bendectin,  it  is  being  kept 
alive  by  a  handful  of  experts  who  are  will- 
ing to  contradict  mainstream  scientists  to 
say  that  mold  can  make  otherwise  healthy 
people  sick. 

There's  no  question  that  mold  can 
cause  asthma,  sinusitis  and  other  breath- 
ing problems.  But  that's  not  what  experts 
like  Ordog  are  saying.  They're  diagnosing 
more  serious  conditions — such  as  cancer, 
immune-system  disorders  and  memory 
loss — that  have  been  linked  to  specific 
mycotoxins.  And  if  they  find  any  traces  of 
them  in  a  plaintiff  s  home,  workplace  or 
school — bingo.  But  there  are  no  reliable 
tests  to  show  that  a  person  has  been 
exposed  to  a  specific  mold  or  mycotoxin, 
much  less  how  long  that  exposure  lasted 
or  how  much  of  a  substance  he  absorbed. 


Science 
Versus 
Hysteria 


MOLD  CAN  BE  DEADLY— IF  YOU  EAT 
enough  of  it  or  if  your  immune  system 
is  compromised.  But  there's  no  reli- 
able evidence  that  people  are  getting 
seriously  ill  from  inhaling  the  stuff. 

Some  molds  produce  mycotoxins, 
unavoidable  contaminants  found  in 
foods  such  as  peanuts,  corn  and  wine.  They  are  also  nonvolatile 
molecules  that  can't  float  freely  in  the  air.  So  to  get  into  a 
human's  lungs,  they  have  to  ride  on  mold  spores  or  dust  parti- 
cles. It  would  take  a  lot  of  those  spores  to  make  you  sick. 

A  2004  study  in  the  International  Journal  of  Toxicology  con- 
cluded that  even  at  200,000  spores  per  cubic  meter— more  than 
most  people  could  tolerate  because  of  the  smell  and  reduced 
visibility— a  person  couldn't  inhale  enough  toxins  associated  with 
Stachybotrys  chartarum  (black  mold)  in  a  24-hour  period  to  get 
sick.  Exposures  to  other  mycotoxins  were  at  tiny  fractions  of  the 
leveis  known  to  cause  effects  in  humans  and  animals.  "People 
are  exposed  to  mycotoxins  every  day,"  says  Daniel  Sudakin,  a 
toxicologist  and  mold 


expert  at  Oregon 
State  University  who 
has  testified  for  the 
defense  in  one  mold 
case.  "But  they  are 
present  at  very  low 
concentrations  that 
don't  harm  us." 

-D.F. 


Black  mold: 
For  some 
experts,  it's 
black  gold,  too 


"I  certainly  believe  these  poisons  make 
people  sick,  but  I  can't  make  that  connec- 
tion," says  David  Straus,  a  researcher  at 
Texas  Tech  University's  medical  school 
whose  testimony  has  helped  plaintiffs  win 
three  mold  lawsuits. 

Some  medical  experts  are  old  hands 
at  tort  claims.  Texas  mold  expert 
Andrew  Campbell  previously  testified 
in  silicone  breast  implant  cases.  Nach- 
man  Brautbar  of  Los  Angeles  has 
worked  on  everything  from  breast 
implants  and  welding  fumes  to  the 
chromium  contamination  in  the  Erin 
Brockovich  case  (his  Web  site  features  a 
testimonial  from  the  film's  namesake). 

Only  30  mold  lawsuits  alleging  per- 
sonal injury  have  gone  to  a  verdict  in  the 
U.S.,  by  the  estimate  of  Los  Angeles  attor- 
ney Stephen  Henning,  and  the  defense 
won  more  than  half.  But  with  an  expert 
supporting  their  claims,  plaintiffs  can 
often  extract  a  lucrative  settlement  simply 
by  surviving  defense  motions  to  dismiss. 
^^^^  Ordog's  testimony  helped 
a  California  couple  win  a  $2.4 
million  settlement  in  2003  over 
the  death  of  their  infant  son 
from  pulmonary  hemorrhage 
linked  to  Stachybotrys  char- 
tarum, or  "black  mold."  The 
CDC  in  2000  repudiated 
reports  linking  Stachybotrys  to 
infant  pulmonary  hemorrhage, 
but  the  defendants  weren't 
willing  to  risk  putting  a  case 
involving  a  dead  child  in  front 
of  a  jury. 

A  defense  lawyer  once  cal- 
culated Ordog's  annual  take 
from  expert  witness  fees  and 
his  busy  toxicology  clinic  at 
more  than  $3  million.  Ordog 
laughs  at  that  figure — "I  wish" 
is  all  he'll  say — but  he  has 
acknowledged  earning  more 
than  $10,000  a  day  for  testi- 
mony and  travel  time.  Such 
figures  are  grating  to  defense 
attorneys,  who  say  Ordog 
shouldn't  even  be  allowed  to 
testify.  The  state  of  California 
sought  to  revoke  his  license  in 
2003,  alleging  that  in  several 
cases  he  misdiagnosed  patients 
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Toxic  Testimony 


as  having  toxic  poisoning.  Ordog  says  no 
hearings  have  been  held  and  that  his 
license  was  renewed  last  year. 

But  his  say-so  has  been  challenged.  A 
California  judge  once  said  Ordog  "lacks 
credibility  completely"  after  he  testified 
that  he  was  chief  toxicologist  at  Henry 
Mayo  Newhall  Memorial  Hospital  in 
Santa  Clarita,  which  has  no  such  depart- 
ment; that  he'd  published  "hundreds"  of 
scholarly  articles,  when  a  search  of  the 
PubMed  database  turns  up  fewer  than  70, 
almost  all  of  them  dealing  with  gunshot 
wounds  and  trauma;  and  that  former 
President  Bill  Clinton  called  him  person- 
ally to  run  a  special  mold  commission  for 
the  Environmental  Protection  Agency, 
even  though  an  EPA  spokesman  says  the 
agency's  authority  doesn't  include  indoor 
air  quality.  Ordog  "is  completely  abusing 
the  system,"  says  James  Robie,  a  defense 
lawyer  with  Robie  &  Matthai  in  Los 
Angeles  who  has  cross-examined  Ordog 
several  times.  "He  is  possibly  the  most 
dishonest  man  I  have  ever  met." 

In  an  interview  at  a  luxurious  Santa 


( )larita  restaurant  Ordog  says  he's  the  vic- 
tim of  a  smear  campaign.  The  state's 
complaint  to  revoke  his  license,  he  says, 
was  "payback  from  Alcoa"  after  his  testi- 
mony helped  secure  a  multimillion-dollar 
verdict  against  it.  (The  November  2000 
judgment  was  against  Alcoa  Paving  Co.,  a 
now-defunct  firm  unrelated  to  the  alu- 
minum maker.)  Ordog  also  says  the  "evi- 
dence is  overwhelming  for  our  position," 
citing  28,000  articles  supporting  the  idea 
that  mycotoxins  can  cause  disease.  A 
PubMed  search  finds  28,540  articles  con- 
taining the  word  "mycotoxin,"  but 
experts  say  there  are  no  reliable  studies 
showing  that  mold  can  cause  anything 
more  than  asthma  and  similar  breathing 
difficulties  (see  box,  p.  101). 

Ordog  isn't  the  only  mold  expert  with 
credibility  issues.  Texas  authorities  are 
seeking  to  revoke  Andrew  Campbell's 
medical  license,  alleging  a  pattern  of  mis- 
diagnosing patients  with  occupational  or 
mold-related  illnesses,  overbilling  and 
excessive  testing.  A  family-practice  spe- 
cialist by  training  who  runs  the  Medical 


Center  for  Immune,  Environmental  < 
Toxic  Disorders  in  Spring,  Tex.,  Campbe 
blames  insurers  for  his  problems.  "M 
patients  have  signed  affidavits  saying  tht 
were  happy  with  my  care,"  he  says. 

How  does  this  go  on?  Junk  scienc 
was  supposedly  banished  from  the  cour 
room  in  the  1993  Supreme  Court  dec 
sion  Daubert  v.  Merrell  Dow  Pharmacei 
ticals,  involving  since-debunked  clain 
that  Bendectin  causes  birth  defect 
Under  Daubert,  judges  must  exclude  wi 
nesses  who  rely  on  implausible  theorit 
or  poor  methodology.  But  Daube 
applies  only  in  federal  courts. 

Many  state  courts  use  the  looser  star 
dard  of  "general  acceptance,"  which  ca 
be  met  by  convening  a  group  of  lik< 
minded  experts  and  publishing  the 
papers  in  a  sympathetic  journal.  Thoj 
papers  fail  to  use  double-blind  methoc 
to  strip  out  possible  researcher  bias,  ar 
most  rely  on  self-reported  mold  exp< 
sure  by  patients,  many  of  whom  a: 
involved  in  mold  lawsuits.  Bolstered  t 
articles  in  such  journals  as  Archives 
Environmental  Health  and  the  Scienti) 
World  Journal,  plaintiff  experts  cz 
mount  an  expensive  fight  against  defen 
lawyers  who  are  trying  to  get  them  di 
missed.  Because  Ordog's  opinions  cov 
a  wide  range  of  medical  disciplines  fro 
toxicology  to  cancer,  "You  end  up  hirii 
docs  in  all  areas  of  medicine  to  disquali 
him,"  says  Michael  O'Neill,  a  Los  Angel 
defense  lawyer. 

As  the  epidemiological  eviden 
against  mold  claims  mount,  lawyers  ar 
experts  are  changing  tactics.  Steven  GoL 
man,  a  lawyer  in  New  York  City,  has  fill 
400  or  so  lawsuits  in  the  city  on  behalf 
apartment  dwellers  and  employees  wl 
believe  mold  made  them  sick.  He  delibe 
ately  avoids  using  the  word  "mold,"  ho^ 
ever,  referring  instead  to  "dangerous  an 
hazardous  conditions."  That  gets  hi 
around  the  mold  exclusions  in  mai 
insurance  policies — and  gives  his  expei 
room  to  pursue  other  theories  of  disea 
linked  to  the  same  underlying  complai 
about  neglected  water  leaks. 

"What's  the  next  mold?  Bacteria 
Goldman  says  excitedly.  "And  I'm  tl 
only  one  who  knows  it."  Still,  it  won't 
long  before  the  experts  catch  up. 


Science  in  the  Courtroom 

MOLD  TOXICITY  IS  JUST  THE  LATEST  QUESTIONABLE  SCIENTIFIC  CLAIM  BEHIND  JACKPOT  TORT 
suits.  Here  are  others,  supported  by  "experts." 

CELLULAR  PHONES  Despite  strong  epidemiological  evidence  that  cell  phones  are  safe, 
Swedish  physician  Lennart  Hardell  has  offered  testimony  showing  an  increased  risk  of 
brain  cancer.  Problem:  Hardell  included  a  common,  benign  tumor  in  his  calculations. 

BREAST  IMPLANTS  Nachman  Brautbar  and  Andrew  Campbell,  among  other  doctors,  helped 
drive  litigation  in  the  early  1990s  by  testifying  that  silicone  breast  implants  can  cause  a 
wide  variety  of  diseases,  from  chronic  fatigue  to  lupus.  An  Institute  of  Medicine  report 
in  1999  found  no  such  evidence,  and  litigation  has  since  waned. 

ELECTROMAGNETIC  FIELDS  New  Yorker  articles  and  a  1979  study  by  Denver  researchers  de- 
scribed increased  leukemia  rates  among  children  living  near  high-current  power  lines. 
Problem:  Investigators  merely  eyeballed  power  lines  rather  than  measuring  field  strength 
in  homes.  Relationship  debunked  in  a  1996  National  Academy  of  Sciences  report. 

THIMER0SAL  A  clever  legal  tactic  to  get  around  federal  law  prohibiting  punitive 
damages  in  lawsuits  over  vaccines  targets  the  mercury-based  preservative  instead.  Pro- 
moted by  doctors,  including  Andrew  Wakefield,  who  failed  to  disclose  a  $106,000  pay- 
ment from  lawyers  suing  vaccinemakers,  and  Mark  Geier,  whose  research  was  criticized 
in  a  2004  Institute  of  Medicine  report  that  found  no  link  between  thimerosal  and  autism. 

ASBEST0SIS  CLAIMS  A  2004  study  published  in  Academic  Radiology  found  that  90%  of 
X  rays  used  to  support  asbestosis  claims  were  read  incorrectly.  More  recently,  doctors 
who  diagnosed  silicosis  in  thousands  of  plaintiffs  backed  away  from  those  claims  after 
a  federal  judge  launched  an  investigation.  —  D.F. 
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"i"as  in  "the  'i's  have  it."  Your  business  can  benefit  in  real  and  meaningful  ways  thanks  to 
the  on  demand  IBM  eServer "  iSeries  "  system.  Don't  just  take  our  word  for  it.  There  are 
lots  of  reasons  midsized  businesses  everywhere  have  simplified  their  business  processes 
with  the  iSeries  systems.  Here  are  a  few  of  them. 
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as  in  important. 

Nike  EMEA  Logistics  sports  iSeries  servers  to  simplify  their  complex  and 
fast-moving  supply  chain  operations.  Their  iSeries  servers  are  responsive 
and  scalable  to  help  their  business  adapt  rapidly  to  whatever  the  feet  of  the 
future  may  need. 


as  in  integral. 

Greif,  a  world  leader  in  industrial  packaging,  has  experienced  substantial  growth 
through  acquisitions.  Their  iSeries  servers  helped  them  simplify  an  increasingly 
complex  IT  infrastructure.  Consolidating  on  iSeries  servers  helped  them  significantly 
reduce  their  IT  infrastructure  costs. 


as  in  instant. 

The  USTA  uses  an  iSeries  server  to  run  distinct  applications  simultaneously  on  a 
single  server,  simplifying  management  of  apps  that  previously  ran  on  three  different 
servers.  This  lets  them  post  real-time  scores  to  USOpen.org,  which  is  viewed  by 
millions  of  fans  around  the  world. 


as  in  implementation. 

Ineco  Auto,  an  Italian  performance  auto  dealer,  says  their  iSeries  server  handles 
like  a  dream.  The  iSeries  server  was  simple  to  implement,  thanks  to  its  integrated 
and  preconfigured  design. 


"as  in  the  IBM 
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as  in  ideal. 

Bank  Mandiri,  in  Indonesia,  needed  to  simplify  their  systems  after  merging 
with  four  different  institutions.  Now  a  single  iSeries  840  handles  nearly 
seven  million  accounts  at  788  branches. 


as  in  impressive. 

The  Asian  Art  Museum,  in  San  Francisco,  simplified  business  operations, 
increased  staff  productivity  and  enhanced  the  overall  visitor  experience 
with  the  help  of  iSeries  servers,  which  will  be  remembered  throughout  the 
ages  as  helping  keep  operation  costs  low. 


as  in  incredible. 

GHY  International,  an  international  customs  and  trade  services  group,  says 
their  iSeries  server  running  the  Linux*  operating  system  is  a  compelling 
alternative  to  the  cost  and  complexity  required  to  manage  multiple 

stand-alone  servers. 


as  in  IBM. 

Behind  every  iSeries  system  stands  the  world's  leading  server  manufacturer. 
IBM's  innovation  and  industry  expertise  help  businesses  everywhere  grow 
revenue  and  develop  groundbreaking  products  and  processes. 


@ server 


why  now? 

One  word.  Simplify.  You  have  complex  business  demands;  the 
last  thing  you  need  is  a  complex  IT  environment.  Enter  the  IBM 
eServer  iSeries  system.  It's  designed  to  simplify  your  business. 
It's  a  single  integrated  solution  for  midsized  business  (server, 
storage  and  software).  And  since  iSeries  systems  are  so  easy  to 
manage,  your  IT  staff  can  focus  their  attention  where  it's  needed - 
helping  to  improve  productivity  and  drive  costs  down. 

iSeries  systems  help  streamline  your  operations.  They  help  you 
be  more  responsive.  They  run  thousands  of  the  world's  most 
powerful  business  applications.  And  they  let  you  run  multiple 
operating  environments  from  a  single  server.'  This  can  help  reduce 
the  number  of  servers  you  need.  This  can  help  reduce  the  labor 
required  to  manage  them.  And  this  can  help  reduce  internal  costs. 
So  you  can  invest  those  savings  to  fuel  growth. 

Find  out  what  iSeries  customers  everywhere  are  so  excited  about 
at  ibm.com/eserver/whyi 


@  server' 


IBM  eServer  iSeries  servers  run  multipls  operating  systems  and  applications  concurrently  -  including  IBM  i5/OS,  Linux,  Microsoft  Windows  (via  an  IXA  or  IXS).  Java,  WebSphere  and  I 
Domino.  In  addition,  the  IBM  eServer  i5  servo  s  -  the  latest  generation  iSeries  servers  -  also  run  the  IBM  AIX  5L  operating  system.  Linux.  Microsoft  Windows  and  AIX  5L  operating  systems 
be  purchased  separately.  Customers  referenced  represent  how  some  customers  have  used  iSeries  servers  and  the  results  they  have  achieved  Actual  customer  experience  will  vary. 
eServer.  the  eServer  logo,  AIX  5L,  Domino,  iSeries,  i5/OS.  Lotus  and  WebSphere  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  S 
and/or  other  countries.  Linux  is  a  trademark  o;  Linus  Torvalds  in  the  United  States,  other  countries,  or  both,  Windows  is  a  trademark  of  Microsoft  Corporation  in  the  United  States, 
countries,  or  both  Java  and  all  Java-based  trademarks  are  trademarks  of  Sun  Microsystems.  Inc.  in  the  United  States,  other  countries,  or  both.  Other  company,  product  and  service  nj 
may  be  trademarks  or  service  marks  of  others.    2C05  IBM  Corporation.  All  rights  reserved. 


Backseat  Driver  Jerry  Flint 


Don't 
Believe  It 

N  THE  CAR  BUSINESS  I  AM  AN  INFIDEL,  AN  UNBELIEVER.  I 
don't  believe  General  Motors'  biggest  problems  are  its  first- 
quarter  losses  or  the  poor  outlook  for  the  remainder  of  the 
year,  or  even  its  vehicles,  which  aren't  selling  that  well,  or  its 
marketing  or  its  medical  costs.  The  vehicles  are  getting  bet- 
r,  and  someday  the  marketing  will  do  the  same.  Heath  care 
>sts  for  workers  and  retirees  could  be  cut  if  GM's  executives  had 
e  courage  to  face  up  to  the  union.  What  GM  needs  is  a  leader- 
lip  that  understands  the  automobile  business  and  is  willing  to 
dit,  really  fight,  openly,  for  survival. 

I  don't  believe  the  Hyundai  Sonata  is  the  most  reliable  car  in 
merica,  even  though  Consumer  Reports  says  it  is.  Consumer 
'ports  says  810,000  subscribers  replied  to  its  survey,  but  only  276 
:  those  drive  a  Sonata.  I  think  Hyundai  is  making  some  neat 
hides  and  getting  better,  but  276  cheers  isn't  enough  for  me. 

I  don't  believe  we'll  see  mass  production  of  hydrogen- 
jwered  cars  anytime  in  the  next  two  decades,  if  ever. 

I  don't  believe  we're  going  to  be  flooded  with  Chinese-made 
.rs,  not  for  a  long  long  time,  if  ever. 

I  don't  believe  that  a  car  company  is  in  trouble  just  because 
to  months'  sales  have  fallen  from  last  year.  Sales  of  Honda  cars 
id  trucks  are  down  8%  in  two  months  this  year,  more  than  Ford's 
:cline.  Lexus,  the  luxury  division  of  Toyota,  is  down  6%.  Mercedes 
down  1 8%.  But  I'm  not  going  to  worry  about  any  of  them.  They 
e  smart  fellows  and  have  good  stuff  coming,  like  a  new  Civic  car 
r  Honda  and  a  new  hybrid  Lexus  sport  utility  vehicle. 

I  don't  believe  the  trend  toward  trucks — especially  sport 
ility  vehicles — will  stop,  although  I  think  we  will  be 
lying  smaller  and  more  carlike  SUVs  and  fewer  of  the 
ggest  models. 

I  don't  believe  that  "globalism"  or  world  cars  or  common 
iderpinnings  for  similar  foreign  and  American  cars  are  an  an- 
•er  to  Detroit's  problems.  I  don't  believe  North  America  is  a 
>or  place  for  manufacturing  because  of  high  wages.  The  Ger- 
Uns  and  Japanese  and  Koreans  are  building  plants  here  as  fast 
they  can. 

i  I  don't  believe  we'll  see  regular  gasoline  at  $3  this 


I  don't  believe  Toyota's  cars  are  boring.  Anyone  who's  seen 
the  new  Toyota  Avalon  or  the  new  Lexus  GS  or  the  coming  FJ 
Cruiser  should  realize  that  Toyota  has  caught  the  design  bug  and 
is  making  hot  styling  a  must.  But  I  don't  believe  Toyota  is  preor- 
dained to  conquer  the  world. 

I  don't  believe  it  makes  sense  to  add  models  in  a  declining 
market.  For  example,  the  family  sedan  market  is  shrinking.  But 
Ford  is  killing  one  car,  the  Taurus,  and  replacing  it  with  two,  one 
larger,  the  Ford  500,  and  one  smaller,  the  Ford  Fusion  (coming 
next  fall).  Smarter  people  put  fewer  models  in  shrinking  mar- 
kets, not  more. 

I  don't  believe  anything,  victory  or  failure,  is  preordained  in 
the  auto  industry.  Nissan  and  American  Chrysler  wheeled  from 
defeat  to  victory  in  just  a  few  years.  A  fiercely  determined  lead- 
ership did  it,  French  at  Nissan,  German  at  Chrysler.  But  I've 
seen  Americans  do  the  same  thing.  Lee  Iacocca  at  Chrysler, 

Philip  Caldwell  at  Ford,  George 
Romney  at  American  Motors. 
Americans  can  do  it,  too. 

I  don't  even  believe  that 
Fiat  in  Italy  will  fail.  The  new 
chief  seems  like  the  type  of 
leader  to  save  the  Italian  com- 
pany. He  also  should  go  on  TV 
poker,  Texas  Hold  'Em, 
because  he  is  the  best  bluffer  I 
ever  saw. 

I  don't  believe  this  will  be 
an  easy  year,  even  if  sales  stay 
high  at  16.5  million  or  so  for 
the  U.S.  market.  This  year  is 
going  to  be  terribly  painful  for 
GM  and  less  painful  at  Ford. 
German  and  Japanese  compa- 
nies will  hurt — their  cars  are 
selling  well,  but  profits  are 
declining  from  the  drop  in  the 
euro  value  of  the  dollar. 

Getting  discouraged  is  a  serious  hazard  when  writing  about 
the  American  automobile  industry.  The  Germans  and  the 
Japanese  and  the  Koreans  keep  coming  up  with  terrific  prod- 
ucts. They  produce  cars  for  home  and  export  markets  and  so 
have  large  production  runs.  They  can  send  a  few  thousand  over 
here,  and  those  few  thousands,  multiplied  by  so  many  models, 
add  up.  Their  quality  and  technology  are  strong,  their  designs 
exciting.  Their  executives  are  usually  car  men  who  understand 
more  than  a  balance  sheet. 

Our  Detroit-based  industry  doesn't  export,  so  taking  a 
chance  on  a  new  model  is  a  terribly  expensive  venture.  But 
every  time  I  see  that  Chrysler  300C,  or  Ford  Mustang,  or  yes,  a 
big  black  Cadillac  Escalade  roll  down  the  street,  I  know  the 
home  team  is  still  capable  of  building  winners.  F 


Commonly  held 
beliefs  that 
ain't  so:  that 
hydrogen  cars 
are  on  their  way, 
that  Chinese 
manufacturers 
will  flood  the 
U.S.  market,  that 
gasoline  is  going 
to  $3  and  that 
Fiat  will  fail. 


ir  or  next,  except  maybe  in  California,  where  any- 
ng  goes. 


]  Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Monge 

A  venerable  ore 
processor  was 
becoming  another 
casualty  of  the  steel 
business.  John  Brinzo 
pulled  it  out  of 
the  crucible. 
By  Phyllis  Berman 


■  T  WASN'T  A  SURPRISE— WE  COUI 
I  see  it  coming,"  says  John  S.  Brinz 
I  chief  executive  of  Cleveland-Clifi 
I  which  has  been  supplying  iron  ore 
I  the  steel  industry  since  1847.  Still,  1 
I  recalls,  the  Dec.  29,  2000  demise 
LTV  Corp. — the  nation's  third-largt 
steelmaker  and  Brinzo's  largest  cu 
tomer — was  a  disaster  for  Brinzo's  con 
pany.  The  bankruptcy  left  Cleveland  wi 
600,000  worthless  LTV  shares  and  an  equal 
worthless  ten-year  contract  to  sell  iron  o 
to  LTV.  It  was  also  on  the  hook  for  mana 
ing  Lrv's  high- fixed-cost  iron  ore  mine 
northern  Minnesota,  but  left  with  virtual 
no  takers  for  its  ore  pellets,  what  with  tl 
shrinking  population  of  blast  furnaces 
the  U.S.  "We  had  ore  piling  up  on  o 
docks,  but  no  one  to  ship  to,"  sighs  Brin2 
a  35-year  veteran  who  had  been  at  the  tc 
for  less  than  a  year.  "It  seemed  there  mig 
be  no  other  option  but  to  start  closing  o 
own  mines." 

Instead,  he  started  buying  pieces  of  t 
mines  of  troubled  steel  producers  in  ti 
hope  that  the  industry  would  crawl  back, 
had  to — or,  as  he  testified  before  a  Cor 
merce  Department  hearing  in  2001,  "t 
ability  of  our  nation  to  defend  itself, 
make  the  tanks,  airplanes,  bridges  and  tu 
nels,  will  disappear." 

Self-serving,  to  be  sure.  At  the  tin 
Cleveland- Cliffs  processed  around  half 
all  iron  ore  in  the  U.S.  but  owned  little 
the  tonnage,  making  money  mainly  fro 
$?management  fees  and  royalties  paid  by  st< 
companies  that  owned  the  mines.  All  c 


 :  


jming  out  of  the  mines  is  low-grade,  with 
on  content  of  around  35%.  Pelletizing 
lat  ore — a  laborious  process  of  grinding, 
:parating,  concentrating,  filtering,  drying 
id  heating — bumps  that  content  up  to 
Wo  or  so.  That's  good  enough  to  go  into 
steelmaker's  blast  furnace  to  make  unfin- 
hed  slabs.  But  since  it  costs  $100  million 
i  reline  an  old  furnace,  steelmakers  were 
tuttering  their  older  furnaces  and  turn- 
ig  to  cheaper  imported  slabs. 

Brinzo,  63,  hoped  to  change  the  dy- 
imics  of  that  game.  While  Cleveland's 
dance  sheet  was  none  too  healthy  (its  debt 
as  66%  of  capitalization  in  2001),  it  was 
)le  to  pick  up  distressed  assets  for  little  or 
3  cash,  plus  the  assumption  of  the  mines' 
ibilities,  along  with  long-term  contracts 


came  the  more  deep-pocketed  Wilbur  Ross 
with  the  same  idea,  only  he  was  willing  to 
buy  the  liquidated  assets  of  the  entire  LTV 
operation.  Brinzo  happily  backed  off. 

The  two  men  had  met  years  back  when 
Brinzo,  a  creditor  in  LTV's  first  brush  with 
bankruptcy  (1986-93),  dealt  with  Ross,  an 
investment  banker  at  what  was  then  Roth- 
schild Inc.  Now  Ross  approached  Brinzo 
for  an  equity  contribution.  Cleveland-Cliffs 
would  chip  in  $17  million  in  exchange  for 
7%  of  a  new  steel  company  about  to  be  re- 
organized as  International  Steel  Group  and 
a  contract  to  be  ISG's  primary  supplier  of 
ore.  Cleveland  offered  to  unload  its  accu- 
mulating iron  ore  onto  ISG's  docks — and  to 
let  ISG  run  up  a  tab  for  120  days. 

Cleveland's  luck  eventually  turned.  One 


Steelworkers  union.  A  month  later,  as  the 
talks  faltered,  he  threatened  to  bring  in 
scabs  and  went  as  far  as  moving  residential 
trailers  onto  the  parking  lots  outside  his 
Minnesota  and  Michigan  mines.  With  both 
the  politicians  and  the  press  aligned  against 
him,  Brinzo  stood  firm.  "I  wasn't  going  to 
risk  an  interruption  of  the  flow  of  pellets 
to  those  aging  blast  furnaces  because  that 
may  well  have  resulted  in  [their]  being  shut 
down  forever,"  he  says.  Soon  after,  a  strike 
was  averted  and  a  settlement  reached  (it  in- 
cluded $2-an-hour  wage  hikes  over  five 
years,  plus  some  increases  in  pensions  for 
current  and  retired  workers  in  exchange  for 
health  care  cutbacks  and  work-rule 
changes). 

Last  year  Cleveland-Cliffs  broke  into 
the  black  for  the  first  time  since  2000,  net- 
ting $107  million  (before  special  items)  on 
sales  of  $1.2  billion.  A  tightening  of  global 
supplies  helped,  enabling  Brinzo  to  lift 
prices  20%.  (This  year,  he  thinks,  price  in- 
creases could  translate  into  an  additional 
$211  million  in  sales  on  the  same  tonnage.) 
So  Cleveland,  with  $400  million  in  cash  and 
its  debt  all  paid  off,  intends  to  keep  buying. 
Today  it  manages  38  million  tons  of  North 
American  iron  ore  capacity  and  directly 
owns  23  million  tons  of  capacity.  But 
Brinzo  is  missing  out  on  a  lot  of  action  out- 
side the  U.S.  Global  demand  for  "seaborne" 
ore — shipped  from  one  country  to  an- 
other— is  550  million  tons  a  year.  Four  out 
of  five  tons  are  provided  by  only  three  com- 
panies— Brazil's  CVRD  and  Australia's  BHP 
Billiton  and  Rio  Tinto. 


With  both  the  politicians  and  the  press  against  him,  Brinzo  stood 
asn't  going  to  allow  an  interruption  of  the  flow." 


"  ore.  Increased  stakes  and  acquisitions — 
e  properties  from  2000  to  2004,  boosting 
share  of  North  American  ore  capacity 
ove  30% — represented  a  radical  depar- 
re  from  the  company's  traditional  busi- 
ss.  Instead  of  just  processing  all  that  ore, 
decided  to  own  a  lot  of  it,  too. 

The  rebound  in  ore  prices  didn't  hap- 
n  right  away.  But  at  least  Brinzo  found  a 
;nt  for  his  unused  output.  When  LIV  de- 
red  Chapter  1 1 ,  he  determined  to  buy, 
th  financing  from  a  private  equity  group, 
Cleveland  Works  steel  mill,  which 
ned  out  4  million  tons  of  steel  a  year.  In 


week  after  Ross  closed  on  LTV  the  Bush 
Administration  imposed  a  tariff  on  im- 
ported steel;  over  the  next  18  months,  until 
the  duty  was  lifted,  U.S.  steel  prices  rose 
25%.  ISG  turned  into  a  vibrant  business, 
thanks  in  part  to  Ross'  deal  to  pick  up  assets 
without  long-term  pension  and  retiree 
obligations.  The  weak  U.S.  dollar  and  out- 
size Chinese  demand  also  helped.  By  2003 
Cleveland  had  halved  its  net  losses  to 
$35  million  from  a  year  earlier  while  in- 
creasing revenue  39%  to  $858  million. 

But  Brinzo's  troubles  weren't  over.  Last 
June  he  started  negotiating  with  the  United 


Brinzo's  path  to  that  seaborne  ore  is  to 
acquire  Portman  Mining,  Australia's  third- 
largest  ore  extractor,  at  6  million  tons  a 
year.  But  his  $480  million  offer  wasn't  high 
enough.  In  late  February  CVRD  hoisted  its 
benchmark  ore  price  by  71.5%,  forcing 
Cleveland-Cliffs  to  raise  its  bid  for  Port- 
man  by  13%.  With  no  rival  bidders  and  a 
$6  million  penalty  promised  to  Cleveland  if 
Portman  walks  away,  Brinzo  is  confident. 
The  deal,  he  says,  will  turn  his  once-ailing 
company  into  "an  international  merchant 
miner."  That  should  enable  it  to  weather 
the  next  158  years.  F 
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Cocoa 

Barry  Callebaut,  the  world's  biggest  chocolatier,  is  barely 
known  in  the  U.S.  Its  antioxidant,  guilt-free  candy  could 
change  that  in  a  hurry  I  By  Richard  C.  Morais 


MIEL  PATISSERIE  ON  17TH  STREET  IN 
Philadelphia  is  an  opium  den  for 
chocoholics.  The  honey  ganache  is 
enrobed  in  chocolate  with  a  71% 
cocoa  content,  while  the  cakes  and 
patisseries  are  heavy  with  chocolate 
hazelnut,  mousse  and  layers  of  the 
brown  heroin  moistened  with  rum.  Just  stepping  into  the  store 
clogs  the  arteries. 

But  maybe  not  forever.  This  artisanal  shop  gets  its  raw  choco- 
late from  Zurich-headquartered  Barry  Callebaut  AG,  the  world's 
largest  manufacturer  of  cocoa  and  chocolate.  In  Europe  this 
$3.5  billion  (revenue)  industrial  supplier  of  chocolate  is  on  the 
verge  of  launching  a  polyphenobrich  chocolate  that — if  ongoing 
scientific  studies  pan  out — will  lower  your  cholesterol.  "If  it  tastes 
good  and  is  good  for  you,"  says  Robert  Bennett,  Miel  Patisserie's 
chef  and  owner,  "I  will  use  it  to  the  hilt." 

Barry  Callebaut  is  the  1 996  concoction  of  the  Swiss-based 


Klaus  Jacobs,  who  merged  his  Belgian  chocolate  maker,  Calleba 
with  French  rival  Barry.  Jacobs  got  off  the  FORBES  billionaires 
through  a  clever  asset  shuffle  involving  his  family-run  charity.  E  to( 
his  wife  and  the  Jacobs  family's  holding  company  still  own  aim 
60%  of  the  firm  that  is  the  only  vertically  integrated  player  in  1 
$58  billion  chocolate  industry.  Barry  Callebaut  competes  w 
Cargill  and  ADM  in  Africa  and  Asia  for  the  two  annual  harvests  k 
the  cocoa  bean,  processing  15%  of  the  globe's  entire  cocoa  pi 
duction.  It  also  competes  with  the  likes  of  Hershey  and  Mars 
the  business  of  making  and  selling  branded  brown  bonbons. 

At  the  Barry  Callebaut  plant  in  Wieze,  Belgium — t 
world's  largest  chocolate  factory — vats,  conveyor  belts,  pres 
and  churning  turbines  extract  the  kernels  (nibs)  from  coc 
beans  and  produce  a  cocoa  liquor,  which,  after  additioi 
refining,  is  separated  into  cocoa  powder  and  cocoa  butl 
These  basic  materials  then  go  through  a  battery  of  comp 
cated  processes — stabilizing,  filtering  and  a  kind  of  grindir 
mixing  called  conching — to  create  tailor-made  chocol  ' 


- 
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oducts  for  food  giants  like  Unilever,  Kellogg  and  Nestle. 

The  company's  shares  were  languishing  a  few  years  ago,  and 
trick  De  Maeseneire,  a  Belgian  executive  brought  over  from 
lecco  (the  Swiss  temp  personnel  agency  in  which  the  Jacobs 
nily  also  has  a  significant  share),  was  given  the  corner  office  in 
02.  The  Insead-educated  De  Maeseneire  immediately  tackled 
rry  Callebaut's  inefficient  network  of  plants:  the  Pennsauken, 
J.  factory,  one  of  the  smaller  U.S.  plants,  for  example,  was  dab- 
ng  in  everything  from  grinding  "cocoa  cake"  to  molding 
ocolate.  The  100-man  factory  work  force  was  slashed  to  45 
d  ordered  to  become  specialists  of  liquid  chocolate,  to  the 
he  of  63  million  pounds  a  year. 

But  the  chocolatier  also  moved  boldly  into  supplying  the 
|t-growing  private  labels  of  chains  like  Germany's  Aldi  and 
iierica's  Wal-Mart.  "We  asked  ourselves,"  says  De  Maeseneire, 
'hy  will  outsourcing  happen  in  the  computer  and  car  indus- 
fes  and  not  in  the  food  industry?  Well,  it  is  happening.  And, 
!>ecially  in  Europe,  we  also  see  the  growing  importance  of  pri- 


vate labels."  Claims  investment  bank  UBS:  "The  company's  high 
standards  in  meeting  clients'  needs,  and  its  global  network,  posi- 
tion Barry  as  the  favored  chocolate  producer  globally." 

Not  just  words.  Sales  and  earnings  per  share  were  up  13% 
and  12%,  respectively,  in  fiscal  2004,  and  in  the  last  two  years 
Barry  Callebaut's  once-underperforming  Zurich-traded  shares 
have  doubled  to  $240,  or  13  times  trailing  earnings. 

Chocolate  making  at  this  level  shares  a  lot  with  the  fashion, 
eyeglass  or  watchmaking  industries:  You  need  the  volume  of  the  in- 
dustrial clients  to  make  your  factories  efficient,  but  the  real  profits 
are  found  in  building  your  own  labels.  So  Barry  Callebaut  spent 
$225  million  on  Stollwerck,  a  troubled  German  chocolate  manu- 
facturer with  17  brands;  the  consumer  business  was  refocused 
around  its  Sarotti  label.  Analysts  at  Bank  Vontobel  are  convinced 
Barry  Callebaut  is  still  on  the  prowl  for  a  "superpremium  brand" — 
possibly  Neuhaus  of  Belgium — to  compete  with  classy  Lindt  & 
Spriingli,  but  De  Maeseneire  dismisses  the  rumor:  "We  don't  want 
to  be  a  European  company  only.  We  want  to  be  a  global  company." 
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Which  means  boosting  the  firm's  presence  in  Asia  along  with 
the  U.S.  That's  no  small  task.  Chocolate  is  an  exotic  Western 
foodstuff  for  most  of  Asia.  The  Chinese  consume  1 .8  pounds  of 
chocolate  per  capita  annually,  the  Japanese  4  pounds.  The  U.S. 
does  1 1.7  pounds  per  capita,  Switzerland  22.7  pounds. 

In  1997  Barry  Callebaut  opened  a  large  plant  in  Singapore, 
complete  with  a  "chocolate  academy"  to  teach  aspiring  Asian 
chocolatiers  the  fine  art  of  pralines  and  truffles;  last  year  a  sales 
office  opened  in  Tokyo.  Asia  is  now  one 
of  Barry  Callebaut's  fastest-growing 
markets,  albeit  off  a  low  base.  Well- 
heeled  Japanese  are  taking  to  gourmet 
chocolate  the  way  they  once  took  to 
Hermes  scarves.  Wittamer,  an  old- 
school  Brussels  chocolatier,  has  seven 
shops  in  Japan,  built  by  a  Japanese  part- 
ner; rival  Pierre  Marcolini  recently 
opened  in  Tokyo's  fashionable  Ginza  as 
well  as  in  New  York.  Barry  Callebaut 
supplies  not  only  these  boutiques  but 
also  an  estimated  35%  of  the  globe's 
gourmet  chocolatiers. 

In  the  U.S.  the  $4.4  billion  (rev- 
enue) Hershey  Foods  is  America's 
brand  leader  in  confectionary  and  is  far 
more  profitable  than  Barry  Callebaut. 
But  that  doesn't  mean  the  American 
giant  isn't  vulnerable.  Hershey  isn't  in 
the  African  bush  handling  raw  cocoa, 
and  its  1 8  plants  are  all,  but  for  one  in 

Brazil,  situated  in  the  Nafta  zone.  Barry  Callebaut  has,  by  con- 
trast, plants  in  22  countries  and  will  be  a  force  to  reckon  with  if  it 
can  successfully  build  a  diverse  portfolio  of  brands  around  its 
backroom  strengths. 

So  that's  why,  in  September  2003,  De  Maeseneire  did  a 
sweetheart  deal  with  yet  another  of  the  Jacobs'  companies  and 
acquired  the  troubled  U.S.  confectioner  Brach's  for  a  bargain 
$16  million  in  assumed  debt.  The  1904-founded  sweets  dealer  is 
ranked  sixth  in  the  U.S.  The  Swiss  moved  Brach's  headquarters 
to  Dallas — to  keep  an  eye  on  the  new  Mexican  plant  that  was 
replacing  a  shuttered  factory  in  Chicago — and  raided  U.S.  food 
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Source.  Euromonitor. 
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Chief  Executive  Patrick  De  Maeseneire  in  Barry  Callebaut' 
Belgian  chocolate  factory,  the  world's  largest. 

companies  for  management  talent.  Brach's  hidde 
asset  was  an  in-house  army  selling  candy  directly 
more  than  20,000  stores  across  the  country,  and  Ban 
Callebaut  is  using  this  sales  force  to  pitch  supermark 
chains  on  high-quality  private-label  chocolat 
European-style  chocolate  under  the  Sarotti  brand  ar 
seasonal  chocolates  for  Valentine's  Day,  Easter  ar 
Halloween. 

At  an  Acme  market  in  South  Philadelphia,  a  coi 
struction  worker  at  the  Brach's  stand  shovels  $4.49- 
pound  peanut  clusters  into  a  bag.  Brach's  Hallowet 
sales  were  up  22%  last  fall,  and  a  new  line  of  chocola 
bunnies  and  eggs  is  being  developed  for  Easter  2006.  But  Bar 
Callebaut's  white-coats  are  also  busy  creating  a  portfolio 
"healthy"  products:  chocolates  made  with  added  fiber  or  with  ri 
powder  (for  the  lactose  intolerant);  a  specially  processed  coo 
butter  sold  as  a  gelatin  substitute;  and  sugar-free  chocolates  th 
actually  taste  good.  Daniel  Carley,  Brach's  eastern  U.S.  area  ma 
ager,  points  at  a  competitor's  sugar-free  chocolate  and  makes 
face.  "It's  like  chewing  on  a  box,"  he  says.  "We're  going  to  take  pi 
of  the  market." 

A  tall  order,  of  course.  Brach's  ai 
Sarotti  aren't  anywhere  near  Hersh 
<^ l^g  BilliOII  or  Mars.  Sarotti's  logo  in  Europe,  f 
example,  is  a  Sambo-type  character 
turban  and  pointy  shoes,  suggesti: 
Barry  Callebaut  has  yet  to  learn  the « 
of  global  brand  building.  But  the  un; 
suming  Swiss  firm  shouldn't  be  d 
missed  lightly.  After  two  short  years  til 
former  commodity  supplier  has  46 
of  its  trade  coming  from  higher-mi 
gin  gourmet  and  consumer  goods. 

And  De  Maeseneire  might  ha 
an  ace  up  his  sleeve.  Cocoa  is  ri 
in  polyphenols,  antioxidants  tf 
neutralize  the  body's  free-radii 
molecules  and  are  known  to  ha 
beneficial  effects  on  cholesterol,  ca 
cer,  blood  pressure  and  long-tei 
memory.  A  subclass  of  polyphenol: 
naturally  present  in  cocoa  at  lev 
twice  as  high  as  in  red  wine  and  four  times  as  high  as  in  tea. 

Alas,  the  compounds  are  largely  destroyed  during  coc 
fermentation  and  in  the  heat  of  chocolate  making.  But  Bai 
Callebaut  has  patented  a  production  technique  that  extra 
the  polyphenols  early  on  in  cocoa  processing  and  then  resto 
them  during  the  final  stages  of  chocolate  production.  Universil 
and  institutes  in  Europe  have  been  commissioned  to  evalu 
scientifically  the  health  benefits  of  the  firm's  polyphenol-r: 
chocolate.  If  De  Maeseneire  can  extract  a  guilt-free  candy  frc 
this  scientific  development,  he  will  put  Hershey  and  Mars 
the  defensive. 
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Why  Not?  j  By  Ian  Ayres  &  Barry  Nalebufl 


Peer  Pressure 


WHY  NOT  HAVE  THE  HEATING  BILL  TELL  YOU  IF 
you're  using  too  much  energy?  Most  heating  bills 
report  how  much  gas  or  electricity  you  used  last 
month  compared  with  a  year  ago.  A  lot  of  them 
also  report  heating  degree  days  (how  far  and  how 
long  the  temperature  veered  below  65  degrees  over  the  course  of 
the  month).  But  this  pair  of  numbers  isn't  very  helpful.  Together 
they  don't  tell  you  whether  you  need  to  upgrade  your  insulation. 

There's  a  better  way  to  answer  this  question.  Just  tell  people 
how  much  energy  they  used  that  month  compared  with  other 
people  in  similar-size  homes.  In  many  cities  (including  our  own 
New  Haven),  the  square  footage  of  each  house  is  publicly  avail- 
able— so  the  gas  company  could  calculate  the  energy  per  square 
foot  for  each  house  and  display  the  information  on  each  month's 
bill.  Further  helping  you  out  by  doing  the  math,  it  could  report 
energy  consumed  (in  BTU)  per  square  foot  per  degree  day. 

We'll  call  this  measure  B-Tush  (BTU  per  square  foot  per  heat- 
ing degree  day).  The  key  here  is  to  report  how  folks  did  relative  to 
their  neighbors.  According  to  a  1997  Department  of  Energy  sur- 
vey, the  U.S.  average  B-Tush  is  10.  If  you  are  up  to  25,  then  you  are 
among  the  worst  10%.  You  should  invest  in  better  insulation — 
or  else  turn  down  the  thermostat  and  buy  some  sweaters. 

There  are  two  elements  to  this  approach  to  energy  conser- 
vation. First,  give  people  good  data.  Second,  use  peer  pressure. 

Yale  environmental  expert  Daniel  Esty  has  used  peer  perfor- 
mance comparisons  to  motivate  competition  on  a  much  larger 
scale.  His  Center  for  Environmental  Law  &  Policy  releases  an 
Environmental  Sustainability  Index  (yale.edu/esi),  which  ranks 
nations  using  a  combination  of  76  measures,  including  water 
quality,  overfishing,  greenhouse  gas  emissions  and  child  mortal- 
ity from  respiratory  diseases. 

Overall  the  U.S.  ranks  45th  out  of  146  countries.  Esty  observes: 
"Americans  are  often  shocked  at  how  low  we  rank.  In  Europe  peo- 
ple are  shocked  at  how  high  the  U.S.  ranks."  Both  reactions  have 
a  foundation.  Our  drinking  water  is  tops  in  the  world.  On  green- 
house gas  emissions  the  U.S.  comes  in  near  the  bottom. 

Ranking  countries  has  proven  to  be  a  great  way  to 
spur  laggards  to  improve.  Mexico  and  South  Korea  were 
upset  about  their  low  rankings  in  the  2002  index  and 


took  specific  actions  to  improve.  Mexico,  for  example,  establish! 
a  set  of  environmental  performance  indicators  for  its  32  stat< 
giving  each  quantitative  targets  for  improved  results.  In  Sou 
Korea  the  Environment  Ministry,  with  support  from  the  busint 
community,  made  substantial  investments  in  reducing  air  ar 
water  pollution,  two  arenas  in  which  it  lagged.  These  efforts  pa 
off,  and  South  Korea  moved  up  22  places  in  the  2005  rankings 
Could  benchmarking  perversely  cause  above-average  cou: 
tries  to  slack  off?  It  could.  But  competition — the  will  to  win- 
a  powerful  force.  As  Esty  explains:  "After  Norway  came  in  se 
ond,  the  prime  minister  asked  for  a  meeting  to  discuss  t 
results.  Rather  than  crowing  about  Norway's  superb  showing, 
he  wanted  to  talk  about  was  what  his  country  could  do  to  ovc 
take  Finland  and  become  number  one." 

We  predict  a  similar  Lake  Wobegon  effect  at  the  individi. 
level,  as  everyone  strives  to  be  better  than  average — even  if  ti 

results  aren't  so  public. 

Benchmarking  cou 
inspire  all  sorts  of  socia 
desirable  behavior.  Want 
know  how  much  of  yoi 
income  to  give  to  charity?  T 
average  American  gives  2C, 
But  that  percentage  v; 
widely  with  age  and  income, 
would  be  simple  for  the  Inte 
nal  Revenue  Service  to  provi 
taxpayers  with  a  table  telli 
them  whether  they  gave  mo 
or  less  than  the  average  f 
their  age  and  income  brackel 
Better  benchmarking  c; 
aid  students  in  their  choice 
careers.  For  example,  1; 
schools  might  tell  admitted  students  the  probability  that  th 
will  become  lawyers.  In  a  recent  study  (using  statistics  fro 
1991)  Ian  Ayres  and  Richard  Brooks  estimated  that  at  the  lo 
est-ranked  law  schools  86.4%  of  entering  black  students  had  It 
than  a  50%  chance  of  becoming  lawyers.  (At  the  highest-rank 
schools,  only  6.1%  of  blacks  were  in  this  high-risk  group.)  Sor 
of  the  students  might  have  pursued  other  careers  or  oth 
schools  if  they  had  this  information. 

Sociology  professor  H.  Wesley  Perkins  has  shown  that  bene 
marking  can  help  college  students  decide  how  much  to  drir 
Many  students  have  inflated  beliefs  about  how  much  their  pe 
imbibe.  When  students  discover  that  few  of  their  peers  have  mc 
than  five  drinks  at  a  party,  they  drink  less.  The  results  of  this  bene 
marking  campaign  have  been  successful  in  reducing  heavy  drin 
ing  at  colleges  throughout  the  country,  including  the  whole  Ca 
fornia  state  university  system.  Rather  than  telling  students  "Ji 
say  no,"  it  is  more  effective  to  say,  "Just  be  like  everybody  else.' 


If  your  fuel-oil 
company  could 
tell  you  that  you 
waste  a  lot  more 
energy  than 
your  neighbors, 
you  might 
be  inspired  to 
invest  in 
insulation. 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School 
and  Yale  School  of  Management.  They  are  coauthors  of  Why  Not? 
Visit  them  at  forbes.com/whynot. 
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Makers&Breakers  

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Hey,  Kids,  Listen  Up 

The  youth  market  is  maddeningly  fickle,  but  one  promotional, 
retailing  and  media  firm  seems  to  have  captured  its  pulse.  Nine- 
year-old  ALLOY  (6,  ALOY)  has  done  well  helping  kids  know  what's 
cool — which  shoes  to  buy,  clothes  to  wear,  music  to  down- 
load— and  selling  to  them. 

The  stock  market,  however,  has  been  less  happy  with  Alloy. 
The  company's  share  price  has  shriveled  considerably  from 
1999,  when  Alloy  went  public  at  $15.  While  revenue  has  grown 
nicely,  profits  are  still  elusive.  One  key  reason  is  that  Alloy  has 
spent  a  lot  buying  out  rivals.  In  2003,  for  instance,  it  purchased 
youth  marketer  and  retailer  Delia's  Corp.  for  $50  million,  thus 
boosting  Alloy's  database  by  40%  to  27  million  young  names. 

Analyst  Peter  Benedict  of  CIBC  World  Markets  believes  that 
Alloy's  marketing  skill  and  recent  cost-cutting  should  brighten 
its  bottom  line.  While  Alloy  hadn't  reported  2004  results  when 
we  went  to  press,  Benedict  expects  revenue  to  climb  9%  to 
$405  million — and  losses  to  jump  28%  to  $19.2  million.  For 
2005,  though,  he  expects  losses  will  shrink  to  $3.6  million  on 
$450  million  in  revenue.  The  firm's  enterprise  value  (debt  plus 
market  value  of  stock)  is  0.6  times  the  latter  revenue  figure. 

Winning  high  honors  from  both  Promo  and  Ad  Age  maga- 
zines for  its  marketing  prowess,  Alloy  was  founded  by  two 
General  Electric  alumni  who  believed  the  vast  Generation-Y 
(60  million  people  between  ages  10  and  24)  to  be  underserved. 
Matthew  Diamond,  36,  and  his  partner,  James  Johnson,  37, 
started  out  peddling  youth  merchandise  online  and  by  direct 
mail.  Now  they  sell  apparel  and  accessories  at  55  Delia's  stores 
across  the  country.  Their  entertainment  division  is  successful, 
particularly  with  books,  such  as  the  bestseller  Tlie  Sisterhood  of 


the  Traveling  Pants  by  Ann  Brashares,  soon  to  be  a  feature  filn 
Last  year  Alloy  formed  a  joint  venture  with  Regal  Enterta 
ment  Group,  the  movie  theater  chain,  to  spotlight  advertisers 
interactive  kiosks,  restroom  media  panels  and  backlit  pos 
cases.  Alloy  furnishes  schools  with  free  book  covers  sporting  a 
When  youngsters  show  up  at  college,  they're  likely  to  find  bo 
of  Alloy-promoted  goods  in  their  dorm  rooms,  contain; 
everything  from  Clairol  shampoo  to  AOL  CD-ROMs.  In  20 
SpongeBob's  licensors  sponsored  the  box,  and  Alloy  suppl 
the  promo  samples.  Then  there's  the  deal  with  Rite-Aid, 
which  Alloy  lures  teen  girls  into  the  drugstores  with  contests  z 
discounts  for  items  like  cosmetics. 

The  concept  of  hooking  them  while  they  are  young  i 
sound  one.  So  is  buying  Alloy  stock  cheaply.  — Jean  A.  Bn 


Farming  Out 


Wal-Mart  Stores  started  in  rural  America, 
killing  smaller  businesses.  But  one 
country-oriented  re- 
tailer is  thriving.  The 
523-shop  TRACTOR 
SUPPLY  CO.  (42.  TSCO), 
the  largest  farm  stores 
chain,  caters  to  the 
growing  trend  of 
farming  as  a  hobby. 
Tractor  Supply  sells 
such  items  as  portable  hay  elevators  and 
anise-flavored  horse  treats.  In  2004  net  in- 
come rose  1 6%  to  $65  million  on  sales  of 
$1.7  billion,  up  18%. 

Luckily,  Tractor  Supply's  rural  terri- 


tory doesn't  overlap  too  much  with  Wal- 
Mart  and  Home  Depot,  which  are  eyeing 
more  populated  areas,  says  Sandy  A.  Lin- 
coln, chief  market  strategist  at  Wayne 
Hummer  Asset  Management.  Tractor 
Supply  trades  at  25  times  trailing  earnings 
(Wal-Mart,  22;  Home  Depot,  17).  Lincoln 
argues  that  the  growth  prospects  justify 
the  premium  price.      — Susan  Kitchens 


How  Crude 


Recall  Jimmy  Carter's  1970s  synthetic 
fuels  boondoggle?  These  days,  amid  surg- 
ing oil  prices,  synfuels  mania  has  returned 
to  help  the  shares  of  syntroleum  (ll, 
SYNM),  up  54%  since  December.  The 
company  is  trying  to  turn  natural  gas  or 


coal  gas  into  liquid 
hydrocarbons.  Alas, 
Syntroleum  won't 
get  a  cent  from  gas- 
to-liquid  plants  until 
it  has  a  commercially 
viable  one. 

A  chunk  of  its 
revenue  comes  from  research  joint  vi 
tures  with  entities  like  Marathon  C 
Government  contracts  are  a  help,  t' 
Still,  total  sales  dropped  66%  to  $6.6  n 
lion  last  year.  Syntroleum's  losses  in  2( 
were  $41.9  million,  bringing  its  los 
since  1998  to  $226  million.  Money  m; 
ager  R.  Brett  Kramer  of  Pinnacle  Invt 
ment  Advisors  urges  a  short  sale.  Co 
at  $9.  — Daniel  Kru 
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HOW  COMMUNICATIONS,  NETWORKING,  SECURITY  & 
E-COMMERCE  CONVERGE  TO  BENEFIT  YOUR  BUSINESS. 


ww.forbes.com/infrastructure 


telligent  Infrastructure  @  Forbes.com  is  a  new  section  devoted  to  helping  senior  business  executives 
iderstand  how  the  convergence  of  communications,  networking,  security  and  e-commerce  is 
st-changing  the  business  landscape." 

—  Jim  Spanfelier 
President  and  CEO,  Forbes.com 

Forbes.com  Intelligent  Infrastructure  section  offers  the  best  of  several 
Jia  formats:  video,  trade  magazine,  news  wire,  custom  publishing, 
ctory  listings,  reference  library,  community  message  boards  and  events 
.  Plus,  you'll  find  a  wealth  of  case  studies  on  how  business  deploys 
lligent  infrastructure  to  connect  business  and  consumer  services  and 
rove  productivity.  It's  your  single  source  reference  on  the  companies, 
inologies  and  people  behind  the  intelligent  infrastructure  industry. 

it  www.forbes.com/infrastructure  today  to: 

at  late-breaking  industry  news 

jad  about  the  companies  and  people  driving  the  industry 
ack  Forbes. corn's  proprietary  "Intelligent  Infrastructure"  stock  Index 
i^arn  about  new  technologies  transforming  business  productivity 
igage  your  peers  in  discussions,  roundtables  and  chats 
id  related  white  papers  and  research 
'How  industry  conferences  and  events 

it  www.forbes.com/infrastructure  today  SPONSORED  BY 


Yes,  But  James  Grant 


Dollar  Daze 


NO  SOONER  DID  THE  PRIME  MINISTER  OF  JAPAN  SPEAK 
than  one  of  his  own  faithful  ministers  insisted  he  mis- 
spoke. "I  believe  it  is  necessary  for  Japan  to  diversify 
its  foreign  exchange  reserves,"  said  Junichiro  Koizumi 
on  Mar.  10.  Minutes  later  a  senior  Japanese  financial 
official  rushed  to  insist  that  he  hadn't  meant  it.  "Given  current 
market  conditions,  it  would  be  unwise  for  us  to  be  selling  dol- 
lars," corrected  the  functionary. 

Unwise  for  them,  maybe.  But  for  the  readers  of  FORBES? 
A  monetary  update  is  in  order.  I  am  bearish — still — on  the 
U.S.  dollar.  Yet  I  am  also  bearish  on  the  most  popular  alter- 
native to  the  dollar.  But  I  am  bullish  on  an  alternative  to  the 
alternative. 

Most  dollar  bears  are  bullish  on  the  euro.  It  is  liquid  and, 
with  its  2%  money  market  interest  rates,  relatively  high  yield- 
ing (the  yen  yields  0%,  the  Swiss  franc  0.75%).  Most  impor- 
tant, there  is  no  central  European  finance  ministry  to  sup- 
press the  rise  in  its  value.  It  circulates  in  a  dozen  countries,  the 
supposed  cream  of  the  crop  of  the  25-state  European  Union. 

Because  the  euro  can  go  up,  it  has  gone  up — to  $1.35  now 
from  82  cents  in  October  2000.  "The  euro  is  going  to  be  the  anti- 
dollar,"  a  London  currency  trader  was  quoted  as  saying  by 
Bloomberg  late  in  February  This  was  in  the  wake  of  a  report 
that  the  Bank  of  Korea  was  urging  the  Korean  government  to 
diversify  the  national  war  chest  out  of  the  dollar  (anticipating 
the  Japanese  a  couple  of  weeks  later,  Korean  officials  instantly 
backpedaled). 

If  the  euro  knocked  the  dollar  off  its  reserve-currency 
pedestal,  it  would  be  a  first  in  the  history  of  geopolitics.  You  need 
more  than  a  conscientious  central  bank  to  establish  the  world's 
top  monetary  brand.  The  British  had  the  Royal  Navy.  The 
United  States  has  the  U.S.  Navy,  Army,  Air  Force,  Marines  and 
Coast  Guard.  The  euro  zone  is  a  mere  confederation.  Like  the 
Pope,  it  is  unarmed. 

Promoters  of  the  European  Monetary  Union  envisioned 
the  single  currency  as  a  kind  of  pancontinental  deutsche 
mark.  It  hasn't  been,  and  couldn't  be.  True,  the  European 
Central  Bank  is  hitting  its  self-imposed  inflation  targets 
(a  rate  of  rise  in  the  composite  euro-zone  consumer  price  I  i& 


index  of  "below,  but  close  to,  2%  over  the  medium  term" 
And,  true,  that  is  all  the  ECB  is  expected  to  do.  But  the  Frenc! 
German  and  Italian  economies  are  stalled,  and  the  numbi 
of  German  jobless  has  just  topped  5  million,  highest  sin< 
the  1930s. 

The  Germans  had  insisted  that,  as  a  precondition  to  the  su 
render  of  their  beloved  DM,  fiscal  discipline  within  the  euro  zor 
must  be  unalterably  fixed.  Thus  the  economic  union's  so-callt 
stability  and  growth  pact  stipulated  that  no  member  counti 
could  run  a  budget  deficit  greater  than  3%  of  gross  domest 
product.  Now  even  Germany  and  France  are  way  over  the  lim 
What  are  they  doing  about  it?  They  are  trying  to  rewrite  the  st, 
bility  and  growth  pact. 

The  world  will  shrug.  The  contradictions  of  a  tran 
European  currency  were  obvious  from  the  start.  They  ma 
tered  less  and  less  as  the  euro  depreciated.  At  its  lows  wh 

counted  was  purchasir 
power.  The  single  current 
was  cheap,  warts  and  all.  i 
$1.35,  it's  cheap  no  mor 
Euro-zone  interest  rates  a 
lower  than  dollar  rates,  ar 
the  differences  in  borrowir 
costs  between  the  strong  ar 
weak  euro-zone  economi 
are  laughably  narrow.  Singl 
A-rated  Greece  recently  issue 
a  30-year  bond  yielding  on 
26  basis  points  more  than  c 
the  bonds  of  triple-A-rate 
Germany. 

For  the  value-seeking  dc 
lar  bear  the  alternative  I  pr< 
pose  is  an  investment  in  Korea  Electric  Power  (14,  kep),  a.k. 
Kepco,  South  Korea's  big  electric  utility.  To  its  detractors  Kep< 
is  a  cheap  stock  that  will  only  stay  cheap.  Why,  the  bears  poi 
out,  the  Korean  regulatory  authorities  could  even  order  tl 
company  to  cut  the  rates  it  charges  to  its  15  million  consume) 
the  soaring  costs  of  power  production  notwithstanding.  Ar 
they  are  right.  But  Kepco  is  priced  for  disappointment.  Tl 
American  Depositary  Receipts  yield  4%.  They  trade  at  43% 
book  value  and  6.4  times  earnings.  And  though  the  ADRs  a 
traded  in  dollars,  the  won-dollar  exchange  rate  is  implicit  in  tl 
New  York  Stock  Exchange-quoted  price. 

The  won,  like  most  currencies,  is  in  a  bull  market  again 
the  greenback.  In  the  past  year  it  is  up  by  18% — despite  tl 
strenuous  efforts  of  the  Korean  financial  authorities  to  ho 
it  down.  One  of  these  days,  I  expect,  the  Koreans  will  1 
nature  take  its  course,  and  the  won  bull  market  will  go  in 
overdrive.  Then,  too,  dirt-cheap  Kepco  might  generate  son 
happy  business  surprises.  Good  things  happen  to  che; 
stocks. 


FOrbGS      ^ames  Grant  is  the  editor  of  Grant's  Interest  Rate  Obsen 
Visit  his  home  page  at  www.forbes.com/grant. 


Bears  on  the 
greenback  look 
at  the  euro  as 
an  alternative. 
But  the  euro's 
lofty  perch  is 
shaky.  A  better 
choice  is  found 
in  Korea. 
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EW!  Introducing  Forbes.com  Attache. 
Your  Personalized  Productivity  Tool. 

.com  introduces  a  revolutionary  new  personalization  tool  that 


iws  you  to  organize  and  prioritize  the  information  that  matters  most 
rou  from  Forbes.com  and  around  the  Web.  Your  Attache  is  highly 
stomizable,  providing  you  at-a-glance,  instant  access  to  actionable 
irmation  that  will  keep  you  on  top  of  your  game.  Plus,  you  can  take 
r  Forbes.com  Attache  with  you  wherever  you  "travel"  on  the  Web! 

)es.com  Attache  is  easy  and  intuitive  to  use.  No  time-consuming 
rnload  required.  Just  register  to  become  a  member  of  Forbes.com 
start  customizing  your  new,  personalized  productivity  tool, 
that  easy  and  useful.  Here's  what  you'll  find  in  your  Attache: 

ather 

eling?  Get  up-to-the  minute  weather  reports  for  your  local  region  or 
vhere  else  in  the  U.S. 

irts 

me  to  read  the  sports  section?  Catch  up  on  the  latest  scores  and 
<2  highlights  from  your  favorite  teams. 

:ks 

s  your  portfolio  today?  Keep  abreast  of  the  day's  prices  for  your 
;s  or  major  indices.  Plus  you  can  create  watch  lists  of  breaking  news 
t  stocks  in  your  portfolio  or  analyst  briefings  and  conferences. 


Forbes  writers  and  their  story  headlines  will  always  appear 
ir  Attache. 

words 

;e  from  over  100  of  the  most  popular  keywords  used 
bes.com  readers. 
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from  a  list  of  18  available  industries. 

/Types 

e  the  stories  from  your  favorite  content  areas  of  Forbes.com. 

inels  &  Sections 

3  all  the  information  and  stories  you  need  from 
;d  channels  or  sections.  t 
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ze  your  favorite  sources  of  information  from  around  the  Web. 
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Flattened 
The  Curve 


THE  TREASURY  YIELD  CURVE  IS  FLATTENING.  AS  MEA- 
sured  in  the  nearby  chart,  the  difference  between 
ten-  and  two-year  obligations  has  moved  from  2.7 
percentage  points  in  July  2003  to  0.8  now.  And  it  will 
narrow  further,  to  the  benefit  of  some  investors  and 
the  detriment  of  many. 

The  Federal  Reserve's  campaign  has  pushed  its  target  short- 
term  Fed  funds  rate  from  1%  last  June  to  2.5%,  with  more  hikes 
on  the  way.  Subtract  inflation,  using  the  Fed's  favorite  inflation 
measure,  the  consumption  deflator  excluding  food  and  energy, 
and  you  get  a  real  rate  of  interest  of  just  0.9%.  Use  the  past  12 
months'  change  in  the  Consumer  Price  Index  for  an  inflation 
measure  and  you  have  a  real  rate  of  negative  0.5%.  In  other 
words  lenders  are  paying  borrowers  to  take  the  filthy  lucre  away. 
The  Fed  doesn't  like  that.  So  short-term  rates  are  headed  up. 

The  consensus  view  of  the  experts  is  that  long  rates  will  fol- 
low short  rates  up.  I  don't  share  the  majority  view,  so  I  remain  a 
bull  on  long-term  Treasury  bonds.  The  experts,  at  any  rate,  are 
still  waiting  for  their  predicted  outcome.  The  ten-year  Treasury 
yield,  which  was  4.9%  last  June,  is  now  4.5%.  Even  Fed  Chair- 
man Alan  Greenspan  calls  this  development  a  conundrum. 

What's  going  on?  We're  in  a  deflating  world  of  excess  men 
and  machines  in  most  industries.  So,  despite  the  robust  U.S. 
economy,  inflation  (except  for  petroleum)  is  low.  Far  from 
generating  runaway  inflation,  as  most  feared,  leaping  oil 
prices  are  a  tax  that  is  knocking  a  percentage  point  off  gross 
domestic  product  growth.  Meanwhile  growth  is  pitiful  in 
most  other  countries.  And  foreign  central  banks  are  happy 
to  recycle  their  trade  surplus  dollars  into  U.S.  bonds  to  keep 
their  exports  humming. 

Ten-year  yields  did  have  a  brief  spurt  that  commenced  in 
June  2003,  a  year  before  the  Fed  started  to  tighten.  But  given  the 
Fed's  new  transparency,  that  short-lived  leap  likely  anticipated 
most  or  even  all  of  the  Fed's  total  rate-rising  campaign. 

One  consolation:  While  the  yield  curve  may  get  horizontal, 
it's  unlikely  to  invert,  meaning  short  rates  rise 
above  long  yields.  That  happened  in  the  rising- 


inflation  1960s,  1970s  and  early  1980s,  but  not  in  the  low-  a 
declining-inflation  times  before  and  since — other  than  dur 
the  uncertainty-ridden  1999-2000  political  campaign. 

A  flattening  yield  curve  spells  the  end  of  the  carry  trade.  T 
is  the  borrowing  of  cheap  short-term  money  to  buy  fatt 
yielding  long-term  securities.  Expect  widespread  sufferi 
among  banks,  hedge  funds  and  others  addicted  to  this  form 
speculation.  The  rare  winners  do  "curve-flattening"  tradl 
where  they  use  both  long  and  short  Treasurys,  and  will  m; 
money  if  the  spread  narrows. 

In  contrast,  those  who  use  short-term  borrowing  to  final 
long  Treasury  purchases  will  be  hurt  as  short  rates  rise.  Tl 
could  lose  money,  that  is,  even  if  the  prices  of  the  bonds  s 
firm.  Some  hedge  funds  borrowed  abroad  for  this  maneu> 
and  they  will  be  harmed  even  more  as  the  dollar  strengthe 
Other  hedge  funds  are  buying  junk  bonds  and  emerging-m 
ket  debt  with  short-term  money.  Their  speculative  buying 

pushed  up  the  price; 

What  Spread? 


The  gap  between  long-  and 
short-term  yields  is  narrowing. 
This  will  bring  havoc  for  many. 
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Source:  St.  Louis  Federal  Reserve. 
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low-quality  paper  (i 
pushed  down 
yields)  to  unsusta 
able  levels.  Eventua 
rising  short  rates  v 
force  speculators  ou 
these  trades  and  sp 
the  spreads.  Qua! 
problems  at  Gene 
Motors  and  in  La 
America  are  aired 
opening  gaps. 

Individual  invest 
have  their  own  ca 
trade  in  housing  as  L 
borrow  through  adjustable-rate  mortgages  to  leverage  up  tl 
abodes.  Most  adjustable  mortgages  are  linked  to  short-term  in 
est  rates.  As  the  mortgages  get  reset,  homeowners  will  suffer.  1 
damage  among  financial  outfits  will  be  severe.  Finance  comp; 
stocks  today  account  for  21%  of  the  S&P  500's  weight,  and  man; 
those  firms  are  at  heart  spread  lenders,  working  the  yield  curv 
Stocks  to  dump  now  include  those  of  brokers,  who  pay  sh 
rates  for  customer  money  and  invest  it  elsewhere.  They  will 
on  the  casualty  list,  along  with  thrifts  and  mortgage-fina 
companies,  which  use  short-run  borrowing  to  profit  fr 
underwriting  long-maturity  home  loans.  Consumer-fina 
companies  are  in  the  same  fix.  Although  big  banks  have  be 
protection,  since  they  are  in  many  other  businesses  besi 
spread  lending,  regional  and  community  banks,  like  the  thr: 
are  often  at  risk.  Those  closed-end  bond  funds  and  real  est 
investment  trusts  that  are  leveraged — and  that's  most  of  then 
will  be  harmed,  too.  Sell  right  away. 

Most  of  the  yield-curve  flattening  is  over.  Still,  puzzlem 
over  the  compression  and  disbelief  in  its  continuing  h 
delayed  the  effects  on  security  prices.  Be  forewarned. 

A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consult! 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shillii 
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Forbidden  Bass 

I  that  stands  between  you  and  angling  immortality  is  Fidel  Castro.  Temporarily  |  By  Monte  Burke 


JOHN  LANGDALE  JR.,  PRESIDENT 
of  Langdale  Forest  Products  in 
Valdosta,  Ga.,  has  three  bass 
ponds  on  his  farm.  "There  are 
some  pretty  nice  fish  in  them, 
i|>,"  he  says.  But  even  he  succumbed  to 
;  lure  of  forbidden  bass — Cuban  bass, 
i  Over  the  years  Cuban  bass  have 
j'wn  heavy  in  mystique.  Rumors  of  fish 
ghing  up  to  6  pounds  more  than  the 
I  rent  world  record  (22.3  pounds)  have 
fited  with  the  no-trade  winds  across  the 
aits  of  Florida.  Three  years  ago,  while 
iting  the  island  on  a  business  visa, 
igdale  took  a  side  trip  to  go  fishing  on 


Lake  Hanabanilla.  "There's  definitely  a 
chance  Cuba  could  produce  a  20-pound- 
plus  bass,"  he  says. 

Since  Castro's  revolution  in  1959 
Cuba  has  been  off-limits  to  most  U.S.  cit- 
izens, which  of  course  has  only  added  to 
its  allure,  prompting  hundreds  of  thou- 
sands to  vacation  there  illegally.  (For  a 
primer  on  legal  and  illegal  travel,  plus  a 
cautionary  tale  about  one  gringo  who  got 
nabbed,  visit  Forbes.com/extra.)  What 
attracts  them  are  the  sultry  blandish- 
ments of  the  island — its  warm  sea 
breezes,  pulsating  mambo,  fat  cigars, 
sweet  rum  and  not  unattractive  women. 


For  a  certain  subset  of  American  tourists, 
however,  the  lure  of  greatest  luster  is  the 
large-mouth  bass.  Such  sportsmen  turn 
to  Samuel  Yera,  a  guide  and  perhaps  the 
best  bass  fisherman  in  Cuba. 

Yera,  42,  is  slightly  built,  and  his  wire- 
rimmed  glasses  give  him  a  professorial 
air.  By  trade  he  is  a  civil  engineer  and  has 
helped  plan  numerous  highways  and  air- 
ports in  Cuba.  But  his  true  love  is  fishing, 
and  in  particular  the  quest  for  a  world- 
record  bass.  In  childhood  he  was  told  by 
his  father,  Manuel,  the  story  of  the  20- 
year-old,  dirt-poor  farm  boy  named 
George  Washington  Perry  who  caught  a 
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22.3  pound  bass  in  Georgia  in  1932, 
establishing  the  current  record. 

The  story  has  always  had  a  particular 
resonance  for  Yera.  "When  you  hear  that 
a  poor  boy  caught  the  world  record,  it 
gives  you  hope,"  he  says  in  perfect  Eng- 
lish. "Perry's  story  says  it  can  be  for  any- 
body, not  just  those  with  the  money  and 
technology."  Ironically,  Yera's  quest  has 
provided  him  with  two  things  not 
allowed  other  Cubans:  the  chance  to  pur- 
sue his  dream  and  to  make  a  little  more 
money  while  doing  it. 

In  the  mid-1990s  Yera  fished  in  tour- 
naments on  the  weekends,  winning  the 
national  championship  three  times. 
These  affairs  bear  little  resemblance  to 
their  American  counterparts.  In  U.S. 
tournaments  fishermen  zoom  around  in 
$45,000  boats  that  can  do  70mph. 
Cuban  tourney  anglers  use  oars.  "The 
starter's  pistol  fires,  and  then  you  just 
hear  the  chop-chop-chop  of  people  row- 
ing as  fast  as  they  can  to  get  to  the  good 
spots,"  Yera  says.  Cuban 
anglers  also  must  fashion  their 
own  lures,  melting  down  the 
rubber  from  old  tennis  shoes 
to  make  worms. 

While  the  winner  of  the 
2004  Wal-Mart  FLW  Tour 
Championship,  Luke  Clausen, 
took  home  $500,000,  Yera  got  a  small  tro- 
phy and  a  pat  on  the  back  for  each  of  his 
three  wins.  Still,  in  this  small  but  sports- 
obsessed  country,  all  national  champi- 
ons— whether  in  baseball,  boxing  or  fish- 
ing— are  revered. 

In  1997  Yera's  obsession  finally  got 
the  better  of  him,  and  he  quit  his  engi- 
neering job  to  become  a  full-time  fishing 
guide.  It  was  a  gamble.  "The  government 
does  not  understand,"  he  says.  '"Bass 
fishing?'  they  say.  It  is  a  big  industry,  I  tell 
them.  But  they  didn't  listen."  Yera  pro- 
ceeded anyway,  sending  letters  to  tourist 
agencies  and  using  his  contacts  in  the 
tournament  world  to  build  a  viable  busi- 
ness guiding  for  bass  and  for  plentiful 
saltwater  species,  like  tarpon.  In  a  good 
month  he  can  make  $200,  all  in  tips,  ten 
times  what  he  made  as  an  engineer. 

Yera's  favorite  place  to  take  American 
clients  is  Lake  Hanabanilla,  a  7,900-acre 


the  heart  of  the  Sierra  Escambray  Mot 
tains,  170  miles  southeast  of  Havana.  T 
jungly  hillsides  provided  the  hideout 
Che  Guevara  before  his  Dec.  31,  1 
attack  that  drove  General  Fulgenc 
Batista  from  Cuba  and  unofficially  ina 
gurated  the  reign  of  Fidel  Castro.  The  h 
is  where  in  the  1990s  a  26-pound  bass 
reportedly  caught  by  a  Cuban,  thougl 
was  eaten  before  it  could  be  verified  as 
new  world  record. 

Yera  guides  his  battered  fiberg 
boat  into  the  deep,  limpid  water,  using 
old  25hp  Yamaha  motor.  A  motorboat 
rarity  in  this  nation.  He  generally  see 
most  one  or  two  other  boats  on  the  la 
Yera  tells  his  customers  what  lure  to 
and  where  to  cast  it. 

"It  was  all  kind  of  terra  incogn 
down  there,"  says  novelist  Jay  Mclnerr 
who  fished  in  saltwater  with  Yera  a 
landed  a  40-pound  cubera  snapper 
wanted  to  get  a  look  at  Cuba  nc 
because  there's  a  sense  that  it  won't 


Cuban  anglers  melt 
down  RUBBER  FROM 
OLD  TENNIS  SHOE 
to  make  worms. 


much  longer  like  this."  George  Gebha 
owner  of  Park  &  Orchard  restauran 
East  Rutherford,  N.J.,  decided  he  hac 
fish  in  Cuba  after  reading  stories  ab 
the  huge  bass.  The  biggest  fish  his  grc 
caught  with  Yera  was  only  7  pounds,  I 
he  says,  "we  had  a  fish  break  our 
pound  test  line." 

Yera,  dreaming  of  a  visit  to  the  I 
(forbidden  for  now),  pumps  his  clit 
for  information  about  Lake  Okeecho 
in  Florida  and  Lake  Fork  in  Texas 
reads  and  rereads  issues  of  Field  &  Strt 
and  Bassmaster  that  clients  smuggle  dc 
for  him.  "I  want  to  fish  in  California 
in  some  places  that  are  less  crowded, 
Alabama,"  he  says.  No  telling  which 
last  longer:  Perry's  record  or  Cast 
regime. 


reservoir  near  his  home  in  Santa  Clara,  in 
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1-800-471-0856  ID#3337 


For  information  and 
rates  on  advertising 
\^  •  in  the  next  Forbes 
Display  Classified  Secfjojif 
Call  Media  Options 
1-800-442-6441 

mediopt@aol.com 
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Watches 


ATONAL  WATCH  &  DIAMOND 

•  BUY  .  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

-800-8- WATCHES 

it  Our  Web  Site:  nationalwatch.com 

S  Chtilnut  Slum,  Phill ,  PA  ».»J.»«i»*dlti>«b 


Invest 


nvestors  Wanted 

Multi-Family  Trailer  Parks 

Southern  U.S. 
itastic  Return,  Steady  Income. 
Call:  631-374-7342 

631-219-5902 


Newsletter 


NANOTECH  IS  HOT... 
IT  DON'T  GET  BURNED! 

otechnology  is  changing  the  world  and 
iting  the  investing  opportunity  of  a 
me.  We  told  our  readers  to  buy  Flamel 
M  L)  at  $1.60  and  it  is  now  over 
...our  Nanosphere  Portfolio  is  up  over 
%  since  March  2002  and  a  recent 
immendation  popped  31.49%  in  one 
k.  But  beware  of  the  hype!  The 
jes/Wolfe  Nanotech  Report  separates 
true  leaders  from  the  overpriced, 
scribe  Risk-Free,  save  67.5%,  pay  just 
5,  and  get  2  Free  Reports. 

all  800-523-7967  or  go  to 
vww.f  orbeswolfe.com/frb 


Forbes  Lehmann  Income 
Securities  Investor 


ichard  Lehmann  is  Forbes' 
secret  weapon  on  bonds, 
invertibles  and  preferreds. 
;  high-yielding  model  port- 
ios  have  beaten  stocks  for 

the  last  five  years!  Let 
Bhmann  show  you  how  to 
ild  wealth  safely  with  high- 
elding  fixed  income  securi- 
es.  Subscribe  today  and 
receive  three  FREE 
special  reports. 

toll  free  1-877-733-7876  or 
jw.forbesnewsletters.com/lefimann 


Charge 
your  ad 


',  or 

Unlimited  Sales  Leads 
&  Mailing  Lists 


12  Databases  to  Choose  From 
Only  $250  per  month*! 
www.SalesGenie.com 
866-313-8321 

'subscription  includes  2  users  1 5F0R 


Credit  Report 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $75  per  Month*! 
Call  888-797-0831 

CREDIT/2^ 

a  division  of  /nfoUSA 
*  Online  access,  per  user.  1 7FT2 


Office  Furniture 
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Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

Internet  special  -*399.w 
plus  s30.m  shipping 

www.e-chairusa.com 


theQ-chdirUSA  866-474-8748 


Health/Back  Pain 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briorcliff  Manor,  NY  105 10 
www.postureeducation.com 


CALL  TOLL-FREE  1.800-392-0363 


Forbes 

Subscriber 
Service 


To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 


RARE  DALI  PRINTS 

If  you  own,  or  are  considering  the  purchase 
of  a  Salvador  Pali  print... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  In  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  I'rints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  vou  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  (SI  5  per  issue) 


A  Retrospective 
of  Master  Prints 


1  -(800)  275-3254 

Jrana  Fine  Art  •  31103  Rancho  Viejo  Road  #2-193  •  San  Jaun  Capistrano,  CA  92675 
hltpi/rtvww  tlaligallcrycnm  •  FAX  3 in-454-2090 
Brana  Fine  Art  •  15332  AntiochSt,*  103,  Pacific  Pafcafe.  CA  90272 


TOP  CEO  COACH 


Serving  Fortune-ranked  Companies 
Contact:  Mark  Weinstein 

800-215-0911  mark@peakhabits.com 

www.peakhabits.com 

DELIGHTED  CLIENTS  NATIONWIDE 


SILVER  DOLLARS 

MORGAN  AND  PEACE  SILVER 

DOLLARS,BARBER  HALF  DOLLARS 

VISIT  US  AT  OUR  WEBSITE: 

www.shinycoins.com 

LILLYCOIN&  STAMP  CO. 

P.O.BOX  728,DUNEDIN,FL  34697-0728 


THOUGHTS 

On  the  Business  of  Life 


rp 

hat  we  are  at  war  is  being  brought  home  to  many  of  us — will  be  brought  home  far  more  forcefully 
in  coming  months.  The  national  interest  demands  that  you  and  I  submit  uncomplainingly  to 
J^m     whatever  curbs  the  authorities  may  impose  upon  us  in  order  to  insure  victory.  Morale  is  cardinally 
important.  Britons  have  exhibited  it  admirably,  notwithstanding  all  they  have  suffered.  No  matter  what  befalls 
U3,  let  us  demonstrate  to  the  world  that  we,  too,  are  made  of  the  right  stuff,  that  Hitler  and  other  enemies 
cannot  discourage  us,  cannot  cause  us  to  sink  into  despair.  — B.C.  FORBES  (1942) 


Fear  is  that  little  darkroom  where 
negatives  are  developed. 

—MICHAEL  PRITCHARD 


As  a  rule,  what  is  out  of  sight  disturbs 
men's  minds  more  seriously  than  what 
they  see. 

— JULIUS  CAESAR 


Tenterhooks  are  the  upholstery  of  the 
anxious  seat. 

—ROBERT  SHERWOOD 


Anxiety  and  conscience  are  a  powerful 
pair  of  dynamos.  Between  them,  they 
have  ensured  that  I  shall  work  hard, 
but  they  cannot  ensure  that  one  shall 
work  at  anything  worthwhile. 

—ARNOLD  TOYNBEE 


We  all  choke,  and  the  man  who  says  he 
doesn't  choke  is  lying  like  hell. 

—LEE  TREVINO 


Leaders  are  visionaries  with  a  poorly 
developed  sense  of  fear  and  no  concept 
of  the  odds  against  them.  They  make  the 
impossible  happen. 

—ROBERT  JARVIK 


Fear,  true  fear,  is  a  savage  frenzy. 
Of  all  the  insanities  of  which  we  are 
capable,  it  is  surely  the  most  cruel. 

—GEORGES  BERNANOS 


We  fear  the  thing  we  want  the  most. 

—ROBERT  ANTHONY 


Even  the  fear  of  death  is  nothing 
compared  to  the  fear  of  not  having 
lived  authentically  and  fully. 

—FRANCES  MOORE  LAPPE 


People  living  deeply  have  no  fear  of  death. 

— ANAIS  NIN 


/  don't  have  big  anxieties.  I  wish  I  did. 
I'd  be  much  more  interesting. 

—ROY  LICHTENSTE 


/  adore  life  but  I  don't  fear  death.  I  just 
prefer  to  die  as  late  as  possible. 

—GEORGES  SIMENC 


Our  Age  of  Anxiety  is,  in  great  part, 
the  result  of  trying  to  do  today's  jobs 
with  yesterday's  tools. 

—MARSHALL  MCLUH. 


Anxiety  is  the  dizziness  of  freedom. 

— SOREN  KIERKEGAA 


Worries  go  down  better  with  soup  than 
without. 

—YIDDISH  PROVE 


A  Text... 

Wait  on  the  Lord:  be  of 
good  courage,  and  he  shall 
strengthen  thine  heart: 
wait,  I  say,  on  the  Lord. 

—PSALMS  27: 

Sent  in  by  Kent  Dickinson,  San  Jacinto,  Ca 
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THE  WORLD'S 

BIGGEST 
COMPANIES 

CITIGROUP 
APING  RICHES  FROM  THE  MASSES 

HYUNDAI 
TOYOTA  OF  TOMORROW 

PETROCHINA 
PUMPING  THE  BOOM 


WHO  DELIVERS 
THE  BEST  RETURNS 

WHERE  TO  FIND 
BARGAIN  STOCKS 

BIGGEST  IN  SALES, 
PROFITS,  ASSETS 
AND  MARKET  VALUE 
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BURLING/WE  PUBL  LIB 
480  PRIMROSE  RD 
BURLIN6AHE  Cfl  34010-401  A 


BURLINGAME 

'R  1  ?  2005 

lie::a:;y 


Take  everything 

you  know  about  fl 
design  and  nudge 

it.  Push  it.  SimpTf 
it.  Modernize  it. 
Liberate  it.  Inject 
it  with  life.  Give  it 
point  of  view  and 


r 


'Optional  (eatdres. 'Word's  Middte  Luxury  segment,  comparably  equipped  models.  Always  wear  your  seat  belt,  and  please  don't 
drink  and  drive.  tNFINITI,  ^ndJNf  ItWTl  model  names  are  Nissan  trademarks.  "03005 INFINITI  Division  of  Nissan  North  America,' Inc. 


troducingthe  all-new  Infiniti  M. 

ign  is  always  moving.  It's  daring.  It's  purposeful.  It  starts  with  a  Push  Button  Ignition.  It  leads  with  the  only  Lane 
arture  Warning  system'  and  Rear  ActiveSteer  in  its  class;  It  connects  with  Bluetooth  WirelessTechnology.lt  thrills 
i  335.horsepower:  It  indulges  with  the  only  heated,  power  reclining  rear  seats'  in  its  class;  And  it  captivates  with 
e;  Studio  Surround  sound:  The  all-new  M.  Designed  to  outperform.  Discover  more  at  lnfiniti.com. 


AM  Y  WARE 


We  brought  the  power  of  the  network  to  the  copier. 
And  the  potential  of  another  day  is  realized. 


Canon 


KNOW  HOW 


EXPAND  YOUR  IRA  RETIREMENT 
PORTFOLIO  WITH  QQQ  > 

Microsoft  •  QUALCOMM  •  eBay  •  Intel  •  Cisco 
Systems  •  Nextel  Communications  •  Dell  •  Amgen 

•  Apple  Computer  •  Starbucks  •  Oracle  •  Comcast 

•  Yahoo!  •  Biogen  Idee  •  Maxim  Integrated 
Products  •  Symantec  •  (AC/lnterActiveCorp  • 
Electronic  Arts  •  Genzyme  •  Research  in  Motion 

•  Bed  Bath  &  Beyond  •  Linear  Technology  • 
Biomet  -  PACCAR  •  Apollo  Group  •  Gilead 
Sciences  •  Applied  Materials  •  Adobe  Systems  • 
PeopleSoft  •  Teva  Pharmaceutical  Industries  • 
Xilinx  •  Network  Appliance  •  VERITAS  Software 

•  Payche'x  •  Costco  Wholesale  •  Staples  • 
KLA-Tencor •  Sirius  Satellite  Radio  •  Amazon.com 

•  Altera  •  Intuit  •  Fiserv  •  Juniper  Networks  • 
Kmart  Holding  ?  Cintas  •  Marvell  Technology 
Group  •  Autodesk  •  Flextronics  International 

•  XM  Satellite  Radio  Holdings  •  Liberty  Media 
International  •  Chiron  •  VeriSign  •  Broadcom  • 
Sun  Microsystems  •  Wynn  Resorts  •  EchoStar 
Communications  •  Medlmmune  •  MCI  • 
NTL  •  Check  Point  Software  Technologies 

•  Siebel  Systems  •  Garmin  •  Whole  Foods 
Market  •  COW  •  LM  Ericsson  Telephone  • 
Expeditors  International  of  Washington 

•  Patterson  Companies  •  Citrix  Systems  • 
Express  Scripts  •  PETsMART  •  JDS  Uniphase 

•  Comverse  Technology  •  Pixar  •  ATI 
Technologies  •  Smurfit-Stone  Container 

•  C.H.  Robinson  Worldwide  *  Fastenal  • 
Sanmina-SCI  •  Microchip  Technology  • 
DENTSPLY  •  Lincare  Holdings  •  Sigma-Aldrich 

•  Lam  Research  •  Ross  Stores  •  Mercury 
Interactive  •  American  Power  Conversion  • 
Novellus  Systems  •  Millennium  Pharmaceuticals 

•  Gareer  Education  •  Lamar  Advertising  • 
SanDisk  •  QLogic  •  BEA  Systems  •  Invitrogen 

•  Dollar  Tree  Stores  •  Molex  •  Synopsys  • 
Intersil  •  Level  3  Communications  •  Tellabs 


OOP  NASDAQ- ID □ 

SYMBOL:  QQC3Q 


QQQ:   WHAT'S  AN  ETF? 

WHAT  ARE  ITS  BENEFITS? 

AND  HOW  CAN  IT  ENHANCE  MY  PORTFOLIO 

An  exchange-traded  fund  (ETF)  is  a  single  security  that  tracks  the 
formance  of  an  index,  such  as  the  NASDAQ-100  Index®  or  the  NASC 
Composite  Index.® 

There  can  be  many  benefits  to  purchasing  an  ETF.  By  tracking  an  in 
ETFs  give  you  exposure  to  many  companies.  In  the  case  of  broad-ba 
ETFs,  you  are  invested  in  many  industries  with  the  purchase  of  just 
security.  But  diversity  is  just  the  beginning.  Also,  ETFs  are  often 
cost,  tax-efficient  and  offer  great  trading  flexibility;  of  course,  ordir 
brokerage  commissions  apply. 

Some  investors  use  ETFs  as  a  major  focus  of  their  portfolio  beca 
they  are  a  good  tool  for  long-term  investments.  The  instant  diversi 
tion  they  provide  can  support  a  less  active  management  style  for  m 
investors.  Other  investors  use  ETFs  more  actively  as  hedging  tc 
They  can  be  sold  short  to  hedge  a  core  stock  portfolio  or  interest 
fluctuations.  ETFs  are  subject  to  risks  similar  to  stocks,  including  th 
regarding  short  selling  and  margin  account  maintenance. 

Investors  also  may  wish  to  talk  to  their  tax  advisors  about  moving  tl 
mutual  funds  to  ETFs  during  tax  wash  sales.  Based  on  specific 
circumstances,  an  investor  sometimes  may  be  able  to  sell  a  security 
mutual  fund  that  is  underperforming  and  claim  a  tax  loss,  but  keep 
investment  in  that  sector  by  investing  in  an  ETF  that  tracks  the  sa 
index. 


An.  investor  should  consider  investment 
objectives,  risks,  charges\anct  expenses 
carefully  before  investing,  jto  obtain  a 
prospectus,  which  contains  MMfrid  other 
information  about  QQQ  a  unit  ieyestment 
trust,  please  call  S3S  62~  3837.  -ffead  the 
prospectus  carefully  before  WSBning. 
ALPS  Distributors,  Inc.,  a  regisffered 
broker-dealer,  is  distributor  for  QQQ. 


Whether  you  are  a  long-term  investor  looking  for  lower  costs  and  lo\ 
capital  gains  taxes,  or  an  active  investor  looking  for  hedging  and  c; 
flow,  ETFs  can  enhance  your  portfolio.  To  learn  more  about  ETFs,  v, 
the  ETF  tutorial  at  www.Forbes.com/ETF. 
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WHOLE  FOODS  MARKET 
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TEA  TIME 

What  better  way  to  use  your  tax  refund  than  investing  in  100  of  NASDAQ's  largest 
nonfinancial  companies?  all  in  one  security?  Investing  in  QQQ*  gives  investors 
both  diversity  and  liquidity.  No  wonder  it's  the  most  actively  traded  ETF  in  the 
world.  While  QQQ  is  subject  to  risks  similar  to  stocks,  including  those  regarding 
short  selling  and  margin  account  maintenance,  it  is  both  tax-efficient  and  low-cost, 
,  though  ordinary  brokerage  commissions  apply.  To  leam  more,  call  888.627,3837 
or  visit  www.nasdaq.com/qqq. 

QQQ  NASDAq-lOO 


0  (tacks  the  NASOAQ-100  Index'.  The  NASOAQ-100  Index  is  composed  of  TOO  of  NASDAQ's  largest  rtbnftnancial  companies  based  on  their  market  capi^liurt<$ri, 
investor  should  consider  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  To  obtain 

irospectus,  which  contains  this  and  other  information  about  QQQ,  a  unit  investment  trust,  please  call  888.627,3837.  Read  the 
Dspectus  carefully  before  investing.  ,  ,  . 

5DAQ,  NASDAQ-100  judex.  NASDAQ-ioO  Index,  Tracking  Stock  and  QQQ  are  registered  trademarks  of  The  Nasdaq  Stock  M«rtcet,'.lno.  j^'hirWbWh  jk»ns^  W^e';8y; 
SDAQ  Global  Funds,  Inc..  QQQ's  sponsor!  NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and  makes  n6  Warranty or^;be»i^fejjffljW^ 

1  respect  to  QQQ.  the  NASDAQ-IOO  Index,  its  use  or  any  data  intruded  therein.  '  / 

PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  QQQ.  ©2005  The  Nasdaq  Stock  Market,  Inc.  All  Bights  fiesetved. 
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OUR  SOLUTIO 


PROMOTING  HEALTHY 


JOINTS  HELPS  PEOP 


LOOK  AHEAD  TO  AC 
LIVES,  NOT  JUST  BAC 
ON  THEM. 


ww.cargill.com 

Cargill,  Incorporated 


V 


The  active  pursuit  of  life  is  something  we  ali  strive  for.  To  help 
keep  their  joints  healthy,  millions  have  turned  to  dietary 
supplements  like  chondroitin  and  glucosamine  pills.  One 
nutritional  company  saw  an  opportunity  in  making  a  drinkable 
version  of  these  supplements  and  turned  to  Cargill  for  help. 
Our  scientists  created  a  good-tasting  liquid  form  of 
chondroitin  and  glucosamine  that  made  their  reformulated 
product  possible.  The  result  is  a  supplement  for  joint  health 
that's  easy  to  swallow. . .  providing  a  new  choice  for  consumers 
in  the  marketplace.  This  is  how  Cargill  works  with  customers. 
collaborate     >    create    >  succeed 


Cargill 

Nourishing  Ideas.  Nourishing  People: 


Advertisement 


Copyright 
Infringement: 


Risks  Are  Increasing  Online 


CUTTING  AND  PASTING  CONTENT  FROM 
ONLINE  SOURCES  MAY  BE  ILLEGAL 

The  familiar  process  seems  so  innocuous  -  an  interest- 
ing article  comes  to  an  employee's  attention  through  a 
daily  email  bulletin  that  directly  addresses  a  manage- 
ment issue  her  team  is  currently  handling.  The  employee  hits 
the  "forward"  button  to  share  the  article  with  the  team.  This 
helpful  gesture  just  exposed  the  company  to  a  possible  copy- 
right infringement  claim  up  to  $150,000  in  damages  alone, 
not  to  mention  attorneys'  fees. 

Such  was  the  situation  encountered  by  a  small  Wisconsin- 
based  organization.  A  newsletter  publisher  learned  that  the 
company  was  redistributing  articles  without  permission,  and 
hired  a  high-powered  New  York  intellectual  property  law 
firm.  Negotiations  escalated  to  demands  for  seven  figures. 
Ultimately  the  matter  was  settled,  but  with  a  payment  that 
was  more  than  management  ever  dreamed  of  for  such  seem- 
ingly minor  wrongdoing. 


The  employee  hits  the  "forward" 
button  to  the  team. ..[and  exposes] 
the  company  to  a  possible  copyright 
infringement  claim  up  to  $150,000 
in  damages  alone..." 


ENFORCEMENT  IS  REAL 

Groups  such  as  the  Business  Software  Alliance  and  the 
Software  Information  Industry  Association  brought  atten- 
tion to  the  issue  of  illegal  software  distribution  through 
demands  for  damages,  internal  audits  and  remedies  going 
forward  to  stop  infringement.  By  now,  most  businesses  have 
adopted  strict  software  copyright-compliance  policies,  but 
not  before  many  wrote  checks  for  hundreds  of  thousands  of 
dollars  to  remedy  past  infringement  sins.  Internal  digital 
redistribution  is  a  sleeping  giant,  much  like  unlicensed  soft- 


ware was  in  the  1980s.  The  issue  of  online  content  infrii 
ment  now  appears  to  be  at  that  same  early-enforcer 
stage.  Enforcement  efforts  will  increase  over  the  next 
years  because  the  law  is  now  well  enough  established, 
publishers  have  a  huge  incentive  to  pursue  these  ck 
because  of  statutory  damages. 

Statutory  damages  may  far  exceed  the  actual  cos 
securing  content  licenses.  Assume  a  business  places  10 
ferent  copyrighted  articles  on  its  intranet  for  employee 
read,  and  that  the  appropriate  rights  could  have  been  | 
chased  for  $10  per  article.  Absent  statutory  damages,  a 
al  damages  may  be  $100  or  so.  Under  the  statutory  d 
ages  scheme,  however,  the  damages  would  range  f 
$7,500  to  as  much  as  $1.5  million.  More  importantly,  cr 
inal  penalties  also  may  be  imposed. 


"Internal  digital  redistribution  is  . 
sleeping  giant,  much  like  unlicense 
software  was  in  the  1980s." 


STEPS  TO  AVOID  OR  LIMIT  LIABILITY 

The  good  news  is  that  simple,  reasonably  priced  steps 
help  companies  avoid  this  eye-popping  liability. 

•  Implement  compliance  policies  and  educate  employ 
about  how  to  get  permission  first. 

•  If  the  article  is  on  a  publicly  available  website,  us 
"link"  rather  than  making  a  copy. 

•  Have  a  designated  research  staff  obtain  licenses 
individual  articles  and  make  sure  that  all  employ 
follow  the  designated  procedures.  Or,  implement 
online  tool,  such  as  Valeo  IP  (valeoip.com),  that  \ 
enable  your  employees  to  identify  licensed  content  i 
permissible  uses  while  viewing  it  online. 

•  If  you  use  bulk  photocopy  licenses,  such  as  Copyri 
Clearance  Center,  understand  the  limitations  and  kn 
which  publications  are  covered  and  for  what  uses. 

STAY  INFORMED 

Regardless  of  the  policies  that  your  company  impleme 
today,  it  is  critical  that  you  stay  informed  about  emerg 
technologies  -  and  the  way  those  technologies  can  ere 
liabilities  for  your  company. 


Merchant  Ov  Gould  Daniel  McDonald  is  a  litigator,  national  spe 
er  and  writer  on  intellectual  property  iss; 
relating  to  the  Internet,  damages  and  litigati 

612.332.5300  (www.merchant-gould.ee 


6  2005  Merchant  &  Gould  PC.  All  righls  reserved. 


Copyright  compliance  online  might  seem  like  a  low  risk  concern.  But  without 
>roper  attention,  it  can  create  big  legal  issues  for  your  company.  For  an 
;nterprise-wide  solution,  look  to  Valeo  IP.  ^ 


THE  SEVEN-PIECE  DRUM  kit  fit  effortlessly  in  the  Montego. 

Eric's  dream  of  converting  the  spare 
room  into  a  drum  room  would  not 
sit  so  easily  with  his  wife. 


Eric's  eyes.  Now  he  could  easily  convert  5-passenger  comfort  into 

highly  functional  cargo  space.  He  would  become  the  master  of  versatility  and  the  drum  solo. 
He  would  just  have  to  do  it  in  the  garage. 


MERCURY    NEW  DOORS  OPENED 
mercuryvehicles.com 
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Every  great  a  ceo  mplishment 

is  at  first  impossible, 


Go  on.  Be  a  Tiger. 


?ver.  Can't.  Impossible.  These  are  words  that  inspire  the 


gh  performer.  By  working  to  close  the  gap  between 


hat  is  and  what  could  be,  Accenture  can  help  your 
jsiness  become  a  high-performance  business.  See 
w  at  accenture.com 
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High  performance.  Delivered. 
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Lists 

The  Richest  Soccer  Teams 

By  Paul  Maidment  and  Victoria  Lee 


A  global  sport:  Manchester  United  versus  AC  Milan. 

Soccer  is  not  the  most  popular  sport  in  the  U.S.,  but  it  is 
almost  everywhere  else.  In  our  latest  annual  rankings  of 
the  world's  most  valuable  soccer  teams,  England's 
Manchester  United  is  top  ranked,  with  a  valuation  of 
$  1 .3  billion.  By  comparison,  we  reckon  that  the  National 
Football  League's  most  valuable  franchise  (the  Washing- 
ton Redskins)  is  worth  just  $1.1  billion.  Little  wonder  that 
Tampa  Bay  Buccaneers  owner  Malcolm  Glazer  is  buying 
into  the  Red  Devils  rather  than  the  Redskins.  Our  online- 
only  coverage  not  only  includes  a  table  ranking  the  top  25 
soccer  clubs  by  valuation  but  also  spotlights  each  team 
and  its  owners  and  best-paid  players.  And  we  tell  how  fit 
young  men  in  shorts  are  put  to  work  off  the  field  in  the 
cause  of  merchandising  everything  from  replica  uniforms 
to  Calvin  Klein  underwear. 

Lifestyle 

Manhattan's  Best  Business  Hotels 

By  Sophia  Banay 

Not  all  business  hotels  are  created  equal.  In  Manhattan 
there  are  dozens  of  hotels;  the  trick  is  finding  the  right  one 
for  your  industry.  In  the  past  the  leading  business  hotels 
were  situated  in  Midtown,  but  now  they  are  spread  all  over 
the  city,  including  the  hipper  environs  of  SoHo,  Tribeca 
and,  increasingly,  the  Meatpacking  District.  Regardless  of 
location,  these  hotels  all  offer  business  travelers  great 
restaurants,  resourceful  concierges,  an  office  away  from 
home — and,  of  course,  a  good  night's  sleep.  Whether  you 
are  a  media  mogul,  banker  or  politician,  Forbes.com  picks 
the  places  to  stay  when  you're  in  town. 
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EVER  SEEN 

A  BENCHMARK  BEFORE? 

WELCOME  TO  THE  NEW  BENCHMARK  IN  OFF-ROAD  EXOTIC  VEHICLES. 


Introducing  the  HI  Alpha.  The  iconic  HI  exterior  remains,  but  under  the  hood  it's  a  whole  new  animal.  The  HI  Alpha  differs 

'  '  TM"  '  *     '   -  '  -    .    ■  r '  •  -    '    •  ''  .  ' 

from  the  HI  by  featuring  the  Duramax  6600  Turbo  Diesel  engine  creating  a  dramatic  increase  in  both  cruising  range 
and  horsepower.  It  also  generates  a  mind-boggling  520  lb. -ft.  of  torque  at  1600  rpm.  The  perfect  complement  to  this  massive 
power  increase  is  the  Allison  1000  transmission.  In  addition,  the  Alpha  comes  with  a  4-year/50, 000-mile  bumper-to-bumper 
limited  warranty.  All  this  coupled  with  a  quieter,  refined  interior,  the  HI  Alpha  delivers  a  driving1  experience  Like  Nothing  Else. 


HUMMER.COM 


LIKE  NOTHING  ELSE: 


s  a  registered  trademark  of  General  Motors.  GM  backs  your  new  HI  Alpha  with  its  New  Vehicle  Bumper-to-Bumper  Limited  Warranty  for  GM  vehicles  registered  in  the  USA.  See 
MER  dealer  for  terms  and  conditions.  The  entire  vehicle  is  warranted  for  repairs,  including  parts  and  labor,  to  correct  problems  in  materials  or  workmanship  for  4  years  or  50,000 
chever  comes  first  (including  scheduled  service  maintenance).  ©  General  Motors  Corporation,  2005.  For  more  information  visit  your  local  dealer  or  call  us  at  1 .800. REAL. 4WD. 
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the  OOPS  I  JUST  HIT 
"REPLY  ALL"  era  is  over 


Microsoft  Office  has  evolved.  Have  you? 

After  all,  the  way  we  work  has  changed.  Today, 
information  is  simply  everywhere.  Once  it  leaves 
your  hands,  anything  can  happen.  That's  why 
the  latest  version  of  Microsoft  Office  includes 
Information  Rights  Management  technologies. 
Now  you  can  put  limits  on  the  printing,  copying, 
or  forwarding  of  sensitive  e-mail  and  documents. 
It's  time  to  evolve  the  way  you  work.  Discover 
how  at  microsoft.com/office/evolve 


We're  using  Office  2000. 
Should  we  upgrade? 


Your  potential.  Our  passion.  " 

crosoft 


Microsoft* 


Office 


Mi<ro',6fl  Corporation.  All  "rights  reserved.  Microsoft,  the  Office  logo,  and  'Your potential.  Our  passion "  are  either  registf  red  trademarks  or  trademarks'  of  MicraWl  Corporation  in  the.  United  SfatWamt/ot  other  coiwlrif 
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Agribusiness  in  Madagascar. 


A  Capital  Idea  It's  remarkable  how  far  a  drop 

capital  will  go  if  people  are  given  a  chance  to  better  their  owl 
lots  and  are  motivated  to  pay  the  capital  back.  Kerry  Dolarl 
story  on  page  158  describes  how  entrepreneurs  in  Bosnia  arl 
Herzegovina  are  using  tiny  loans  to  start  businesses.  Mien 
lending  as  a  means  to  help  desperately  poor  people  strive  towa.| 
the  middle  class  has  been  in 
use  for  some  time;  Robert 
McGough  wrote  about  it  for 
this  magazine  1 9  years  ago. 

Also  remarkable:  how  little 
is  accomplished  by  oceans  of 
assistance  capital  released  the 
usual  way,  via  institutions  like 
the  World  Bank.  William  East- 
erly of  New  York  University 
calculates  that  over  the  past 
half-century  rich  nations  have 
disbursed  foreign  aid  totaling 
$2.3  trillion  (in  today's  dol- 
lars), with  little  to  show  for  it. 

Most  of  Africa's  poor  are  as  wretched  as  they  ever  were. 

The  Bush  Administration  wants  to  change  this  dism 
record.  A  new  federal  entity  called  the  Millennium  Challen 
Corp.,  with  $1.5  billion  of  funding  this  year,  is  going  to  ma 
grants  to  nations  less  likely  than  most  to  waste  the  money.  T 
money  is  handed  out  in  a  competition  scoring  countries  on 
factors,  such  as  "government  effectiveness"  and  "control 
corruption."  In  other  words,  tyrants  who  deposit  foreign  a 
money  in  Swiss  bank  accounts  are  not  eligible.  A  few  weeks  a; 
Madagascar  won  the  first  grant,  $  1 1 0  million  over  four  years,  f 
use  on  farm  infrastructure  and  other  projects. 

This  is  a  terrific  idea,  but  too  timid  to  be  called  millenni 
Why  not  go  all  out?  Picture  a  winner-take-all  economic  devi 
opment  program  funded  with  $5  billion  a  year.  One  count 
gets  the  whole  wad.  The  winner  could  be  selected  on  just  thr 
criteria:  property  rights,  democratic  elections  and  a  free  pre 
Property  rights  would  enable  entrepreneurs  to  attract,  use  ai 
repay  capital  from  all  sources — charitable  and  for  profit,  horn 
grown  and  foreign.  The  second  and  third  features  are  simpl) 
mechanism  to  deliver  the  other  characteristics  of  a  successl 
economy.  A  ballot  box  and  a  few  indigenous  muckrakers  wou 
do  more  to  stop  tyranny  and  corruption  than  a  whole  army 
UN  inspectors. 

What  to  do  with  the  $5  billion?  Instead  of  having  the  Wor 
Bank  erect  a  hydroelectric  plant,  just  hand  out  cash — doll 
bills — to  every  citizen.  They'd  spend  most  of  it  right  away,  but 
the  course  of  doing  so  would  ignite  a  growing  economy 
microcapitalists,  just  like  the  ones  in  Bosnia. 
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Announcing  tne  en 

traditional  conference  room, 


md  the  beginning  of  a  whole  new  way 
to  meet  -  any  way,  any  time,  anywhere. 


The  communication  revolution  is  here.  And  there  is  no  turning  back.  Those  who  embrace  it  lay  claim  to  an  extraordinary 
and  unprecedented  competitive  advantage.  Polycom  is  leading  the  way  in  delivering  the  power  of  Unified  Collaborative 
Communications  -  with  solutions  that  connect  people,  ideas,  and  insights  via  integrated  video,  voice,  data,  and  Web. 
Just  as  naturally  as  being  there.  And  we  make  these  new  communications  intuitive,  manageable,  and  cost-effective 
with  elegant,  smart,  continuously  evolving  solutions.  Add  the  most  experience  in  the  industry,  and  it  becomes  clear  why 
Polycom  solutions  continue  to  be  chosen  by  more  organizations  than  any  other. 
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Readers  Say 


Exam  Scam? 


Political  influence  is  never  a  factor  in  deciding  whether  a  patent  should  be 
reexamined,  contrary  to  how  you  described  the  genesis  of  the  reexamina- 
tion by  the  U.S.  Patent  and  Trademark  Office  (USPTO)  of  four  patents  held 
by  Ronald  Katz  in  "Get  Katz"  (Mar.  28,  p.  62).  After  a  patent  is  granted,  how- 
ever, reexamination  is  a  valuable  tool  allowing  us  to  review  whether  evidence 
raising  new  questions  about  the  novelty  and/or  unobviousness  of  the 
patent's  claims  is  found  in  earlier  patents  or  literature.  Armed  with  the 
appropriate  evidence,  anyone  can  request  a  reexamination.  Evidence  offered 
by  the  patent  holder  or  a  third  party  need  only  raise  a  "substantial  new  ques- 
tion of  patentability."  If  a  USPTO  director  makes  the  request,  he  must  have  a 
compelling  reason.  Director-ordered  reexaminations  have  existed  since  1981 
and  carefully  follow  established  protocol.  In  the  case  of  the  Katz  patents,  the 
director  of  the  technology  center  where  the  patents 
were  originally  examined  reviewed  the  evidence 
and  found  that  it  showed  at  least  one  claim  in 
each  of  the  patents  was  prima  facie  unpatentable. 
Patent  reexamination  is  a  transparent  process. 
Copies  of  the  Katz  reexamination  files,  and 
others,  including  all  submitted  evidence, 
can  be  found  at  the  USPTO's  Web  site. 

JOSEPH  ).  ROLLA 
Deputy  Commissioner  for  Patent 
Examination  Policy 
Alexandria,  Va. 


License-fee  squeezer  Ronald  Katz. 


Phobic  Fallacy 

Steven  E.  Landsburg's  comparison  of 
worker  protectionism  to  racism  in 
"Xenophobia  and  Politics"  {On  My 
Mind,  Mar.  28,  p.  46)  is  deceptive  and 
panders  to  sensationalism.  Xenophobia 
is  the  "abnormal"  fear  of  foreigners;  it 
is  not  synonymous  with  the  desire  to 
protect  American  workers.  Indeed  U.S. 
taxpayers  do  pay  for  corporate  hiring 
practices.  When  Americans  are  put  to 
work  in  America,  their  earnings  lift  the 
economy.  But  when  General  Motors 
hires  workers  in  Ciudad  Juarez,  the 
Mexican  economy  benefits.  As  Lands- 
burg  says,  it  is  repugnant  to  lash  ad 
hominem  against  any  reader  disagree- 
ing with  his  logical  fallacies.  But  then 
I'm  probably  just  one  of  those  without 
"a  dollop  of  economic  literacy." 

SCOTT  ALIXANDER  SONDERS 
Sherman  Oaks,  Calif. 


Barbaric  Punishment 

As  a  small  stockholder  in  all  three 
the  domestic  automakers,  I  read  "Sa 
ing  GM"  (Mar.  14,  p.  106)  with  intere: 
But  let's  stop  talking  about  the  legai 
costs  holding  back  our  domest 
industries.  These  costs  are  simply  tl 
result  of  breaches  of  contract  at 
inept  corporate  leadership.  It  is  not  tl 
responsibility  of  the  rest  of  the  coui 
try  to  bail  out  auto  companies  withoi 
first  seeking  restitution  from  tho; 
who  caused  the  problem.  Corpora 
officers  who  are  responsible  for  th 
mess  should  be  allowed  to  keep  or 
home  with  a  value  no  more  than  20' 
above  the  average  middle-incomi 
family  residence  and  no  more  tha 
two  vehicles  worth  the  average  pri< 
of  a  new  car. 

ARTHUR  NAUJOC 
Livonia,  Mia 
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COMPLY  TODAY. 
PROFIT  TOMORROW. 

[The  compliance  solution  that  pays  you  back.] 


HYPERION  BUSINESS  PERFORMANCE  MANAGEMENT 


Why  not  add  to  the  bottom  line  before  you  sign  it?  Hyperion  Business  Performance  Management 
solutions  can  help.  Hyperion  elevates  planning  and  reporting  to  a  continuous,  deliberate  process 
for  achieving  compliance  faster,  easier,  and  more  reliably  than  ever  -  while  helping  you  find  new 
business  opportunities  at  the  same  time.  Comply  and  profit  today  at  www.hyperion.com 


Readers  Say 


Masters  of  mastication:  UN  Security  Council. 


Imperfect  Glory 

Like  Churchill,  I  believe  that  "jaw-jaw  is 
better  than  war-war,"  but  I  was  surprised 
that  an  eminent  historian  like  Paul  John- 
son in  "The  UN  Is  for  Talk,  Not  Action" 
(Mar.  14,  p.  31)  knows  so  little  about  the 
UN's  sixty  years  of  practical  accomplish- 
ments. More  than  170  UN-assisted  peace 
settlements  have  ended  regional  conflicts. 
Over  300  international  treaties  have  been 
negotiated  at  the  UN.  In  more  than  90 
countries  the  UN  has  helped  monitor, 
organize  or  conduct  elections,  most 
recendy  in  Iraq,  the  Palestinian  territories 
and  Afghanistan.  The  UN  has  provided 
humanitarian  relief  to  millions  around 
the  world. 

The  UN  does  not  claim  to  be  perfect — 
that  UN  peacekeepers  were  engaged  in 
the  sexual  exploitation  and  abuse  of 
minors  is  an  utter  abomination,  and 
recent  revelations  about  aspects  of  the  Oil 
for  Food  program  clearly  demonstrate 
the  need  for  strengthened  management 
and  accountability.  But  our  successes  are 
many,  and  thousands  of  committed  UN 
staff  have  given  their  best — and  some- 
times their  lives — to  make  these  possible. 
It  is  unfair  to  demean  their  contributions 
because  of  the  actions  of  a  few  who  have 
not  lived  up  to  the  UN's  high  standards  of 
conduct. 

SHASHI  THAROOR 
Under  Secretary  General  for 
Communications  and  Public 
Information 
United  Nations,  New  York,  N.Y. 


Banking  on  the  House 

Regarding  "Homeowners  In  Hocw 
(Mar.  28,  p.  56),  just  because  our  out 
dated  national  account  system  includJ 
neither  capital  appreciation  nor  capit. 
depreciation  in  "savings"  doesn't  nece: 
sarily  mean  that  socking  a  few  hundre 
a  month  into  a  money  market,  bond  c 
equity  fund  will  deliver  a  better  retur 
than  a  real  estate  investment.  That's  esp< 
daily  true  when  you  consider  what  litt 
you're  left  with  after  paying  full  incorr 
tax.  Many  economists  and  journalist 
underestimate  Americans'  savvy  i 
understanding  our  zany  tax  structun 
These  same  folks  wonder  why  we  have 
real  estate  price  bubble.  The  hypothetic; 
American  with  the  $2  million  house  < 
age  68,  who  is  unable  to  pay  the  light  bil 
could  sell  that  house  and  go  on  to  pock< 
up  to  $500,000  tax  free.  They  will  pa 
capital  gains  tax  on  the  balance  of  th 
profit.  The  same  hypothetical  Amen 
can  could  not  only  pay  the  light  bill  on 
nice,  mortgage-free,  downsized  hous 
but  would  also  reap  the  benefit  of  ha\ 
ing  substantial  funds  available  for  th 
future. 

RICHARD  P.  URFE 
New  Vernon,  N.. 

But  Can  She  Cook? 

Regarding  "Sexism  at  Harvard 
(Feb.  28,  p.  100),  the  statistical  "fact 
that  33%  of  the  top  5%  math  test  scorer 
are  female,  as  opposed  to  none,  suggesl 
that  it  is  possible  for  females  to  be  "a 
good"  at  math  as  males.  One  percen 
would  lead  you  to  the  same  conclusior 
To  suggest  otherwise  is  to  say  that  th 
33%  are  freaks.  I'd  prefer  to  think  of  m 
daughter  as  an  example  of  what's  possi 
ble,  rather  than  a  freak.  Now  that  sh 
is  a  21 -year-old  electrical  engineerin 
major  who  is  part  of  that  33%,  I  sup 
pose  it  is  too  late  for  me  to  admonisl 
her  for  having  been  good  in  English  o 
succeeding  as  a  jock. 

SUSAN  COIA  GAILEY,  PH.E 
Mansfield,  Mas: 

Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
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act  and  Comment 

I  Steve  Forbes,  editor-in-chief 

A/ith  all  thy  getting  get  understanding1 


Grump-Laden  Good  Times 


\E  U.S.  ECONOMY  IS  DOING  FAR  BETTER  TFIAN  MANY  PEOPLE 
:rceive.  We  have  the  fastest-growing  growth  rate  of  the  major 
iveloped  economies.  Personal  incomes  are  rising.  Productivity 
ins  of  historic  proportions  continue.  Capital  spending  by 
isinesses,  especially  small  and  medium-size  entities,  is  expand- 
g  robustly.  Corporate  balance  sheets  as  a  whole  have  rarely 
en  better;  corporate  and  investment  cash  is  abundant.  House- 
>ld  net  wealth  in  America  is  at  a  record  high. 

So  why  is  the  stock  market  in  a  funk?  Why  is  there  still  such 
gativity  toward  corporate  chieftains?  After  all,  those  tarred  by 
indal  and  criminal  wrongdoing  are  a  tiny  minority.  Why  are 
•ge  corporation  CFOs  still  clutching  cash  as  if  their 
mpanies'  very  lives  were  in  the  balance? 
hy  are  there  such  cautious,  even  pes- 
nistic-laden  oudooks  about  the  future? 

We've  had  these  kinds  of  dour,  funk- 
spite-the-facts  periods  before,  including 
the  early  1990s.  FORBES  magazine's  75th 
niversary  issue  in  1992  had  as  its  theme: 
Vhy  we  feel  so  bad  when  we  have  it  so 
od."  The  1990s,  in  retrospect,  was  a  giddily 
loming  decade,  but  it  wasn't  until  1996  that 
ople  really  began  to  feel  that  times  were  good. 

True,  some  of  the  problems  we  face  today  are  all  too  real.  The 
deral  Reserve  has  finally  acknowledged  that  we  have  a  problem 
th  inflation.  However,  Greenspan  &  Co.  obviously  have  not 
cepted  responsibility  for  this,  even  though  the  problem  was 
used  by  the  Fed's  excessive  money  creation.  Greenspan  is  giving 
the  worst  of  both  worlds — rising  interest  rates  and  more  infla- 
>n.  Eventually,  though,  the  Fed  will  get  it  right  and  start  to  soak 
>  the  economy's  excess  inflation-creating  liquidity.  The  "mae- 
o"  doesn't  want  to  leave  office  next  year  with  a  legacy  of  having 
ignited  the  inflation  so  painfully  extinguished  following  the 
cesses  of  the  late  1960s  and  the  1970s.  A  year  from  now  the  price 
oil  should  be  in  the  range  of  $30  to  $35  per  barrel,  or  lower. 

Sarbanes-Oxley  has  become  a  classic  example  of  the  reason 


legislators  should  not  legislate  in  haste.  The  bill — created  and 
passed  in  nanoseconds  in  2002 — has  been  a  boon  for  lawyers 
and  accountants  and  a  confusing,  expensive  bane  for  everyone 
else.  It  must — and  will — be  amended. 

Corporate  wrongdoing?  Most  of  the  criminal  miscreants  are 
being  tried  and  convicted.  Those  guilty  of  unsavory  practices  are 
losing  their  jobs — and  reputations.  The  system  works. 

We  are  still  unnecessarily  hurting  ourselves  in  certain  areas. 
For  instance,  we  are  woefully  behind  other  nations  in  broadband; 
the  wealth-destroying,  economy-slowing  plaintiffs'  bar  is  too 
powerful;  we  are  overtaxed,  and  our  federal 
income  tax  code  remains  a  national  disgrace; 

and  we  are  discouraging  foreign  students 
k  from  coming  here  for  their  education  and 
from  staying  once  their  studies  are  com- 
pleted. This,  over  the  long  term,  will  do 
us  enormous  harm  in  the  sciences.  But 
all  of  these  and  other  challenges  are 
known  and  will  be  grappled  with. 
Offshoring  and  outsourcing? 
The  phenomenon  has  been  going  on  for  decades. 
Even  if  the  jobs  didn't  go  overseas,  changes  here  at  home  would 
continue  to  decimate  existing  industries  while  creating  new  ones 
that  leave  us  better  off  than  we  were.  After  World  War  II,  for  exam- 
ple, American  railroads  employed  about  1 .5  million  people.  Today 
they  employ  about  200,000.  Yet  we  have  far  more  and  far  better  pay- 
ing jobs  than  we  did;  our  standard  of  living  is  dramatically  higher. 

Pessimists  always  ask  where  future  jobs  will  come  from.  The 
answer:  Innovative  entrepreneurs  create  new  industries  or  pro- 
ductively transform  existing  ones.  Who  had  ever  heard  of  the 
Internet  1 5  years  ago?  Or  of  the  phenomenal  iPod  5  years  ago? 

The  war  on  terror  and  Islamic  fanaticism?  We  successfully 
prosecuted  the  40-years-plus  Cold  War.  We  will  ultimately  tri- 
umph against  these  forces  of  evil  as  well. 

For  smart,  patient  investors  this  is  a  time  when  the  fact  that  per- 
ceptions lag  reality  provides  enormous  opportunity  for  future  gains. 


Euthanasia  by  Stealth 


IE  TERRI  SCHIAVO  CASE  IS  IMMENSELY  DISTURBING,  MOST  OF 
because  it's  becoming  a  back  door  to  establishing  euthanasia 
the  U.S.  Most  medical  authorities  make  an  emphatic  distinc- 
>n  between  people  who  are  comatose,  brain-dead  or  in  a  per- 
cent vegetative  state.  Terri  Schiavo  is  not  on  a  ventilator;  she 
n  breathe  on  her  own.  There  are  literally  tens  of  thousands  of 
dividuals  in  America  in  a  persistent  vegetative  state,  and  amaz- 
gly  a  small  fraction  of  them  are  able  to  make  partial  recoveries. 


There  is  a  world  of  difference  between  someone  in  the  final 
stages  of  a  mortal  illness,  such  as  lung  cancer,  and  someone  such 
as  Terri  Schiavo.  She  could  live  for  years.  Some  experts  still 
believe  she  could  actually  learn  to  chew  and  swallow  on  her 
own.  She  became  disabled  in  1990,  without  leaving  a  "living 
will."  Her  parents  have  made  it  abundantly  clear  they  are  willing 
to  take  responsibility  for  and  care  for  her.  Yet  the  courts  insist 
that  Terri  Schiavo  die,  even  though  she's  not  brain-dead  and 
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Fact  and  Comment 


there's  a  small  chance  of  some  recovery. 

This  is  euthanasia,  pure  and  simple.  In  modern  times  the 
practice  dates  to  the  1930s,  when  Nazi  Germany  made  it  policy 
to  kill  the  severely  disabled  on  the  grounds  that  the  quality  of 
their  lives  was  miserable.  More  recently  the  Netherlands  legal- 
ized euthanasia,  and  more  than  1,000  patients  have  been  put  to 
death  without  giving  their  consent.  There  have  even  been  cases 


in  which  ill  patients  were  killed  by  doctors  to  free  badly  need 
hospital  beds. 

The  goal  of  medicine  is  simple — to  preserve  life.  Medi< 
advances  continue  to  improve  the  quality  of  our  lives.  A  Ni 
Germany/Netherlands  kind  of  euthanasia  should  not  be  foist 
on  us  by  morally  insensitive  judges.  My  bet  is  that  such  a  poli 
could  never  survive  a  vigorous,  open  discussion  in  this  count 


History  As  Mystery 


With  his  two  books,  Isabella  and  the  Strange  Death  of  Edward  II 
(Carroll  &  Graf,  $25)  and  The  Death  of  Alexander  the  Great:  What  or 
Who  Really  Killed  the  Young  Conqueror  of  the  Known  World?  (Carroll 
&  Graf,  $25),  distinguished  British  historian  Paul  Doherty  proves 
that  if  he  ever  took  to  writing  detective  novels,  he'd  quickly  estab- 
lish an  Agatha  Christie  or  Arthur  Conan  Doyle-class  reputation. 
Neither  Miss  Marple  nor  Sherlock  Holmes  could've  done  better  in 
unearthing  evidence  and  resolving  two  historic  mysteries:  Was 
England's  King  Edward  II  really  murdered,  as  has  been  supposed 
for  centuries;  and  did  Alexander  the  Great  die  prematurely  from 
his  allegedly  excessive  fondness  for  wine,  or  was  he  poisoned? 

Weak  King  Edward  II  succeeded  his  dia- 
metrically  opposite,  strong-willed  and  enor- 
mously able  father,  Edward  I,  in  1307.  He  was 
married  to  the  daughter  of  the  king  of  France, 
but  there  is  strong  evidence  Edward  was  bisex-  *l^t 
ual.  His  first  favorite,  Piers  Gaveston,  aroused 
the  intense  hatred  of  England's  powerful 
barons  and  was  subsequently  murdered.  His 
next  favorite,  Hugh  de  Spencer,  not  only 
ignited  baronial  opposition  but  also  earned  the 
undying  animosity  of  Queen  Isabella,  who  had  faithfully  borne 
Edward  four  children.  In  1325  she  went  on  a  diplomatic  mission 
to  the  French  court — and  refused  to  return  to  her  husband. 

In  France  Isabella  connived  with  her  lover,  Roger  Mortimer, 
a  nobleman  who  had  gotten  on  De  Spencer's  wrong  side  and  had 
daringly  escaped  from  the  Tower  of  London  before  he  could  be  exe- 
cuted. The  queen  and  Mortimer  raised  an  army  and  invaded  Eng- 
land. Edward  II's  shaky  regime  fell;  he  was  imprisoned;  and  his  14- 
year-old  son,  Edward  III,  was  proclaimed  king.  Not  long  after, 


Edward  II  was  gruesomely  murdered.  Or  was  he?  Doherty  disclo 
impressive  evidence  that  Edward  was  not  and  that  he  probably  spc 
the  rest  of  his  life  in  obscurity  in  Europe,  perhaps  in  a  monaste 
Doherty  makes  an  even  more  persuasive  case  for  Alexanc 
the  Great's  not  dying  a  natural  death.  By  the  time  Alexand 
reentered  Babylonia  after  his  withdrawal  from  India  (a  result  o 
mutiny  by  his  army),  his  generals  and  courtiers  realized  that  th 
were  all  increasingly  vulnerable  to  the  master's  purges  and  th 
past  service  counted  for  nothing  if  Alexander  turned  against  yc 
Who  killed  him?  Most  likely  Ptolemy,  a  noted  warrior  ai 
Alexander's  chief  bodyguard.  Ptolemy  realized  he'd  climbed 
high  as  he  could  in  Alexander's  service,  ai 
he'd  seen  firsthand  how  precarious  his  po: 
tion — and  that  of  everyone  else — truly  w; 
He  probably  conspired  with  Antipater,  tl 
general  Alexander  had  appointed  to  run  \ 
affairs  in  Macedonia  while  he  was  out  co 
quering  the  world.  (At  the  time  of  Alexande: 
death,  one  of  his  armies  was  on  its  way 
Macedonia  to  remove  Antipater.)  Ptoleirn 
position  gave  him  access  that  no  one  else  h; 
to  put  poison — arsenic — in  Alexander's  wine.  Arsenic  wou 
account  for  the  fact  that  Alexander's  body  did  not  decompose 
the  stifling  Babylonian  heat.  (Ptolemy  had  probably  also  pc 
soned  Alexander's  second-in-command,  and  rumored  lov< 
Hephaestion,  the  year  before.) 

After  Alexander's  death  Ptolemy  went  on  to  Egypt,  where  I 
put  himself  on  the  throne.  Antipater  was  given  a  second  lease  c 
political  life  when  the  army  sent  to  remove  him  was  then  put 
his  disposal. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Cafe  Gray- 10  Columbus  Circle  (Tel.:  212-823-6338).  A 
bright,  airy  brasserie  with  no  particular  ethnic  slant  and  a  killer 
view  in  the  Time  Warner  Center.  This  is  the  new  workshop  of 
Chef  Gray  Kunz,  formerly  of  Lespinasse.  His  open  kitchen  lies 
between  you  and  the  eye-popping  panorama  of  Central  Park. 
Lots  of  mouthful-size  tastings  arrive  "compliments  of  the 
chef,"  but  don't  let  them  spoil  your  appetite  for  the  harvest 
ragout,  risotto  or  poached  organic  chicken,  all  standouts. 

Lo  Scalco— 313  Church  St.,  between  Walker  and  Lispenard 
streets  (Tel.:  212-343-2900).  Trendy  new  Tribeca  spot  with 


first-rate  service  and  a  civilized  ambience  for  grown-ups.  The 
fare  is  spectacularly  good.  Favorites:  Dover  sole  filets  in  a  shell- 
fish sauce,  duck  breast  rolled  in  suckling  pig  and  veal  gnocchi 
with  a  wonderful  hint  of  cinnamon.  Desserts  are  delicious. 
•  Bistro  du  Vent-41 1  West  42nd  St.  (Tel.:  212-239-3060).  Great 
place  for  either  pre-  or  post-theater  dinner.  This  bistro  looks  and 
feels  like  a  Parisian  classic,  and  the  atmosphere  is  both  welcom- 
ing and  lively.  The  food  is  tops.  This  is  the  place  for  delicious  roast 
chicken,  mouthwatering  lamb  shank  and  perfect  steak  frites. 
There  is  also  a  wonderful  wine  list  from  which  to  choose.  F 
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rhe  Granddaddy  of  all  ETFs. 

ince  their  launch  in  1993,  exchange  traded  funds  (ETFs)  have  become  one  of  the  world's  fastest  growing  investments, 
all  started  with  Spiders  (SPY),  the  first  of  the  species.  As  powerful  as  ever,  Spiders  still  have  the  highest  market  value 
mong  the  more  than  140  ETFs  that  exist  today.  Each  Spider  puts  the  strength  of  the  entire  S&P  500  to  work  in  your 
ortfolio.  That's  500  of  America's  leading  companies  in  every  share.  Spiders  are  tax-efficient  and  have  low 
lanagement  fees?  Like  stocks,  they  can  be  traded  all  day  long,  and  of  course,  Spiders  are  subject  to  similar  risks, 
his  granddaddy's  been  around,  but  can  still  add  some  muscle  to  any  portfolio.  www.SPDR.com. Ticker  symbol 
,mex:SPY.The  entire  S&P  500  in  every  share. 


in  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
bfore  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call 
800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Usual  brokerage  commission  applies. 

Ince  inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&P  500®  and  SPDR®  are  trademarks  of 
ne  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or 
bmoted  by  Standard  &  Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2005  American  Stock  Exchange  LLC 
LPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 


Other  Comments 


One  can  present  people  with  opportunities.  One  cannot  make  them  equal  to  them. 

—ROSAMOND  LEHMANN 


Talk  of  the  Town  Poke  around  conversations  in  the 
cafes  up  and  down  Dubai's  creek,  the  gold  souks  of  downtown 
Jeddah,  or  in  the  privacy  of  a  million  homes  across  the  vast  Arab 
landscape  and  you  might  hear  good  things  being  said  about 
George  W.  Bush.  Intellectuals,  businessmen  and  working-class 
people  alike  can  be  caught  these  days  lauding  Bush's  hard-edged 
posture  on  democracy  in  Arab  lands,  cheering  his  irreverent 
handling  of  Middle  Eastern  rulers  who  are  U.S.  allies  as  he  puts 
pressure  on  them  to  hold  free  elections,  release  political  prison- 
ers and  open  trade.  And,  it  is  very  much  an  open  secret  that 
millions  of  ordinary  Arabs  openly  embrace  Bush's  unvarnished 
threats  against  Syria  should  it  fail  to  pull  its  soldiers  and  spies 
out  of  Lebanon  before  the  elections  there  next  month. 

— YOUSSEF  M.  IBRAHIM,  managing  director,  Strategic  Energy 
Investment  Group  (Dubai),  Gulf  News 

Can  This  Idea  When  President  Bush  hinted  [recentiy] 
that  he  might  be  willing  to  raise  the  payroll  tax  cap  to  "pay  for" 
Social  Security  reform,  he  opened  the  door  to  the  largest  federal 
tax  increase  endorsed  by  a  Republican  since  George  Bush  Sr.'s 
"read  my  lips"  debacle  15  years  ago.  The  12.4%  Social  Security 
payroll  tax  is  now  levied  only  on  the  first  $90,000  a  worker 
makes  each  year.  What  President  Bush  said  was  that  raising  the 
cap  (to  perhaps  $125,000  or  even  $200,000)  was  "on  the  table." 

The  suggested  payroll  tax  hike  is  politically  perverse,  given  that 
its  principal  impact  would  be  to  cancel  out  one  of  George  W. 
Bush's  primary  policy  victories  in  his  first  term,  namely,  the  income 
tax  cuts.  Bush  went  to  the  mattresses  to  reduce  income  tax  rates  by 
about  five  percentage  points  on  average.  This,  in  combination  with 
the  capital  gains  and  dividend  tax  cuts,  helped  spur  growth,  a  stock 
market  rally  and  now  a  jobs  boom.  But  for  those  in  the  upper 
middle-income  range,  lifting  the  payroll  tax  would  transform  a  five 


"1  was  afraid  it  was  bursitis,  but  it's  only  repetitive  stress  injury." 


percentage  point  reduction  in  tax  rates  into  a  net  7%  hike. 

—STEPHEN  MOORE,  president,  Free  Enterprise  Fun 

Weekly  Standa 

On  the  Move  New  York  has  remained  the  most  vibra  I 
city  in  the  world  precisely  because  we  haven't  wrapped  the  cii 
in  plastic  to  preserve  it  frozen  in  time.  If  New  York  is  opposed 
anything,  it's  standing  still. 

—New  York  Sti 

Time  for  Tough  Love  Times  are  tough  at  the  UN.  Til 

Oil-for-Food  scandal  becomes  more  appalling  with  each  new  re- 
elation  of  self-dealing,  malfeasance  and  moral  turpitude.  Blu 
helmeted  peacekeepers  are  found  to  have  engaged  in  rape  an 
other  criminal  activity  in  the  course  of  their  humanitarian  mi 
sions.  Corruption  appears  to  be  pervasive.  Proliferators  of  weapoi 
of  mass  destruction  are  enabled  and  excused.  And  the  mob  ru 
that  performs  much  of  the  organization's  decision-makir 
continues  to  legitimate  and  otherwise  protect  despicable  tyrant 
The  UN's  apologists  tend  to  [argue]  that  there  is  nothing  wror 
with  the  institution  and  its  current  leadership  that  a  little  "reforn 
won't  fix.  They  think  that  an  investigation  here,  a  resignation  there  w 
suffice — if  only  the  U.S.  redoubles  its  commitment  to  the  organizj 
tion,  pays  its  disproportionate  share  of  membership  dues  and  othi 
costs  and  plays  ball  with  the  UN's  lowest-common-denominatc 
agenda:  maintaining  the  status  quo,  even  where  it  is  at  odds  with  tl" 
UN's  own  charter  guaranteeing  freedom  as  a  basic  human  right 
—FRANK  J.  GAFFNEY  JR.,  president,  Center  for  Security  Polic 

National  Re\'iew  Onlir 

Death  Wish  The  Macedonians  would  see  [Alexander'* 
ruthlessness  as  characteristic  of  a  great  war  leader.  What  would  cor 
cern  the  likes  of  Ptolemy  was  when  Alexander  showed  a  simile 
ruthlessness  to  those  around  him.  Alexander  never  forgot  or  forgav 
any  grievance  or  grudge  from  those  around  him.  He  demonstrate 
a  similar  intolerance  to  any  who  might  falter  in  their  uncondition; 
support  of  what  he  wanted.. . .  Blood,  sweat  and  tears,  not  t 
mention  loyally,  appeared  to  mean  little  to  Alexander.  Men  who  ha 
stood  in  the  battle  line  but  had  the  temerity  to  oppose  Alexande 
soon  disappeared,  whatever  the  pretext,  and  the  list  was  gettin 
longer.  The  king's  increasingly  psychotic  rages  were  not  limited  t 
the  rank-and-file  but  [also  included]  his  Companions. 

—PAUL  DOHERTY,  The  Death  of  Alexander  the  Grec 

Signs  of  Spring  For  the  urban  population  spring  i 
heralded  by  less  celestial  signs — not  a  wedge  of  geese  in  the  sk] 
but  a  span  of  new  plucked  terriers  on  the  Avenue,  or  a  potte< 
hyacinth  groomed  for  April. 

— E.B.  WHITE  I 
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Musca  Domestica 
Response  Time:  150  milliseconds 


Samsung  915N 
Response  Time:  4  milliseconds 


ition  captured. 

moves,  catch  it  with  Samsung's  915N,  the  19-inch  LCD  with  a  blistering  4-millisecond 
onse  time*  Text  scrolling  is  smoother.  Streaming  video  really  flows.  Even  gaming  gets 
3  realistic.  Bring  your  desktop  up  to  speed  with  Samsung's  915N.  And  join  the  new 
ement  —  of  motion,  www.samsung.com/monitor 

5  Samsung  Electronics  America,  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co.,  Ltd.  All  product 
rand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Screen  images  simulated, 
c-to-white  transition  time 
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Current  Events 


y  Paul  Johnson 


Principled  Realism:  Good  for  Both  Parties 


WATCH  WITH  INTEREST  THE  EFFORTS  OF  AMERICAN  LIBERALS 
)  absorb  and  learn  from  the  reelection  of  George  W.  Bush  and 
•om  the  strength  of  the  GOP's  grip  on  Congress.  To  me  this 
;calls  vividly  the  revolution  that  occurred  in  Britain's  Labour 
arty  when  Margaret  Thatcher  swept  the  board  in  1979  and 
'on  three  elections  in  a  row. 

Labour's  response  was  to  abandon  socialism  completely, 
ccept  Thatcher's  privatization  of  nationalized  industries  and 
;form  of  the  trade  unions  and  celebrate  these  changes  by 
maming  itself  "New  Labour."  As  a  result  of  its  humility  and 
rillingness  to  learn,  Labour  has  now  won  two  elections  hand- 
)mely  and,  in  the  opinion  of  most  observers  (though  not  in 
line),  is  set  to  win  a  third.  That  is  how  democracy  works — a 
lajor  shift  in  policies  that  wins  the  support  of  the  voters  per- 
aades  the  opposition  that  it  must  change  its  program  funda- 
lentally  if  it  is  to  garner  votes  and  remain  in  the  game. 

Vi[[  the  Penny  Drop? 

I  the  Democratic  party  going  to  react  in  the  same  way?  Recently 
le  New  York  Times  published  an  interview  with  the  editors  of 
iree  liberal  journals — the  Nation,  the  New  Republic  and  the 
merican  Prospect — in  which  the  editors  were  asked  to  address 
lis  issue.  Their  replies,  though  confused  and  to  some  extent 
Dntradictory,  suggest  to  me  that  the  dim  light  of  understanding 
lay  be  dawning.  For  example,  one  of  the  editors  said  that  the 
atchword  for  the  future  must  be  "principled  realism."  That 
ruck  a  chord.  It's  the  kind  of  phrase  I  use. 

Recently  U.S.  Secretary  of  Labor  Elaine  L.  Chao  visited  me.  She 
one  of  the  stars  in  Mr.  Bush's  cabinet,  a  woman  of  considerable 
itellectual  power.  I  said  that  I  didn't  understand  why  so  many 
epublicans  call  themselves  "conservatives,"  since  that  implies 
laintenance  of  the  status  quo,  i.e.,  Big  Government.  Why  not  call 
lemselves  "realists"?  She  said  she  would  have  used  "principled."  We 
len  decided  that  "principled  realists"  would  be  a  good  appellation. 

There's  logic  in  the  fact  that  both  Republicans  and  Democrats 
ad  principled  realism  an  attractive  policy  hat  to  wear.  It's  inevitable 
tat  part  of  the  process  a  losing  party  undergoes  in  transforming 
self  after  a  defeat  is  to  move  closer  to  the  winner.  The  Bush  Admin- 
tration  has  been  practicing  principled  realism  for  more  than  four 
:ars.  The  fact  that  leading  liberal  Democrats  are  now  using  some 
f  the  same  language  is  a  great  tribute  to  Mr.  Bush's  leadership. 

The  Democrats,  however,  have  a  long  way  to  go.  In  the  first 
lace,  if  Bush's  principled  realism  is  broadly  right,  then  the 
emocrats  must  stop  demonizing  Bush  himself.  Some  bitter 


words  need  to  be  eaten.  In  Europe  certain  Bush  critics  began  their 
penitential  meal  in  March.  On  successive  days,  the  London  Inde- 
pendent and  Paris'  Le  Monde  ran  similar  front-page  headlines: 
"Was  Bush  Right  After  All?"  I  see  no  sign  of  that  kind  of  humble 
contrition  in  America;  the  medicine  is  still  too  strong  to  take. 

Give  Credit  Where  It  Is  Due 

Everyone  is  currently  welcoming  what  appears  to  be  a  "democ- 
ratic spring"  in  the  Middle  East,  whether  it  be  in  Lebanon,  Saudi 
Arabia,  Kuwait  or  Egypt.  But  there's  no  general  willingness 
among  Democrats — especially  those  who  call  themselves  liber- 
als— to  recognize  that  the  use  of  force  is  sometimes  necessary  in 
a  wicked  world.  The  principled  realist  is  bound  to  ask:  Would  all 
this  talk  of  democracy  be  taking  place  if  Afghanistan  and  Iraq 
had  not  held  free  elections?  The  answer  is,  obviously:  No.  Would 
elections  have  taken  place  had  the  Taliban  still  been  in  control  in 
Afghanistan  and  Saddam  Hussein  still  been  in  power  in  Iraq? 
The  answer:  No.  Who  removed  the  Taliban  and  Saddam  Hus- 
sein? George  W.  Bush  and  the  American  armed  services.  Could  this 
have  been  accomplished  by  any  other  means  than  the  use  of  force? 
No.  Indeed,  diplomacy  and  pressure  were  tried  again  and  again. 

Nobody  in  his  right  mind — certainly  not  a  President  who 
believes  in  democracy  and  is  a  man  of  high  principles — wants  to  use 
force.  Force  is  a  dangerous,  blunt  instrument.  It  is  a  step  into  the 
dark,  with  often  unpredictable  results.  It  is  a  weapon  of  last  resort. 
But  if  Mr.  Bush  hadn't  been  willing  to  use  it,  the  Middle  East  would 
still  be  the  same  desolate,  hopeless  area  it  was  at  the  time  of  91 1 1 — a 
region  of  cruel  and  irremovable  dictatorship,  where  democracy  had 
no  charge  and  the  people  were  resigned  to  perpetual  oppression. 

Bush's  use  of  force  has  changed  all  that.  Democracy  now  has  a 
chance;  and  freedom,  perhaps,  has  a  future.  We  can't  bank  on  any- 
thing, for  the  enemies  of  democracy  and  freedom  are  still  power- 
ful, heavily  armed  and  totally  ruthless.  But  hope  is  on  the  rise.  The 
U.S.  has  planted  the  seeds  of  democracy,  and  its  armed  forces  are  in 
the  area  to  ensure  that  those  seeds  are  nurtured.  That  is  progress. 

I  don't  care  whether  the  Republicans  or  the  Democrats  win  the 
struggle  to  appropriate  the  slogan  "principled  realism."  In  fact,  let 
them  share  it.  What's  important  is  that  both  should  practice  it.  It  is 
always  an  excellent  moment  in  the  life  of  a  democratic  nation 
when  the  main  political  parties  come  together  in  agreement  on  a 
fundamental  way  of  doing  things.  If  Mr.  Bush's  successful  policy 
in  the  Middle  East  and  its  endorsement  by  American  voters  last 
November  have  achieved  such  a  result — a  coming  together  in 
principled  realism — then  America  is  in  healthy  shape.  F 
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y  Lee  Kuan  Yew,  minister  mentor  of  Singapore 


Competition  in  Compassion 


N  DEC.  26,  2004  A  TSUNAMI  STRUCK  THE  COASTAL  STATES  OF 
ie  Indian  Ocean,  killing  more  than  200,000  Asians  and  Africans 
nd  holidaying  Europeans,  Americans  and  Australians.  The  full 
orror  of  the  disaster  was  known  only  a  few  days  later,  when  tele- 
ision  started  showing  videoclips  taken  by  those  who  survived  the 
iant  waves  that  swept  up  everything  in  their  path  and  left  behind 
ead  people  and  animals  and  wrecked  train  carriages,  cars,  ships 
id  buiidings  when  the  waters  receded.  The  devastation  gener- 
:ed  a  worldwide  outpouring  of  compassion,  grief  and  generosity. 

Because  it's  situated  not  far  from  Indonesia  and  Thailand, 
ingapore  was  able  within  two  days  to  send  aircraft  carrying  food, 
ater  and  medical  aid  to  the  people  in  Aceh  and  Phuket.  At  Meula- 
oh,  a  town  on  the  west  Sumatran  coast  nearest  the  epicenter  of  the 
irthquake  that  spawned  the  tsunami,  some  25,000  of  the  50,000 
ihabitants  perished.  The  survivors  were  cut  off  and  in  desperate 
raits.  But  on  Jan.  3  a  Singaporean  helicopter-landing  ship  was  able 
>  establish  two  critical  landing  sites  on  the  radically  altered  shoreline. 

As  the  relief  operations  of  the  world's  major  governments 
icked  into  gear,  an  undeclared  contest  in  soft  power  took  shape, 
overnments  would  up  their  pledges  in  aid  money  when  they 
arned  what  another  nation  had  pledged.  UN  Emergency  Relief 
oordinator  Jan  Egeland  called  it  "competitive  compassion." 
ermany  pledged  $727  million,  Britain  $120  million,  France 
143  million,  the  U.S.  $950  million,  Australia  $830  million  and 
ipan  $500  million.  China,  which  is  new  to  the  game,  opened 
ith  a  pledge  of  $3  million,  upped  it  to  $63  million  and  finally 
ided  at  $83  million.  Many  millions  more  poured  in  from  indi- 
idual  donors,  with  Americans  giving  the  most. 

Speed  is  essential  in  saving  lives.  On  Dec.  28, 1,000  Australians 
egan  arriving,  followed  by  their  6  helicopters,  6  transport  planes 
id  a  transport  ship.  They  were  well  briefed  and  aware  of  Indone- 
an  sensitivities  and  had  officers  who  spoke  Bahasa  Indonesia, 
he  German  contingent  brought  a  hospital  ship,  a  field  hospital 
id  helicopters.  Despite  being  brusque  (probably  because  of  lan- 
jage  difficulties),  the  Germans  impressed  both  Indonesians  and 
>reign  aid  workers — especially  with  their  handling  of  infrastruc- 
lre  and  engineering  problems.  A  French  helicopter  carrier,  the 
•anne  d'Arc,  as  well  as  the  frigate  Georges  Leygues  and  various  air- 
"aft,  arrived  on  Jan.  14.  The  French  teams  were  professional, 
hich  is  no  surprise  as  the  French  founded  Medecins  Sans  Fron- 
eres  (Doctors  Without  Borders).  The  Japanese  delegation — 
imposed  of  960  men,  3  ships,  helicopters  and  a  field  hospital — 
as  highly  trained  and  ready  to  deal  with  earthquakes  and 
■unarms,  as  the  Japanese  must  do  at  home.  The  Russians  arrived 


with  transport  aircraft  and  a  field  hospital.  China  sent  medical 
teams,  which  put  forth  their  best  efforts  despite  inadequate  logis- 
tics support.  India  declared  that  it  didn't  need  assistance  and 
instead  dispatched  relief  teams  to  Sri  Lanka  and  the  Maldives. 

Soft  Power/Hard  Power  Syndrome 

The  Americans,  however,  trumped  everyone  else.  The  carrier 
group  the  USS  Abraham  Lincoln  arrived  on  Jan.  2;  it  was  made 
up  of  1,500  personnel,  23  ships  and  about  100  aircraft — heli- 
copters and  fixed-wing  aircraft.  A  fully  equipped  hospital  ship, 
the  USNS  Mercy,  arrived  on  Feb.  2.  The  Americans  brought  the 
most  and  did  the  most.  U.S.  hard  power  magnified  its  soft  power. 

The  tsunami  reminded  Indonesians,  Thais,  Sri  Lankans,  Mal- 
divians  and  other  Asians  that  in  a  crunch  America  has  the  longest 
reach  and  the  greatest  wherewithal  to  help  others.  We  can  expect 
China  to  develop  its  soft-power  competitiveness.  Competition  in 
rendering  humanitarian  relief  is  immensely  preferable  to  an 
arms  race.  Muslims  the  world  over  saw  several  weeks  of  TV  show- 
ing Christians  and  Jews  (Americans  and  Europeans),  Buddhists 
(Chinese  and  Japanese)  and  atheists  (Russians)  converging  to  help 
Muslims  in  distress.  This  horrendous  disaster  gave  all  these  differ- 
ent peoples  a  unique  opportunity  to  express  their  common  human- 
ity with  the  victims,  regardless  of  race  or  religion.  The  4  million 
Muslim  Acehnese  will  remember  that  their  lives  became  less 
precarious  because  so  many  non-Muslims  hurried  to  help  them. 

A  Softening  of  Muslim  Animosity? 

We  should  not  expect  Muslim  fundamentalists  and  radicals  in 
Indonesia  to  cease  their  rhetoric  of  hate  or  lose  their  desire  to  kill  all 
who  block  their  way  to  a  worldwide  caliphate.  However,  millions 
of  ordinary  Indonesians — and  especially  their  political  leaders — 
will  remember  that  the  Americans  came  swiftly  to  help  when  they 
were  stricken.  It  will  begin  to  undo  the  influence  of  Arab  Islamic 
fundamentalists  who  have  made  tolerant  Muslims  in  Southeast 
Asia  view  Muslim  grievances,  especially  America's  unqualified 
support  for  Israel's  government,  through  Arab  spectacles. 

Muslim  animosity  toward  the  U.S.,  however,  will  diminish  once 
an  elected  Iraqi  government  takes  control  of  Iraq  and  puts  down  the 
insurgency  that  is  now  killing  more  Iraqis  than  Americans.  It  now 
seems  possible  that  the  Israelis  and  the  Palestinians  may  come 
together  on  a  two-state  solution.  That,  along  with  the  successful  elec- 
tions in  Afghanistan  and  Iraq — and  perhaps  in  Lebanon  in  May — 
will  give  President  Bush  the  rare  opportunity  to  change  the  politics 
of  the  Middle  East  and  consequently  how  Muslims  view  the  U.S.  F 
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improved  efficiency.  Whether  it's  helping  the  Postal  Service  process  more  than  90%  of  its 
letter  mail  or  providing  automation  systems,  from  design  engineering  to  installation  and 
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Enjoy  It  Now,  You  2000 


AVE  THIS  ISSUE  OF  THE  FORBES  2000  AND  BUY  UP  ANY  STRAYS, 
bu'll  make  money.  These  are  sure  to  become  hot  items  on  Ebay 
ni  a  couple  of  decades.  Business  schools  will  bid  up  their  prices 
s  professors  seek  to  learn  more  about  companies  that  made  the 
ORBES  list  in  2005— and  had  vanished  by  2025. 

During  the  next  20  years  this  year's  FORBES  2000  companies 
/ill  depart  the  list  in  droves.  A  recent  McKinsey  study  looked  at 
le  "topple  rate"  at  which  firms  lose  their  leadership  positions, 
"his  rate  doubled  in  the  20  years  from  1975  to  1995.  Example: 
ie  minicomputer  industry.  It  began,  grew  up,  grew  big,  grew 
rofitable,  grew  smug,  grew  senile  and  died  in  just  two  decades. 
)igital  Equipment  Corp.  slid  from  greatness  to  the  grave  in  those 
ears.  It  lives  as  a  ghost  with  the  Duryea  Motor  Wagon  Co. 

Why  did  the  topple  rate  double  in  those  years?  Credit  two 
ictors:  information  technology  and  risk  capital.  In  1975  Sears 
nought  IT  was  about  payroll.  Sam  Walton  held  an  expanded 
iew:  He  saw  that  IT  offered  a  smarter  way  to  manage  inventory 
nd  distribution.  Thus  did  Wal-Mart  leap  ahead. 

In  1978  the  capital  gains  tax  was  49%.  What  small  morsels  the 
overnment  left  on  the  table  were  eaten  by  inflation.  Thus  did  risk 
ipital  attempt  to  hide  in  dead  assets  such  as  gold  and  collectibles 
>r  most  of  that  rotten  decade.  But  in  1 979  the  cap  gains  rate  was 
it  to  28%.  Then  Paul  Volcker  killed  inflation  in  1982.  Risk  capi- 
J  took  notice  and  began  a  rush  back  into  productive  enterprises, 
he  Dow  went  from  777  in  August  1982  to  11,723  in  January 
000.  And  a  great  storm  of  creative  destruction  was  let  loose. 

rou  Ain't  Seen  Nothing 

he  topple  rate  could  easily  double  again  from  1995  to  2015.  That's 
hat  a  pair  of  McKinsey  consultants  suggest  in  a  paper  called  "Ex- 
eme  Competition."  (You  can  find  it  at  mckinseyquarterly.com.) 
agree  with  them.  Here's  why. 

» Just  as  1975  was  the  dawn  of  the  cheap  computer  age,  1995 
as  the  dawn  of  the  cheap  network  age.  It  was  only  ten  years  ago 
lat  the  Netscape  Web  browser  appeared.  Even  then  most  users 
3t  to  it  via  a  slow  dial-up  connection.  What  will  the  average 
innection  speed  be  in  2015?  Surely  enough  to  allow  for  TV- 
lality  video  on  your  computer. 

•  The  pace  of  technology  is  not  slowing  down.  It's  speeding 
You  might  miss  this  if  you  look  solely  at  software  perfor- 

lance  on  your  PC.  The  revolution  has  jumped  outside  the  box 
BlackBerrys  and  iPods  and  to  the  Web  and  Web-applications. 

•  The  back  side  of  Moore's  Law  is  more  important  today 
ian  the  front  side.  The  better-known  front  side  says  that  chip 
aformance  doubles  every  18  months.  The  back  side  says  that 
rices  drop  30%  to  40%  per  year  at  a  constant  perfor- 
lance.  The  back  side  is  the  reason  we  have  $290  hand- 


held Treo  650  Web  browsers  and  $249  Apple  iPod  minis  with 
6-gigabyte  hard  drives. 

•  The  back  side  of  Moore's  Law  explains  why  there  are 
350  million  cell  phone  users  in  China  now.  A  price  tag  of  $100  for 
a  cell  phone  or  $300  for  a  basic  PC  seems  to  be  the  tipping  point 
of  digital  affordability  in  countries  such  as  China  and  India. 

•  Cheap  tech  greatly  expands  the  supply  of  talented  workers 
around  the  world. 

The  effect  of  the  Cheap  Revolution  is  anyone's  guess. 
I  would  bet  on  another  doubling  of  McKinsey's  topple  rate. 
McKinsey  itself  predicts  "three  broad  consequences — the  aggre- 
gation of  formerly  distinct  markets;  enhanced  market  clearing  and 
efficiency;  and  greater  specialization,  particularly  in  supply  chains." 

McKinsey  makes  a  good  point  about  aggregation:  "Com- 
petitors in  one  geography  can  compete  in  another  because  of 
falling  shipping  costs,  lower  search  costs  for  consumers  (as  a 
result  of  the  ability  to  find  sellers  on  the  Internet,  for  example), 
or  both."  Yep — this  explains  the  success  of  Amazon.com,  Ebay 
and  coundess  smaller  retailers. 

But  cheap  tech  and  global  labor  pools  will  disaggregate  many 
industries,  too.  This  is  already  happening.  Crowth  rates  of  "fab- 
less"  chip  companies  (that  design  in  the  U.S.  and  farm  out  manu- 
facturing) have  outdone  giants  such  as  Intel  over  the  past  ten  years. 

Remember,  too,  that  talent  is  not  a  commodity.  Given  a 
choice,  talent  usually  prefers  to  work  in  nimble  companies  with 
plenty  of  upside.  In  the  old  days  the  downside  of  small-and- 
nimble  was  limited  access  to  resources  and  distribution.  That's 
changed.  Cheap  tech  and  shrinking  transaction  costs  within 
supplier  networks  are  two  trends  that  outpace  any  large  com- 
pany's ability  to  adapt.  Size  may  come  to  matter  less;  talent  will 
matter  more.  Some  big  vertically  organized  industries  could  be 
blown  apart  and  rearranged  into  networks  of  talent. 

Auto  Industry  Blowing  Apart? 

Here's  a  wild  speculation.  The  auto  industry  will  look  far  different  in 
20  years  than  it  looks  today.  It's  ripe  for  disaggregation.  Imagine  that 
you,  as  a  consumer,  want  a  car  designed  by  J  Mays,  but  you  want 
it  to  come  with  some  futuristic  400-horsepower  Toyota-hybrid 
engine,  a  BMW  rear-wheel  drive  feel  and  a  Jaguar-looking  inte- 
rior to  be  equipped  with  Qualcomm  broadband.  Will  you  be  able 
to  buy  best-of-breed,  a  la  carte,  20  years  from  now?  I  think  so.  Look 
at  the  trends.  Talent:  dispersing  to  best-of-breed  suppliers.  Global 
labor  costs:  dropping  because  of  oversupply.  Distribution  costs: 
dropping  because  of  the  Internet.  Consumers:  growing  smarter. 
Conclusion:  unstoppable.  F 


FOrbCS  I  ^'sit  ^'ch  Kar|Saard  s  home  Page  at  www.life2whjre.com 
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Grid  Computing  Delivers  Major  Return  on 
Investment  to  Chicago  Stock  Exchange 


Scores  of  leading  organizations  worldwide  are  using  grid 
computing  to  improve  system  performance  and  reduce  costs. 
Organizations  such  as  the  Chicago  Stock  Exchange  and  Ohio 
Savings  Bank  have  converted  their  data  management  challenges 
into  improved  system  performance  and  an  average  five-year  return 
on  investment  of  150%,  according  to  an  independent  study  of 
nine  customers  by  Mainstay  Partners. 

How  did  these  companies  do  it?  By  thinking  "grid."  Faced  with 
the  specter  of  mounting  scalability  challenges,  disparate  transac- 
tional systems,  isolated  data  silos  and  high  administrative  costs, 
they've  consolidated  their  operations,  moving  away  from  main- 
frames and  large-scale  symmetric  processors  running  proprietary 
software.  Instead,  they've  opted  for  highly  scalable,  distributed 
networks  made  up  of  lower-cost,  standards-based  servers  running 
Oracle  \0g  infrastructure  software,  an  integrated  solution 
designed  for  enterprise  grid 


15  minutes  to  as  much  as 
three  hours.  CHX  clearly 
needed  to  move  away  from 
its  legacy  system,  but  esti- 
mating capacity  during  a 
period  of  market  volatility 
was  difficult. 

CHX  found  a  powerful 
solution  in  an  enterprise 
grid  implementation  of 
Oracle  Database  with  Real 
Application  Clusters.  CHX 
now  uses  Oracle  \0g  to 
run  its  online  customer 
service,  batch  reporting  and  data  mining  systems,  along  wii 

near-real-time  decision  s 


David  Milne 
Director  of  Database  Technolog 
Chicago  Stock  Exchange 


CHX  found  a  powerful 
solution  in  consolidatec 
grid  computing. 


computing. 

The  result  has  been  more 
adaptable  computing  envi- 
ronments offering  enhanced 
business  intelligence  and 
significant  improvements  in 
service  levels,  data  accuracy, 
flexibility,  performance  and 
scalability,  not  to  mention  a  lower  total  cost  of  ownership,  faster 
disaster  recovery  and  labor  avoidance.  In  fact,  the  grid-based  IT 
operations  yielded  a  projected  average  278%  five-year  savings  on 
hardware,  a  24%  software  savings  and  a  20%  improvement  in 
storage  utilization,  with  an  average  43%  internal  rate  of  return, 
according  to  Mainstay. 

CHICAGO  STOCK  EXCHANGE  IMPROVES  SERVICES 
WITH  PROJECTED  ROI  OF  171% 

The  Chicago  Stock  Exchange  (CHX)  is  one  global  player  bene- 
fiting from  consolidated  grid  computing.  As  recently  as  2002,  this 
innovative  electronic  exchange  faced  IT  challenges  that  could 
potentially  affect  its  business:  Its  two  large  servers  were  cumber- 
some to  manage  and  nearing  capacity,  taxing  resources.  Occasional 
hardware  failures  were  requiring  recovery  times  ranging  from 


Watch  a  live  Web  panel  April  20,  2005,  1 1  a.m.  PT,  2  p.m.  ET. 

Hear  Matthew  Eastwood  of  IDC,  Quentin  Hardy  of  Forbes,  and 
IT  leaders  from  the  Chicago  Stock  Exchange,  Talk  America  and 
Vanderbilt  University  share  their 
consolidation  success  stories  and 
answer  your  questions.  Register 
now  at  www.forbes.com/oracle. 
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needed  by  scaling  out  \ 

additional  server  and  sto 

modules,  and,  with  op 

tions  divided  onto  mult 

machines,  it  can  more  qu 
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ly  identify  and  fix  proble 
It  also  benefits  from  more  predictable  CPU  utilization  rates  du 
dynamic  adjustment  of  computing  resources,  higher  availabi 
lower  total  cost  of  ownership  and  the  ability  to  enhance 
services-based  architecture. 

Going  to  the  grid  gave  CHX  a  projected  $2  million  savi 
and  a  171%  return  on  its  initial  investment  over  five  ye 
with  an  internal  rate  of  return  of  47%,  according  to  Mains 
What's  more,  CHX  achieved  payback  of  the  initial  investm 
in  less  than  12  months. 

CHX's  success  with  consolidated  grid  computing  is  just  on 
several  documented  in  the  Mainstay  study.  We'll  provide  rr 
grid  computing  success  stories  in  upcoming  installments  of 
Digital  Road  Map  series.  —  Michael  Ro 


Read  the  entire  Mainstay  study  at  www.forbes.com/oracle 


Oracle  Grid 

All  Your  Databases 

In  a  Grid 

>f  No  wasted  capacity 
No  wasted  money 
No  single  point  of  failure 


Oracle  Grid 
It's  fast...  it's  cheap... 
and  it  never  breaks 


oracle.com/grid 
or  call  1.800.633.0753 


Note:  'Never  breaks'  indicates  that  when  a  server  goes  down,  your  system  keeps  on  running. 

Copyright  ©  2005,  Oracle.  All  rights  reserved  Oracle  is  a  registered  tra  lemark  of  Oracle  Corporation  and/or  its  affiliates. 


Good  News  for  Medical  Journals 

With  the  U.S.  one  of  only  two  countries  permitting  general  ad- 
vertising of  prescription  drugs  to  consumers,  a  new  academic 
paper  says  that  pharmaceutical  firms  still  benefit  greatly  frorr 
the  traditional  method  of  marketing  directly  to  physicians 
Boston  College's  Amrita  Bhattacharyya  writes  that's  because 
doctors  still  have  a  lot  of  influence  over  (I)  patients  who  know 
nothing  about  medicines;  and  (2)  so-called  stubborn  patients 
who  normally  like  to  make  up  their  own  minds  but  then  see  ad$i 
for  rival  products  and  can't  decide.  —Tatiana  Serafir 


Informer  '.  

INFORMER@FORBES.COM 

Wall  Street's  Gong  Show 


D 


espite  1 30  years  of  day- 
long trading  the  New 
York  Stock  Exchange  still 
lacks  final  approval  of  service- 
mark registrations  for  phrases 
covering  two  of  its  most  visible 
facets.  Online  databases  show 
examiners  rejected  applications 
for  "The  Opening  Bell"  and 
"The  Closing  Bell"  on  several 
grounds,  including  inadequate 
proof  that  these  precise  phrases 
?  *  t  -     I  had  been  used  to  promote  a 
L    J   *  service  and  that  financial  ser- 

I  vices  firm  Track  Data — listed 
on  Nasdaq — registered  the  first 
phrase  in  1991  for  a  newsletter.  It  wasn't  even  until  2001  that  the 
NYSE  applied  formally  for  the  registrations,  which  continue  to  be 
pursued.  From  a  balcony  above  the  storied  trading  floor,  prominent 
individuals  push  a  button  to  ring  the  brass  bell — actually,  four  of 
them — during  ceremonies  televised  daily.  The  Big  Board's  first  start- 
stop  signal  in  the  1870s  was  a  Chinese  gong.  — William  P.  Barrett 

No  Streaming  Tax  Payments  Here 

The  Internal  Revenue  Service  says  that  Brian  Kenner,  a  cofounder  of 
Intervu,  the  San  Diego  streaming  video  pioneer  that  sold  itself  to 
Akamai  in  2000  for  stock  valued  at  $2.2  billion,  had  income  that 
year  of  $77  million  but  reported  an  $82,000  loss.  In  one  of  several 
pending  cases  Kenner  is  in  U.S.  Tax  Court  fighting  a  demand  for  $33 
million  in  taxes  and  penalties.  The  feds  say  he  set  up  a  family  part- 
nership that  was  a  sham  to  avoid  recognizing  income  from  selling 
stock  and  exercising  options  in  connection  with  the  deal.  Kenner, 
who  was  also  the  chief  technology  officer,  says  all  rules  were 
followed.  Intervu  proxy  statements  that  year  suggest  that  Kenner's 
personal  holding  was  worth  $  1 40  million.  — Janet  Novack 


Feds  Should  Watch  What  They  Wish  Fo 

Citing  a  grand  jury  probe  in  New  York  and  wielding  secret  do  | 
uments,  lawyers  for  the  IRS  have  asked  a  San  Francisco  court 
delay  a  half-dozen  civil  lawsuits  filed  on  behalf  of  unidentific 
wealthy  individuals  fighting  adverse  rulings  about  alleged 
abusive  tax  shelters  pushed  by  Presidio  Growth  LLP  and  accoui 
tancy  KPMG.  Wait  a  second,  say  lawyers  for  the  taxpayers:  The 
suits  were  filed  only  after  the  IRS  said  in  early  2004  that  it  wante 
test  cases.  Calling  the  IRS  request  unfair,  opponents  are  askir 
for  return  of  hundreds  of  thousands  of  dollars  in  cash  deposi 
required  to  file  cases.  The  government  responds  that  it  nev< 
finalized  its  selection  of  test  cases.  — J. I 

Perhaps  More  Evidence  for  That  View 

Section  526  of  the  pending  bankruptcy  code  overhaul  awaitir 
final  congressional  approval  states  that  a  debt  relief  agency  "sha 
not  advise"  a  client  it  is  counseling  "to  pay  an  attorney"  or  par; 
legal  firm  a  fee  "for  services  performed"  concerning  the  ban! 
ruptcy.  The  plain,  if  puzzling,  meaning — that  many  counselor 
can't  ask  for  their  fees — has  generated  anguished  cries  on  Inte 
net  message  boards  about  restraining  free  speech.  The  provisic 
does  have  a  murky  legislative  history.  Even  before  attention  w; 
drawn  to  this  section,  the  new  law  was  criticized  as  having  a  pro 
creditor  tilt.  — J.N.  and  W.P., 


How  Cold  Is  Your  Chicken? 

International  trade  disputes  involving  big,  prominent  items  like  steel 
get  a  lot  of  press,  but  the  World  Trade  Organization  is  currently  dealing 
with  many  less-visible  issues,  as  well.  —T.S. 

PARTIES  TO  ONGOING  DISPUTE 

ISSUE 



Antigua  and  Barbuda  v.  U.S. 

supply  of  gambling  services 

Brazil  v.  European  Union 

labeling  of  frozen  boneless  chicken 

Chile  v.  Argentina 

safety  of  preserved  peaches 

European  Union  v.  Chile 

importation  of  swordfish 

Honduras  v.  Dominican  Republic 

importation  of  cigarettes 

Pakistan  v.  Egypt 

importation  of  matches 

Peru  v.  European  Union 

labeling  of  sardines 

Source:  World  Trade  Organization. 
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WE  CAN  HELP  ANYTHING  GROW. 


Success  comes  naturally  in  Arkansas.  Take  the 
plastics  industry,  for  example.  Arkansas  was 
recently  named  the  top  cost-effective  place  to 
manufacture  plastics  by  MODERN  PLASTICS 
WORLDWIDE  magazine.  Maybe  that's  why  150 
plastics-related  companies  prosper  here.  Because 
we'll  do  anything  to  help  your  business  succeed. 
For  more  information,  visit  1 -800-ARKANSAS.com. 


ARKANSAS 

A  natural for  business 

l-800-ARKANSAS 


On  My  Mind 


By  John  E.  Calfee,  resident]  s< molar  at  the  American  Enterprise  institute 


Where  There's  Smoke 

Want  to  get  people  to  quit  smoking?  Give  them  more  ways  to  get  nicotine. 


IF  YOU'RE  NOT  A  LAWYER,  THE  WAR  AGAINST  SMOKING  HAS  BEEN 
pretty  quiet.  That's  not  because  the  war  is  being  won.  The  per- 
centage of  adults  who  smoke  dropped  from  42%  in  1965  to  25% 
in  1995,  but  now  it's  stuck  at  22%.  High  schoolers  are  smoking 
at  roughly  the  same  rate  they  were  12  years  ago — 16%  in  2004 
versus  17%  in  1992.  Per  capita  cigarette  consumption  has  been 
declining  steadily,  but  since  1998  it  has  fallen  by  only  a  disap- 
pointing 23%,  despite  a  66%  price  increase. 

This  brings  us  to  one  of  this  year's  odd  little  news  items. 
Weyco,  a  Michigan  medical  ben- 
efits administrator,  declared  war 
against  nicotine  use  by  its 
employees.  Weyco  refuses  to  hire 
smokers  and  randomly  tests  its 
employees  to  make  sure  they 
don't  ingest  nicotine  when 
they're  not  on  the  job. 

But  why  attack  nicotine  at  all? 
Nicotine  is  probably  about  as 
lethal  as  caffeine.  It  makes  smok- 
ing enjoyable,  but  it  is  smoke,  not 
nicotine,  that  causes  the  cancer 
and  heart  disease  that  kills  hun- 
dreds of  thousands  annually. 
Smokeless  tobacco  eliminates  98% 
of  the  risk.  You  can  get  oral  cancer 
from  old-fashioned  chewing 
tobacco — Major  League  Baseball 
player  Bill  Turtle  died  that  way — 
but  this  vice  is  still  much  less  dan- 
gerous than  cigarette  smoking. 

Therein  lies  the  clue  to  an 
enlightened  public  policy  toward 
tobacco.  A  superior  solution 

exists — better  than  the  Surgeon  General's  reports,  which  date 
back  to  1964,  more  potent  than  all  the  restrictions  on  smoking, 
far  more  effective  than  all  the  litigation  and  the  antismoking 
campaigns  it  funded.  We  need  to  offer  smokers  clear  choices: 
between  nicotine  with  smoke  and  without,  or  nicotine  with  a 
little  bit  of  smoke  instead  of  a  lot,  or  nicotine  with  cleaner  smoke. 
The  solution  is  old-fashioned  market  forces. 

Here,  a  little  history  will  help.  After  the  first  compelling 
reports  on  smoking  and  lung  cancer  appeared  in  the  early  1950s, 
the  free  market  generated  better  filters;  Consumer  Reports  ratings 
of  filter  power  and  advertising  scared  smokers  into  switching  to 
filter  tips  (and  also  scared  a  lot  of  them  into  quitting).  The  Fed- 


"Between  1952  and  1954 
relatively  unconstrained  'fear  advertising' pushed 
cigarette  consumption  down  almost  9%." 


eral  Trade  Commission  and  the  old  Department  of  Health,  Ed 
cation  &  Welfare  even  encouraged  this  kind  of  thing  ar 
collaborated  with  industry  in  developing  safer  cigarettes.  But 
1954  the  FTC  barred  advertising  that  claimed  one  cigarette  w 
safer  than  another. 

Then  in  1980  the  federal  government  and  its  public  heal 
allies  began  to  attack  the  cigarette  industry  more  vigorously  th; 
it  attacked  smoking.  The  industry  was  vilified  along  with  filt 
cigarettes,  and  litigation  emerged  from  a  long  dormancy 

become  an  overwhelming  fore 
One  pending  suit  seeks  to  puni: 
Philip  Morris  USA  for  pushii 
low-tar  cigarettes. 

What  would  happen  if  ma 
ket  forces  were  unleashed  no\ 
Three  things.  First,  ads  wou 
once  again  draw  attention 
safety  comparisons.  Betwec 
1952  and  1954  relatively  unco! 
strained  "fear  advertising"  pushi 
cigarette  consumption  dovt 
almost  9%. 

Second,  we  would  see  son 
real  progress  in  filter  technolog 
as  cigarette  companies  compet 
to  get  better  safety  ratings. 

Third,  companies  would  cor 
pete  to  produce  the  best  smok 
less  or  near-smokeless  cigarette 
They  could  advertise  "snus,"  tl 
Swedish  product  that  is  som 
where  between  chewing  tobao 
and  snuff. 

End  result:  We  would  g 
some  serious  harm  reduction  as  smokers  switched  to  safer  cig 
rettes  or  smokeless  tobacco.  In  Sweden  only  1 5%  of  men  smo 
(a  lot  of  them  use  snus), -and  male  lung  cancer  rates  are  the  lo\ 
est  in  Europe. 

How  do  we  get  this?  First,  make  it  perfectly  clear  that  the  El 
will  only  attack  advertising  claims  that  lack  a  reasonable  ba: 
while  permitting  substantiated  claims  about  filter  technolog 
smokeless  tobacco,  health  effects  and  the  like.  And  second,  tl 
public  health  experts  have  to  get  out  of  the  way  when  tobao 
firms  raucously  compete  to  create  safer  products  and  persuai 
smokers  to  use  them.  It  is  time  to  start  undoing  25  years  of  pu 
lie  health  failure. 


I 
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Follow-Through 


JULY  8,  2002 


Movie  Time 
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100 
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BEST  AND  WORST  SPORTS  STARS 
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Hollywood  Hit  Mas- 

Ploduoer  BfaDGrcy 
and  The  Sopranos 


When  we  put  Brad  Grey  on  the 
cover,  The  Sopranos  producer's 
string  of  hits  had  rewarded  him 
with  studiolike  power.  Now  Grey,  47,  is 
facing  his  first  test  as  the  head  of  a  real 
studio.  Since  leaving  his  management  and 
production  firm,  Brillstein-Grey  Enter- 
tainment, and  taking  the  helm  of  Via- 

FLASHBACKS 


corn's  Paramount  Motion  Picture  Group, 
Grey  has  moved  to  shake  up  the  strug- 
gling studio's  top  creative  team  by  bring- 
ing in  Gail  Berman,  47,  president  of  Fox 
Entertainment.  Like  Berman,  Grey  lacks  a 
proven  big-screen  track  record.  Two  films 
Grey  was  producing  when  our  article 
ran — City  by  the  Sea  and  View  from  the 
Top — delivered  small-time  returns.  Grey 
has  also  left  Plan  B,  the  movie  production 
venture  he  set  up  with  stars  Brad  Pitt  and 
Jennifer  Aniston.  — Amanda  Schupak 

MARCH  29,  2004 

Thump 

A year  ago  we  warned  that  the  soft- 
ware business  was  about  to  head 
downhill.  It  has  indeed.  While  the 
S&P  500  has  risen  7.4%  since  our  story, 
software  stocks  have  fallen  3.2%.  Most  big 
software  vendors  continue  to  squeeze 
revenues  out  of  servicing  already-sold 
packages  rather  than  selling  new  software 
licenses.  BEA  Systems,  a  server  software 
firm,  may  be  the  worst  off,  with  stock 
that's  trading  40%  lower  than  it  was  a 
year  ago.  Though  BEA's  overall  revenue 
climbed  7%  to  $1.1  billion,  the  share 
from  services  jumped  from  49%  to  55%. 


1 


Another  sign  of  the  market's  matur 
consolidation.  Oracle's  December  takeo1 
of  PeopleSoft  grabbed  the  headlines,  fc 
the  bigger  deal  is  Symantec's  $13.5  billi 
acquisition  of  storage  software  vend 
Veritas,  set  for  completion  by  June.  He 
still  springs  eternal  in  Silicon  Valley: 
recent  poll  of  tech  buyers  by  Merrill  Lyr 
showed  IT  budgets  increasing  5%  this  yc 
with  software  and  storage  as  the 
spending  priorities.    — Victoria  Murp. 

NOVEMBER  25,  2002 

TiVo's  Tough  Times 

As  we  predicted,  it's  been  a  rou 
couple  of  years  for  digital  ' 
recording  pioneer  TiVo,  with  cor. 
cats  piling  on.  In  March  TiVo  got  a  bo< 
when  cable  operator  Comcast  announc 
it  was  teaming  up  with  TiVo  to  of 
enhanced  digital  video  recording  servic 
TiVo's  stock  jumped  75%  in  one  day 
the  news,  to  $6.70.  Though  financ  m 
details  have  yet  to  be  announced,  ci 
tomers  will  be  paying  Comcast  for  D 
service,  and  then,  if  they  choose  to  add 
the  TiVo  software  with  features  like  Wis 
List  and  remote  programming,  Come 
will  likely  pay  TiVo  a  small  fee  for  ea 
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Loophole  Larceny  Do  you  know  that  type,  the  type 

which  brazenly  admits  that  he  is  doing  something  harsh  and  unfair 
but  impudently  asks,  "There  is  no  law  to  stop  me,  so  what  are  you 
going  to  do  about  it?"  This  character  of  citizen  is  a  most  dangerous 
enemy  to  the  peace  and  stability  of  the  republic.  His  proper  place  is 
behind  prison  bars.  Unfortunately,  few  profiteers  are  there  today. 
Some  of  them  are  ostentatiously  displaying  and  spending  their 
ill-gotten  gains.  Too  many  money-grabbers  seem  to  imagine  that 
the  absence  of  a  law  to  punish  a  wrong  makes  the  committing  of 
that  wrong  all  right. 

25  YEARS  AGO  IN  FORBES  I  SEPTEMBER  I.  1980 

GM's  Gamble  While  its  domestic  competitors  are 

reconciling  themselves  to  becoming  smaller  as  the  price  of  survival, 
General  Motors  is  charging  straight  ahead  and  betting  billions  on 
expanding  its  capacity.  In  a  decision  quietly  made  over  the  last  year, 
GM  reversed  a  decades-long  policy  of  conscious  penny-pinching  on 
assembly  plant  investment.  Instead  of  tinkering  any  more  with 
ancient,  multistory  relics  like  its  72-year-old,  five-floor  assembly 
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plant  in  St.  Louis,  which  uses  16  freight  elevators  to  move  partsi 
from  floor  to  floor,  GM  decided  to  build  new  ones. 
GM  recently  slashed  its  2005  earnings  estimate  to  between* 
$1  and  $2  per  share  from  a  previous  estimate  of  between  $4  and  $5.  i 


20  YEARS  AGO  IN  FORBES  I  DECEMBER  2,  1985 

Michael  Eisner,  Media  Darling  Less  than! 

EUP  two  years  ago,  Walt  Disney  was  trading  in  the 
jm  low  50s,  an  unrealistically  low  price.  Today 
flj  the  stock  sells  in  the  low  90s,  which  could  be 
^fl  as  unrealistically  high  as  the  old  price  was 
'  unrealistically  low.  How,  then,  to  explain 
Disney's  progress  from  market  dud  to  market 
darling?  At  this  point  the  answer  must  be: 
clapping  and  believing,  much  of  it  led  by  the  media.  "I  wish  I 
had  had  all  those  articles  about  how  great  we  are  when  I  was  in 
school,"  laughs  Michael  Eisner,  whom  Roy  Disney  and  the 
Basses  brought  from  Paramount  as  Disney's  new  chief  execu- 
tive. "In  school  you  had  to  take  the  test  and  then  be  graded. 
Now  we're  getting  graded,  and  we  haven't  taken  the  test." 


China  World  Hotel,  Beijing. 
What  will  your  reason  be? 

For  some,  it's  the  inspired  setting 
in  the  city's  commercial  and  diplomatic  heart. 
For  others,  it's  the  legendary  Shangri-La  hospitality. 
But  perhaps  most  of  all,  it's  the  luxurious  accommodations 
unmatched  anywhere  else  in  the  city,  if  not  the  world. 
www.shangri-la.com 
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1  E-COMMERCE 


EBAY  HAS  CONQUERED  ONLINE  AUCTIONING,  RACKING  UP 
$778  million  in  profit  last  year  on  a  transaction  volume 
of  $34  billion.  But  Ebay  won't  stay  on  top  unless  it  also 
conquers  what  eventually  will  be  the  world's  largest  mar- 
ket for  online  goods:  China.  Ebay  bought  its  way  into 
China  in  2002,  holds  half  of  a  $1  billion  market  and  will  spend 
$100  million  this  year  to  bolster  its  presence  there.  China  is  a 
"must  win"  and  "is  likely  to  be  the  defining  measure  of  business 
success  on  the  Net,"  Ebay  Chief  Meg  Whitman  told  Wall  Street 
analysts  in  early  February.  "A  bunch  of  small  competitors  are  nip- 
ping at  our  heels." 

Jack  Ma  is  more  than  a  mere  ankle-biter.  Ma  runs  the  Taobao 
consumer  auction  site,  the  biggest  homegrown  rival  to  Ebay  in 
China.  Though  it  didn't  start  up  until  a  year  after  Ebay  arrived, 
Taobao  quickly  has  gobbled  up  41%  of  online  auction  sales,  com- 
pared with  Ebay's  53%;  it  has  4  million  registered  users,  gaining 
on  Ebay's  claim  of  10  million  customers  in  the  country.  To  take 
on  the  decidedly  American  presence  of  Ebay,  Taobao — Mandarin 
for  "searching  for  treasure" — plays  up  its  local  staff  and  an  all- 
China  focus;  its  online  moderators  use  screen  names  from  char- 
acters in  famous  Chinese  kung  fu  novels. 

Ma  also  runs  Alibaba,  which  claims  to  be  the  world's  largest 
global  business-to-business  auction  site.  Six  million  members 
use  the  main  site,  devoted  to  in-China  trade,  and  a  second  site 
for  trade  with  companies  in  the  rest  of  the  world.  Alibaba  and 

Ebay  aims  to  conquer  China.  Jc 

local  heroes  are  doing  handstands  to  repel 

the  American  invasion  |  By  Justin  Doebele 


■■HI  I 


^  To  a  Giant 
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front 

Taobao,  which  are  controlled  by  Ma's 
Alibaba  Holdings,  aim  to  fence  out  Ebay, 
setting  themselves  up  for  expansion 
beyond  China's  borders.  If  Jack  Ma  has 
his  way,  Taobao — not  Ebay — will  end  up 
conquering  the  online  world. 

"We  want  to  be  the  world's  largest 
consumer  site,"  Ma  says  in  Taobao's  (and 
Alibaba's)  office  in  Hangzhou,  two  hours' 
drive  south  of  Shanghai. 

Toppling  Ebay  is  a  bold  (if  not  sui- 
cidal) ambition,  and  Ma  tells  his  staff  it 
requires  a  new  perspective.  Ebay  looks 
less  fearsome  when  you're  upside  down, 
he  argues,  so  new  employees  are  encour- 
aged to  learn  how  to  do  a  handstand. 
Ebay,  with  $3.3  billion  a  year  in  revenue 
(compared  with  a  mere  $68  million  at 
Ma's  company),  expects  overseas  rev- 
enue to  eclipse  U.S.  revenue  in  two 
years.  It  now  is  the  dominant  auction 
site  in  Germany,  France  and  Australia, 
crushing  local  rivals  or  buying  them;  it 
leads  in  Korea  and  Singapore;  and  it  just 
launched  in  Malaysia, 
the  Philippines  and 
India.  Potential  future 
markets:  Vietnam,  Thai- 
land and  Indonesia. 

But  Ebay's  Whitman 
says  China  is  top  prior- 
ity. China's  population 
of  Net  users,  likely  to 
surpass  100  million  this 
year,  is  second  only  to 
that  of  the  U.S.  and  may 
double  in  two  years. 
Taobao  and  Ebay  "are 
fighting  tooth  and  nail," 
says  Victor  Koo,  who 
runs  China  portal  Sohu. 
"If  Ebay  wants  to  be  a 
global  consumer  site,  it 
needs  China." 

Ma  says  Ebay  thrives 
elsewhere  but  still  may 
falter  in  China.  "Ebay 
may  be  a  shark  in  the 
ocean,  but  I  am  a  croco- 
dile in  the  Yangtze  River. 
If  we  fight  in  the  ocean, 
we  lose — but  if  we  fight 
in  the  river,  we  win." 

Ma  is  a  Net  star  at 
home.  To  other  Chinese 


Internet  pioneers  he  is  known  respect- 
fully as  "Grandfather,"  having  formed 
China's  first  Internet  company  in  1995, 
about  the  time  Jeff  Bezos  was  starting 
Amazon.com  in  the  U.S.  (Inside  Alibaba, 
Ma's  nickname  is  less  formal:  "Feng  Qing 
Yang,"  a  wise  kung  fu  master;  at  40  he  is 
one  of  the  oldest  Alibabers.) 

Jack  Ma  grew  up  as  one  of  three 
children  in  a  family  in  Hangzhou,  his 
mother  working  on  an  assembly  line 
making  clocks  and  his  father  running  a 
dramatic  arts  association.  Young  Jack 
grew  up  meeting  performers  and  to  this 
day  is  something  of  a  performer  him- 
self. By  age  13,  eager  to  learn  English 
and  hear  about  the  world  outside 
China,  he  would  hang  out  at  a  tourist 
hotel  and  offer  free  guided  tours  to  for- 
eign guests;  this  he  did  until  age  21.  "A 
lot  of  people  thought  I  was  very 
strange,"  he  says. 

By  1988  he  was  teaching  English  to 
engineering  students,  and  in  1995  he 


made  his  first  trip  to  the  U.S.,  as, 
interpreter  for  a  trade  delegation, 
visited  friends  in  Seattle  and  learn 
about  the  Internet;  he  did  an  onli 
search  for  "beer"  and  got  back  doz« 
of  responses,  then  searched  "China' 
and  got  back  nothing.  Sensing  a  I 
opportunity,  he  returned  to  China,  q 
his  teaching  job,  borrowed  $2,000  a 
started  one  of  China's  first  Web  site; 
directory  service  for  Chinese  busines 
seeking  overseas  orders.  The  gover 
ment  shut  it  down  in  1997  in  an  an 
Internet  crackdown  but  loosened 
two  years  later. 

So  in  1999  Ma  tried  again,  raising  S 
million  from  Goldman  Sachs,  Softba 
and  others  to  form  Alibaba,  which  toe 
clears  $5  billion  a  year  in  transactio 
(Ebay's  size  in  2000). 

Ebay  entered  China  in  2002  by  payi 
$30  million  for  a  one-third  stake  in  Eac 
net,  an  auction  site  set  up  three  years  e 
Her  by  Harvard  graduate  Yibo  Shao  anc 


Ebay  is  "a  but  I  am  a  crocodile  i 

the  Yangtze  River.  If  we  fight  in  the  river,  we  win." 


China  is  a  "must  win."  says 
Ebay  Chief  Meg  Whitman. 


partner.  A  year  later  Ebay  bought  the  r« 
of  Eachnet  for  $150  million,  keeping 
its  chief,  Shao.  He  vows  that  Ebay  Eac 
net,  as  the  site  is  known,  will  win:  "The 
can  be  only  one  big  [consumer  auctio 
site  in  China." 

Ma  countered  by  teaming  up  wi 
Masayoshi  Son's  Softbank  of  Japan 
launch  the  Taobao  consumer  site  for  $ 
million.  He  picked  the  ideal  partner:  Sc 
had  beaten  back  Ebay  in  Japan  by  takii 
an  early  lead  in  auctions  with  his  Yahc 
Japan  joint  venture.  Ebay  closed  its  Jap 
site  in  early  2002. 

"We  were  both  thinking  the  san 
thing:  Son  kicked  Ebay  out  of  Japan 
have  the  same  chance  in  China,"  Ma  sa\ 
"Ebay  doesn't  think  we  are  a  threa 
China  will  be  a  worse  defeat  than  Japan 
His  swagger  rankles  some  observers.  La 
year  Ma  gave  a  presentation  on  his  gran 
scheme  to  half  a  dozen  Wall  Street  type 
and  one  of  them  stalked  out  midwe 
through  the  pitch,  with  a  parting  sho 
"Ebay  will  win!" 

But  so  far  not  a  single  Western  We 
site  has  succeeded  in  China.  AOL  in  199 
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FLEMING'S  PRIME  STEAKHOUSE  &  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
in  an  atmosphere  that's  gracious  and  lively. 


WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 
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Austin  Baltimore  Baton  Rouge  Birmingham  Boston  Cleveland  Coral  Gables  Denver  Edgewater  El  Segundo 
Houston  •  Las  Vegas  Naples  Nashville  Newport  Beach  Omaha  Orlando  Phoenix  Rancho  Mirage  Richmond 
St.  Louis    Salt  Lake  City    San  Diego    Sarasota    Tampa    Tucson    Tulsa  •  Tysons  Corner  flemingssteakhouse.com 


 iron! 

launched  a  $200  million  joint  venture 
with  China's  biggest  PC  maker,  Legend 
Computer  (now  called  Lenovo).  Three 
years  later  AOL  sold  out,  and  Legend 
switched  to  a  local  telecom  partner.  All 
the  top  sites  in  China  are  homegrown: 
Sina  for  portals,  Shanda  for  games  and,  in 
search,  Baidu,  which  is  about  to  go  pub- 
lic. Yahoo  is  an  also-ran  in  the  market;  its 
auction  site,  lpai.com,  runs  a  distant 
third  to  Ebay  and  Taobao. 

In  addition  to  the  $100  million 
spending  spree  that  Ebay  plots  this  year, 
it  spent  an  undisclosed  sum  to  sign 
exclusive  deals  with  China's  three  largest 
portals  (Sina,  Sohu  and  Netease)  to 
block  Taobao  ads  from  those  sites.  (Sohu 


"Taobao  didn't  win  the  first  battle, 
but  Ebay  lost  it,"  Ma  maintains. 

Taobao  uses  guerrilla  marketing  to 
keep  up  with  Ebay's  might.  The  China 
site  advertises  on  the  cheap  on  hun- 
dreds of  small  Web  outlets  ignored  by 
Ebay.  Taobao  is  the  eighth  most  popu- 
lar site  in  China,  ahead  of  Ebay  at  num- 
ber 13,  according  to  Alexa,  an  Internet 
traffic  monitor.  An  Ebay  spokesman 
argues  Taobao's  guerrilla  tactics  artifi- 
cially inflate  its  ranking  because  pop- 
up ads  for  Taobao  on  other  sites  count 
as  "visitors"  to  Taobao  itself.  "It's  like 
saying  a  person  seeing  your  billboard 
has  visited  your  store,"  says  Shao.  Ma 
says  he  is  phasing  out  that  practice — 


"They  are  doing  everything  they  can  to  block  us. 

Taobao  didn't  win  the  first  battle  but  Ebay  lost  it." 


and  Sina  have  since  dropped  the  exclu- 
sives).  "They  are  doing  everything  they 
can  to  block  us,"  says  Ma.  Ebay  also  is 
plastering  ads  all  over  China,  on  subway 
platforms  and  buses.  "They  have  deep 
pockets,  but  we  will  cut  a  hole  in  their 
pocket,"  Ma  jokes. 

Ebay  has  stumbled  since  scaling  the 
Great  Wall.  Last  year  it  overhauled  the 
Eachnet  site  to  comply  with  Ebay's 
worldwide  format.  The  design  change 
confused  some  customers,  and  product 
listings  plunged — down  to  250,000 
from  780,000  before  the  switch.  Ebay 
lost  some  fans  last  May,  when  it 
changed  the  rules  about  how  sellers  can 
limit  their  buying  audience.  "Many 
power  sellers  left  Ebay  to  go  to 
Taobao,"  says  Ebay  power  seller  Wang 
Yun,  who  remains  loyal  to  the  site.  Ebay 
denies  it. 

Chen  Zhuoyuan  started  selling 
clothes  from  Wuxi,  China  over  Ebay's 
site  a  year  ago  but  quit  after  a  week 
because  of  technical  problems,  switch- 
ing to  Taobao.  "The  trades  are  bigger," 
she  says.  Ebay  also  lags  behind  in  offer- 
ing its  PayPal  payment  system  in  China, 
while  Ma  launched  his  own  version,  Ali- 
pay,  in  January.  And  the  online  giant  has 
been  shuffling  local  management,  keep- 
ing Shao  as  chairman  but  assigning  a 
new  chief  executive  officer. 


Taobao's  mascot  is  the  worker  ant— because  enough  ants 
can  defeat  an  elephant. 


with  no  visible  drop-off  in  Taobao's 
Alexa  ranking. 

In  contrast  to  the  Ebay  machine 
Taobao  and  Alibaba  are  vintage  dot- 
com. Young  Chinese  hipsters  in  blue 
jeans  sit  at  open  desks  beneath  posters 
that  say:  "Pay  any  price,  do  anything,  to 
WIN!"  Last  year  Ma  staged  a  fifth- 
anniversary  bash,  in  an  arena,  for  all 
2,000  employees,  with  Taobaoists  wav- 


ing flags  of  worker  ants,  the  mascot 
Taobao — because  enough  ants  unite 
can  defeat  an  elephant.  The  four-hou 
event  ended  with  everyone  holdir 
hands  and  singing  a  song  with  the  lyri 
"You  have  to  go  through  a  thunderstori 
to  see  a  rainbow" — a  reference  to  tt 
dot-com  bust  and  the  dark  days  of  tr 
SARS  virus  scare  as  Taobao  launched 
mid-2003.  Then  they  went  disco  dan 
ing  late  into  the  night,  climbing  on  th 
bar — Ma  among  them. 

Ebay  charges  its  sellers  to  list  the 
goods  on  the  world-beating  site,  whi] 
Taobao  got  its  fast  start  because  sellin 
there  is  free.  The  Alibaba  sites,  mear 
while,  offer  basic  service  free  of  charg 
but  rake  in  revenue  fror 
85,000  members,  whi 
pay  $250  to  $10,000 
year  for  extra  service 
such  as  personalized  We 
pages  and  accreditation. 

Ebay's  success 
China  may  even  hel 
Alibaba.  Dozens  or  hun 
dreds  of  Ebay  sellers  i 
China  are  cheaply  sourc 
ing  goods  from  Ma 
Alibaba  site,  then  resell 
ing  the  items  at  a  profi 
says  fason  Brueschke, 
sell-side  analyst  wit 
Pacific  Growth  Equitie 
in  San  Francisco.  "A 
Ebay  gets  stronger, 
helps  Alibaba,"  he  say 
"[Ebay]  can't  just  buy  it 
way  into  China," 
warns,  adding  that  Jac 
Ma  started  the  Taoba 
site  as  "a  firewall  on  th 
consumer  side  agains 
Ebay  coming  afte 
Alibaba." 

•Ma  admits  as  much,  but  he  hopes  tc 
create  better  links  between  his  Alibab 
and  Taobao  outlets,  with  Taobao  seller 
trading  with  Alibaba  patrons  and  vie 
versa  to  create  a  global  platform  to  riva 
Ebay.  Setting  up  Taobao  "was  defensive  a 
first,"  he  says.  "But  now  we  are  going  afte 
them." 


Additional  reporting  by  Maggie  Chen. 
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We  bring  the  world  to  your  front  door 


Coldwell  Banker  Previews  International 


The  real  estate  powerhouse 
that  reaches  around  the  world 
to  match  premium  properties  to  premium  clients. 


A  world  of  luxury  listings  is  just  a  click  away 
www.coldwellbankerpreviews.com 
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International 


Outfront 

WHERE  ARE  THE  BARGAIN  HUNTERS? 


Exploiting  an  ever-weakening  U.S.  dollar,  European  consumers  are 
coming  over  here  to  buy  all  the  Ralph  Lauren  cashmere  and  Marc  Jacobs 
handbags  they  can  get  their  hands  on.  You  might  think  that  European 
companies  would  also  be  engaging  in  this  bargain  hunt,  devouring 
American  corporations  with  appreciated  euros— except  they're  not. 

As  the  chart  on  the  right  shows,  currency  fluctuations  don't  drive 
deals.  Even  as  the  dollar  has  declined  steadily  over  the  past  three  years, 
European  acquisitions  in  the  U.S.  have  dropped  off  dramatically.  Why? 
Europe's  weaker  economies  are  a  big  reason,  says  Douglas  Braunstein, 
head  of  Americas  investment  banking  for  JPMorgan.  Joseph  Frumkin,  a 
partner  at  New  York  law  firm  Sullivan  &  Cromwell,  suggests  that  today's 
tough  U.S.  legal  and  regulatory  environment  is  also  driving  his  European 
clients  away.  "European  companies  have  a  lot  of  alternatives  available  in 
western  Europe,  eastern  Europe  and  Asia,"  says  Frumkin.  —Peter  Lattman 
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Sources:  JPMorgan;  Thomson  Financial. 
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Northern  Exposure 

Will  ailing  A&P  be  saved  by  selling  off  its  strong  Canadian 
division  for  $1  billion?  Don't  bet  on  it  By  Peter  Lattman 


A&P  HAS  A  GREAT  PLAN  TO  SAVE 
itself,  according  to  Wall  Street 
enthusiasts.  Too  bad  the  plan, 
involving  selling  its  able  Cana- 
dian division,  won't  work. 

From  Wal-Mart  on  the  low  end  and 
Whole  Foods  from  on  high,  once-domi- 
nant A&P  (founded  1859)  and  other  con- 
ventional supermarkets  are  getting 


squeezed  like  quartered 
lemons.  Winn-Dixie 
filed  for  bankruptcy  in  February.  Shares 
in  the  three  largest  U.S.  grocers — Safeway, 
Albertson's  and  Kroger — have  been  dead 
for  five  long  years. 

But  thanks  to  the  Canada  sale  rumor, 
shares  of  the  Great  Atlantic  &  Pacific  Tea 
Co.,  the  feeblest  U.S.  grocery  chain,  are 


3/26/04  3/28/05 
Source.  FT  Interactive  Data  via  FactSet 
Research  Systems. 


up  170%  to  $15  since  October.  When 
Lehman  Brothers  upgraded  A&P  in  late 
March,  citing  the  talk,  the  stock  leapt  $3. 

The  only  part  of  A&P  that  functions 
well,  the  Canadian  unit  has  been  the  com- 
pany's enabler,  posting  superior  margins 
and  sales  momentum  with  prime  loca- 
tions and  less  competition.  CIBC  analyst 
Perry  Caicco  writes  that  A&P  Canada, 
accounting  for  30%  of  revenues,  has  kept 
the  company  alive.  A  Canada  sale  could 
raise  up  to  $1  billion,  says  Lehman.  Two 
Canadian  grocers,  Sobeys  and  Metro  (not 
the  German  chain  on  page  94),  are  seen  as 
buyers  of  A&P  Canada;  they  won't  com- 
ment. Nor  will  A&P. 

Such  a  sale,  the  analysts  argue,  would 
allow  A&P  to  give  the  struggling  stateside 
stores  a  face-lift  and  reduce  its  groaning 
debt  load — $213  million  of  A&P's  $919 
million  of  debt  comes  due 
in  2007.  If  it  doesn't  refi- 
nance or  sell  off  assets,  the 
company  risks  bankruptcy. 
A&P  hasn't  been  profitable 
since  2000.  Its  losses  for  the 
first  three  quarters  of  the 
current  February-ending 
fiscal  year,  $180  million  on 
$8.3  billion  in  sales,  exceed  the  losses  for 
the  entire  previous  year. 

Let's  say  A&P  bags  the  max  $  1  billion 
from  a  Canada  sale.  Owing  to  tax-loss 
carryforwards,  the  company  likely  could 
keep  all  or  most  of  this  from  the  taxman. 
After  setting  aside  money  to  pay  off  the 
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Growth  and  protection.  The  strong 
and  steady  approach  to  retirement. 

At  Prudential  Retirement. 

Protect  what  really  matters,  and  grow  it  with  care.  That's  our 
approach  to  planning  for  retirement. 

For  decades,  we've  used  our  strength  in  insurance  and  investments 
to  help  people  and  organizations  plan  for  retirement.  Today, 
more  than  3  million  individuals  choose  Prudential  Retirement 
to  help  them  grow  and  protect  wealth  through  every  stage  of 
the  retirement  planning  cycle  —  from  accumulating  assets, 
to  distribution  and  managing  retirement  income.  And  6,000 
institutions  of  all  sizes  rely  on  us  for  intelligent  retirement  plan 
solutions  that  address  their  administrative  and  fiduciary  needs. 

Growth  and  protection  from  a  company  that's  stood  the  test 
of  time.  That's  the  strong  and  steady  approach  to  retirement. 
That's  Prudential  Retirement. 


Prudential  (S  Financial 

Growing  and  Protecting  Your  Wealth® 


800-THE-ROCK 


www.prudential.com 


DEFINED  CONTRIBUTION  PLANS 


DEFINED  BENEFIT  PLANS 


NON-QUALIFIED  PLANS 
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bonds  maturing  in  2007,  the  boodle  would 
be  down  to  $800  million.  That's  more  than 
the  company's  entire  capital  spending 
($601  million)  for  the  past  reported  three 
fiscal  years.  A&P's  capital  spending  has  been 
anemic  compared  with  competitors',  pro- 
portionately (1.8%  of  sales  for  the  period 
versus  twice  that  for  the  others).  So  shov- 
eling all  $800  million  on  U.S.  store 
makeovers  might  help  it  catch  up. 

The  larger  question:  Does  throwing 


money  at  the  problem  fix  it? 
Nope.  A&P's  three  peers  have 
little  to  show  for  their  capital 
spending  in  this  blah  busi- 
ness. Industry  sales  leader 
Kroger  laid  out  3.9%  of  sales 
in  cap  ex  and  finished  2004  in 
the  red.  A&P's  rivals  have 
meager  annual  same-store 
sales  gains,  as  bad  as  A&P's  (0.9%). 

Under  pressure  to  do  something  is 


Christian  Haub,  40,  A&P's  chi 
executive.  His  billionaire  Germs 
family  owns  the  retailing  empi 
Tengelmann  Group.  It  took  ov 
A&P  in  1979,  buying  53%  f< 
$125  million.  Now  that's  wort 
$330  million,  a  thin  3.8%  annu 
return.  One  solace:  Anoth 
rumor  has  some  of  the  Canac 
windfall  going  to  shareholders  as  a  speci 
dividend. 


TELECOM  TRAVAILS 


With  a  Winnick  and  a  Nod 

Did  Global  Crossing's  founder  get  off  too  lightly?  New  evidence 
suggests  he  might  have  By  Nathan  Vardi 


WAS  THE  SECURITIES  &  Ex- 
change Commission  too  quick 
to  give  Gary  Winnick,  founder 
of  Global  Crossing,  a  free  pass? 
In  December,  against  the  advice  of  its  en- 
forcement staff  to  charge  Winnick  with  fail- 
ing to  properly  disclose  transactions, 
the  commission  backed  off.  SEC  Chair- 
man William  Donaldson  had 
expressed  concern  that  Winnick,  as 
nonexecutive  chairman,  had  little  or 
no  role  in  violating  reporting  rules. 
Global  Crossing,  a  fiber-optic  carrier 
once  worth  $48  billion,  rapidly 
descended  into  bankruptcy  in  2002. 

But  new  evidence  in  a  court  mo- 
tion filed  in  January  by  Jay  W.  Eisen- 
hofer,  lawyer  for  Ohio  pension  plans, 
suggests  Winnick  may  have  played  a 
much  more  active  role  in  the  prob- 
lematic disclosures  that  helped  Global 
look  better  than  it  was.  It  comes  from 
testimony  by  a  Softbank  executive  who 
alleges  that  Winnick  secretly  agreed 
that  a  $100  million  contract  with  Softbank 
for  fiber  capacity  need  never  be  fulfilled.  The 
deal  involved  Asia  Global  Crossing,  a  1999 
joint  venture  by  Global  Crossing,  Softbank 
and  Microsoft  to  build  an  Asian  network. 
Global  put  up  its  U.S. -Japan  lines;  Softbank 
and  Microsoft  invested  $325  million  each. 
The  deal  raised  $480  million  via  shares  on 
Nasdaq  and  $400  million  in  notes. 

I  ike  Softbank,  Microsoft  promised  to 
buy  $100  million  of  capacity  from  Asia 


Global  over  three  years.  Not  trivial,  given 
Asia  Global's  $154  million  in  2000  sales. 
While  its  offering  prospectus  touted  that 
Microsoft  and  Softbank  "have  agreed  to 
purchase  an  aggregate  of  $200  million  of 
capacity,"  Asia  Global  may  have  greatly  ex- 


aggerated potential  revenue  gain — a  sleight 
of  hand  covered  by  the  general  warning  that 
it  "may  not  be  able  to  benefit  from  Micro- 
soft's and  Softbank's  commitments."  In  fact, 
Softbank  bought  a  fraction  of  the  fiber. 

The  Ohio  pension  plans  filing  suggests 
that  Winnick  agreed  from  the  get-go  that 
Softbank  would  never  buy  $100  million  of 
capacity.  According  to  the  June  2003  testi- 
mony of  Ronald  D.  Fisher,  who  oversaw 
Softbank's  U.S.  unit,  Winnick  knew  Soft- 


bank didn't  need  the  capacity.  "Gary  Wii 
nick  . . .  promised  us  that  Softbank  wou 
never  be  held  accountable  for  the  ft. 
$100  million  commitment  because  C 
would  undertake  to  resell  any  capacity 
Fisher  says.  "Nevertheless,  we  were  told  th 
GC  could  not  put  this  uncondition 
promise  in  writing  because  it  would  crea 
revenue  recognition  issues  for  GC."  Tl 
public  disclosures  talk  of  a  contingency- 
Global  Crossing  might  have  to  resell  tl 
capacity  if  Softbank  and  Microsoft  asked 
to  do  so — but  scarcely  make  clear  how  if 
the  trumpeted  revenue  really  wa 
"The  allegation  of  a  secret,  unwritte 
agreement  is  totally  baseless,"  sai 
Gary  Naftalis,  Winnick's  lawyer. 

Fisher  said  Softbank  paid  $14 
million  "without  receiving  any  usef 
A  capacity"  and  lost  its  $325  millic 
investment  when  Asia  Global  filed  fi 
creditor  protection  in  2002.  Fisher  w 
forced  to  make  his  statements  becau 
Global  claimed  Softbank  owed 
$85.5  million,  the  balance  on  its  $1( 
million  commitment.  In  Octob 
2003  arbitrators  found  that  Softbar 
had  to  cough  up  another  $20  millio 
(Microsoft  settled  with  Global  1 
agreeing  to  pay  $61  million,  makii 
its  total  payments  for  capacity  : 
million.)  The  Ohio  pension  plans,  whic 
are  suing  Microsoft  and  Softbank  claimir 
fraud,  got  the  documents  in  November. 

Winnick,  who  sold  $600  million  or  j 
worth  of  stock  before  Global  Crossir 
cratered,  has  personally  already  agreed 
pay  $30  million  to  settle  with  the  Ohio  pei 
sion  fund  investors,  who  lost  $116  millio 
He  also  put  up  $25  million  to  square  thin 
with  the  Labor  Department  and  employe 
whose  401  (k)s  got  crushed. 
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Welcome  to  the  most  powerful  two -person  financial  firm  in  the  world.  You  and  us. 


wl:  

Imagine  a  global  financial  firm  with  the  heart  and  soul  of  a  two-person 
organization.  A  world-leading  wealth  management  company  that  sits 
down  with  you  to  understand  your  needs  and  goals.  An  award-winning 
global  investment  bank  and  premier  global  asset  management  business 
dedicated  to  giving  you  the  most  personal  attention  at  every  level.  At 
UBS,  we  work  to  make  all  this  a  reality,  every  day.  Using  all  our  resources 
as  one  of  the  world's  largest  financial  institutions  to  create  opportunities 
for  you.  But  always  taking  the  time  to  understand  your  needs,  so  you  can 
exploit  those  opportunities  with  confidence.  Global  financial  resources, 
intimate  financial  understanding.  You  and  us.  Think  of  it  as  the  most 
powerful  two-person  financial  firm  in  the  world,  www.ubs.com 


Wealth 
Management 


Global  Asset 
Management 
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Bank 
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JliuJront 
IPODS-A 

GIRL'S  BEST 
FRIEND 

Apple's  hot  music  players  are  just  so 
boring  with  their  monochromatic 
decor.  The  truly  chic  turn  to 
accessories  to  dress  up  their  gadgets 
in  a  never-ending  quest  for  style. 
Beware:  A  $200  iPod  mini  could  end 
up  costing  double  with  these  babies. 
—Chana  R.  Schoenberger 


Hoodie  from  C.  Ronson,  $24 

No  Hollywood  starlel  is  without  her  hooded  sweatshirt, 
and  her  iPod  can  now  match. 


Budfrogfrom  Hook 
Industries,  $7 

Twisted  earbud  cords 
begone  with  this  snap-on 
organizer. 


Jewelry  from  ipodjewelry.com, 

$l5-$50  Tart  up  your  iPod  Shuffle 
for  black-tie  events. 


Yoshida  case  at  Colette,  $160  Harness  urban  skate- 
boarder style  with  these  limited-edition  Japanese  cases. 


FINANCE  FANDANGO 


Toy  Story 

How  Bain  Capital 
quadrupled  its 
investment  in  bankrupt 
KB  Toys  in  just  16 
months  By  Nathan  Vardi 


BAIN  CAPITAL,  THE  BOSTON  BUY- 
out  shop  with  $24  billion  in  assets 
under  management,  gets  returns 
anybody  could  brag  about — it 
paid  $1.5  billion  in  November  for 
Canada's  SuperPages  phone  book  busi- 
ness and  agreed  to  sell  it  last  month  for 
$2  billion.  But  nothing  trumps  its  370% 
return  over  16  months  from  KB  Toys.  And 
if  the  retailer  later  tumbled  into  bank- 
ruptcy, leaving  creditors  slim  chance  of 
collecting  $250  million  in  unsecured 
claims,  well,  so  what?  That's  the  way  cap- 
italism crumbles. 

Thank  the  increasingly  popular  trick 
known  as  dividend  re- 
capitalization, in  which 
operating  companies 
take  on  big  loans  to 
make  payouts  to  their 
private-equity  owners. 
Such  deals  doubled  last 
year  to  $39  billion,  says  a 
division  of  Standard  & 
Poor's  called  LCD.  But 
these  payouts  may  leave 
a  borrower  with  an  un- 
manageable debt  load. 
The  phenomenon  was  a 
large  factor  in  44  credit- 
quality  downgrades  by 
Moody's  last  year. 

Bain  picked  up  the  $1.4  billion  (sales) 
KB,  of  Pittsfield,  Mass.,  for  a  pittance  in 
December  2000.  It  paid  $300  million, 
putting  down  $18.1  million  in  cash  and 
getting  KB  to  borrow  $237  million  or  so 
from  a  consortium  led  by  Bank  of  Amer- 
ica's Fleet  unit.  KB  also  gave  seller  Big  Lots 
a  $45  million  note.  At  the  time  Michael 
Glazer,  KB's  chief  executive,  praised  the 
deal  as  a  chance  "to  grow  our  sales, 
increase  market  share." 


And,  he  might  have  added,  his  own 
worth.  In  April  2002,  just  as  the  divide 
recap  boom  got  going,  KB  took  on  $66  n 
lion  in  bank  loans  to  fund  an  $85  milli 
payment  to  Bain,  court  documents  sh< 
KB  also  paid  out  "nearly  all  of  [its]  cash 
hand,"  or  $55  million,  creditors  say.  Gla 
received  $18  million  and  had  the  $2  n 
lion  in  debt  he  owed  KB  wiped  clean.  Otl 
executives  split  $16  million  more. 

When  KB  filed  for  bankruptcy 
year,  creditors  cried  foul.  The  divide 
deal,  they  say,  rendered  KB  insolvent, 
suiting  in  losses  of  $109  million  betwe 
the  payout  and  the  Chapter  1 1  filing. 


The  Bain  of  its  existence?  KB  has  ailed  under  its  new  owners. 


Bain  says  KB's  creditors  have  or 
themselves  to  blame  because  they  undi 
mined  the  toy  retailer  by  selli 
supercheap  toys  exclusively  to  Wal-M; 
during  the  2003  Christmas  season.  B« 
also  insists  the  dividend  was  warrant 
given  KB's  $76  million  in  operati 
income  (net  before  depreciation,  inten 
and  taxes)  in  the  fiscal  year  ended  Feb. 
2002.  "After  the  April  2002  recapitalr/ 
tion,  KB  Toys  had  $110  million  of  woi 
ing  capital,  as  well  as  liquidity  that  was  1 
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in  excess  of  what  was  needed  to  operate 
the  business,"  says  Bain. 

KB  has  closed  nearly  half  its  1,300 
stores  and  laid  off  3,400,  one-third  of  its 
work  force.  Big  Lots  tried  to  sue  Bain  and 
Glazer  in  state  court  for  fraud,  arguing  it  is 


owed  $52  million.  But  KB  persuaded  the 
bankruptcy  judge  to  stop  that  suit  by 
arguing  it  would  complicate  his.proceed- 
ings.  Unsecured  creditors  received  per- 
mission to  go  ahead  with  their  plans  to 
sue — but  not  before  the  judge  sees  a 


reorganization  plan  by  May  15. 

Whatever  the  outcome,  Bain  appa 
ently  still  likes  the  toy  business.  Togethi 
with  two  buyout  firms,  it  just  agreed  l 
purchase  the  troubled  Toys  "R"  Us  fc 
$6.6  billion. 


CREATIVE  GIVING 

Charity— 
For  a  Profit 

Wielding  relentless  charm 
and  shrewd  marketing, 
first-time  author  Ellen  Sabin 
hawks  her  own  book  teaching 
kids  the  value  of  charity. 
By  Tatiana  Serafin 

ELLEN  SABIN  IS  A  PIKER  IN  PUBLISH- 
ing — she  has  no  agent,  no  big- 
name  publisher  and  no  experience 
writing  books.  But  she  has  passion 
for  marketing  Tlie  Giving  Book,  a  person- 
alized activity  book  for  teaching  kids  the 
importance  of  charity.  Somehow  she  has 
managed  to  charm  her  way  into  an 
impressive  roster  of  companies  to  entice 
them  into  buying  it. 

Barnes  &  Noble  ordered  1 ,000  copies 
to  test  sales  in  a  few  stores  and  ordered  300 
more  in  December.  Fidelity  bought  2,500 
copies  of  The  Giving  Book  to  give  away  to 
clients.  Several  hundred  copies  each  have 
been  ordered  by  Bank  of  America's  Fleet 
Unit,  Citigroup — even  the  New  York 
Knicks.  How  a  raw  amateur  lined  up  so 
many  blue-chip  names  is  a  lesson  in  mar- 
keting and  self-promotion.  Sabin  relies  on 
relentless  networking,  do-gooder  opti- 
mism and  an  unabashed  penchant  for  im- 
posing on  the  kindness  of  strangers. 

"I'm  wicked  obsessive,"  says  Sabin, 
40,  who  has  pumped  $  1 00,000  of  her  sav- 
ings into  self-publishing  The  Giving  Book. 
She  has  printed  34,000  copies  and  needs 
to  sell  14,000  to  break  even;  she's  up  to 
12,000.  After  9/11  and  the  Asian  tsunami, 
she  says,  people  help  her  because  it  makes 
them  feel  good  about  themselves.  "We  all 


like  to  think  what  we  do  has  significance. 
The  more  engaged  people  feel,  the  more 
they  give,  the  more  they  are  involved." 

Sabin  was  raised  in  a  family  of  do- 
gooders.  She  spent  two  summers  on  an 
Indian  reservation  in  Montana  watching 
her  father,  a  physician,  care  for  the  sick. 
She  landed  two  master's  degrees  in  public 
health,  then  worked  for  nonprofits, 
including  Flying  Doctors  of  Africa, 
descending  on  hot  spots  in  Rwanda  and 
elsewhere. 

When  she  shopped  The  Giving  Book 
to  seven  big  publishers,  they  told  her  it 
was  too  pricey  ($20),  too  hard  to  produce 
(it  has  a  spiral  binder  and  a  die-cut  on  the 
cover  for  the  recipient's  photo)  and  that 
it  needed  a  cute  character — Olivia  the  Pig 
was  one  suggestion — to  sell  it.  Sabin 
rejected  this  free  advice  and  set  up  her 
own  teensy  publishing  company,  Water- 


ing Can  Press.  She  sol 
700  copies  to  the  Assoc 
ation  of  Small  Founds 
tions  for  a  meeting 
Chicago,  then  sper 
$1,000  to  fly  there,  sig 
books  and  answer  que 
tions.  That  led  to  sales  c 
950  copies  to  a  doze 
groups.  She  called  th 
New  York  City  Depart 
ment  of  Education  an 
won  its  seal  of  approval. 

Sabin  never  wastes 
chance  meeting.  An  actc 
she  met  in  a  Starbucks  s« 
up  a  book-signing  at 
store  run  by  a  friend;  sh 
sold  only  16  copies  bu 
met  three  new  contact: 
She  sent  a  copy  to  Barne 
&  Noble  Chief  Stephe 
Riggio,  who  got  her  to  th 
head  of  the  chain's  pub 
lishing  arm,  Alan  Kahr 
He  demurred  but  recom 
mended  the  retail  side  test-sell  1,00 
copies.  After  Barnes  &  Noble  reorderec 
Sabin  called  rival  Borders,  which  now  i 
selling  The  Giving  Book,  too. 

When  her  twin  sister  won  a  civi 
award  from  the  Boston  Celtics  (for  rum 
ning  a  riding  academy  for  disabled  kids] 
Sabin  hit  up  the  New  York  Knicks  ant 
sold  them  800  copies  for  their  "Read  U 
Achieve"  program. 

Sabin  also  runs  Equality  in  Marriage 
a  nonprofit  founded  by  Lorna  Wendt 
who  won  $20  million  from  her  ex 
husband,  a  former  GE  honcho,  in  a  land 
mark  divorce  case.  But  she  dreams  o 
building  Watering  Can  Press  into  a  mini 
empire  in  children's  publishing.  Her  sec 
ond  book — The  Hero  Book — will  be  ou 
in  June,  and  she  has  three  more  in  th» 
works.  Even  do-gooder  causes,  it  seems 
work  better  with  a  profit  motive. 
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WALL  STREET  HAS  MOVED 

HAVE  YOU? 


and  Sybase  have  teamed  up  to  help  Wall  Street  migrate  to  Linux®.  Are  you  ready  to  give  your 
Lications  Wall  Street-class  performance?  Get  started  now  with  Sybase®  Adaptive  Server®  Enterprise  on 
jx— the  award-winning,  enterprise-class  relational  database  — on  IBM  eServer"  on  OpenPower  "servers! 

rn  how  our  customers  are  realizing  value  today.  Download  a  FREE  white  paper  at  www.sybase.com/wallstreet 


Sybase 


5,  Sybase,  Inc.  Sybase.  Adaptive  Server  Enterprise  and  the  Sybase  logo  are  registered  trademarks  of  Sybase.  Inc.  IBM,  the  IBM  logo,  the  Business  Partner  emblem,  eServer 
DenPower  are  trademarks  of  International  Business  Machines  Corporation  in  the  United  States,  other  countries,  or  both.  Linux  is  a  registered  trademark  of  Linus  Torvalds. 


When  you're  dispensing  flammable 
liquid,  you  should  have  a  safety  bung 
on  each  drum,  or  everything  you've 
worked  for  could  blow  up  in  your 
face.  Which  is  precisely  why  the 
world's  leading  companies  find 
FM  Global's  engineering  approach 
the  best  fit.  Because,  unlike 
insurance  companies  that  use 
actuaries  to  calculate  risk, 
FM  Global's  1,400  engineers  work 
full-time  to  minimize  risk.  When 
one  incident  can  cost  millions  of 
dollars  in  lost  revenue  and 
shareholder  value,  you  might  ask 
your  risk  manager:  What  price  are 
we  willing  to  pay  for  not  having  the 
right  property  protection?  Visit 
fmglobal.com  to  learn  more. 

/  Protecting  the  value 

/    ^y        business  creates 


The  World's  Leading  Companies 


BIGNESS  IS  BACK,  BABY.  IN  THE  1990S  THE  WEB  BOOMED, 
and  the  upstart  emerging  from  the  fabled  garage  got 
all  the  attention.  In  the  new  decade  it  is  clear  that 
massive  scale  can  trump  cutesy  pluckiness. 

How  to  measure  the  size  of  a  business?  Our  rivals 
are  enamored  of  single-dimension  measures. 
Yet  revenue  alone  is  a  silly  way  to  rank  companies. 
You  wind  up  with  a  list  in  which  the  importance  of 
retailers  is  not  in  proportion  to  their  economic  heft. 
Wal-Mart,  first  in  sales,  doesn't  even  make  the  Forbes 
Top  Ten  because  it  pockets  less  than  4  cents  of  every 
dollar.  Citigroup,  with  less  than  half  Wal-Mart's  sales 
but  67%  higher  earnings,  ranks  first. 

Would  you  make  market  value  the  sole  metric? 
Microsoft  would  come  in  first,  at  $270  billion.  But  it 
has  less  than  $40  billion  in  sales  and  a  low  asset  base.  It 
rates  a  mere  47th  on  our  list. 

Another  mistake  made  by  the  Brand  X  company  list: 
confining  the  rankings  to  the  U.S.  Is  it  possible  to 
decree  that  Sony  is  a  foreign  company  and  News  Corp. 
is  domestic?  That  is  so  20th  century. 

The  titans  listed  here  get  a  composite  ranking  from 
four  metrics:  sales,  profits,  assets,  market  value.  They 
thrive  in  a  multinational  business  world,  and  related 
stories  look  at  how  Citi  woos  consumers  in  Brazil  and 
elsewhere  (page  68);  the  challenges  at  China's  most 
profitable  oil  company  (p.  88);  why  once-maligned 
Hyundai  of  Korea  may  get  the  last  laugh  (p.  98);  how 
distiller  Brown- Forman  exploits  the  weak  dollar  (p.  152); 
and  more.  Yet  business  also  needs  a  civil  society  to 
survive,  so  other  stories  look  at  a  do-gooder's  push  for 
defendant  rights  in  China  (p.  148)  and  at  the  use  of 
$2,000  loans  to  rebuild  Bosnia  (p.  158). 
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Globetrotter 

Facing  brutal  competition  in  the  U.S.,  giant  Citigroup 


competition  in  tne  U.S.,  giant  Citigroup 
is  reaching  out  la  theimrgeoning  middle  classes  around  the  wo 
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Bernard  Condon  and  Michael  Freedman  with  Naazneen  Karmali 


T'S  NOT  EASY  TO  NAVIGATE 
Rua  da  Quitanda  in  Sao  Paulo,  Brazil 
during  lunchtime.  The  busy  street  is 
filled  with  a  dozen  salesmen  from  com- 
peting loan  shops  pressing  flyers  into 
hands  among  the  passing  crowd. 
"Loans!"  cries  out  a  tout.  "We  make 
personal  loans."  A  woman  makes  shoo- 
ing motions  at  a  particularly  pesky 
one — then  gives  up  and  starts  running. 
Not  Fernando  Jose  da  Silva,  a  51 -year- 
old  mass  transit  worker.  On  a  recent 
afternoon  he's  sitting  in  the  hush  of  a 
Citigroup  minibranch,  telling  a  loan 
officer  about  his  sick  daughter  (she  has 
respiratory  problems)  and  daunting 
medical  bills.  Moments  later  he  emerges 
with  a  $450  loan,  at  7.9%  interest  a 
month,  and  a  look  of  pleasant  surprise. 

Citigroup  is  eagerly  seeking  more 
folks  like  da  Silva — millions  of  them,  in 
54  countries  outside  the  U.S.  Its  assets  of 
$1.5  trillion  and  2004  revenue  (before 
deduction  of  interest  expense)  of  $108 
billion  make  it  the  largest  bank  in  the 
world.  But  Citi  faces  the  same  dilemma 
that  the  largest  U.S.  oil  companies  do: 
Its  North  American  operations,  which 
provided  61%  of  its  $21  billion  in  net 
income  (before  charges)  last  year,  can't 
gush  forever;  the  biggest  strikes  will 
come  from  abroad,  where  growth  rates 
are  high  and  the  bank  is  adding  cus- 
tomers at  twice  the  domestic  rate.  With 
such  prospects  in  mind,  Charles  O. 
Prince,  soon  after  becoming  Citi's  chief 


executive  in  October  2003,  decided  that 
half  the  bank's  earnings  should  derive 
from  international  markets  by  2009. 
"We  would  in  some  ways  be  throwing 
away  our  legacy  if  we  did  not  expand  in 
this  direction,"  he  says.  "There's  an 
explosion  of  opportunity." 

It's  an  ambitious  goal,  focused  on 
consumer  banking.  It  must  be  met 
neighborhood  by  neighborhood,  coun- 
try by  country,  by  courting  the  emerg- 
ing middle  classes  in  such  fast-growing 
economies  as  Brazil,  Mexico,  Russia, 
India  and  China.  Citi  has  made  massive 
investments  in  up-and-coming  econo- 
mies, betting  that  its  premium  brand 
will  be  a  hit  with  the  masses.  The 
potential  payoff  is  enormous.  Marjorie 
Magner,  head  of  consumer  banking, 
figures  the  potential  revenue  from 
global  consumer  banking  is  $1.3  tril- 
lion, much  of  that  from  virgin  territory. 

This  is  not  a  game  of  steady  gains. 
Citi  has  recently  stumbled  badly 
abroad.  Regulators  in  Europe  are  inves- 
tigating its  alleged  role  in  the  collapse  of 
the  scandal-laced  Parmalat  SpA  and  a 
questionable  bond-trading  strategy, 
dubbed  "Dr.  Evil,"  by  participants. 
(Prince  had  another  name  for  it: 
"knuckleheaded.")  Right  around  the 
time  of  those  contretemps,  Japanese 
officials  accused  Citi  of  misleading 
some  of  its  wealthy  clients  and  forced 
the  closure  of  its  private  bank;  Citi  fired 
three  senior  executives,  including  the 
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head  of  Citigroup 
International.  And 
then  there  was  the  rev- 
elation of  a  "substan- 
tial, years-long  rela- 
tionship" with  Augusto 
Pinochet,  the  former 
Chilean  dictator  (see 
box,  p.  84).  Last  month 
the  Federal  Reserve 
took  the  unusual  step 
of  telling  the  bank  not 
to  make  large  acquisi- 
tions until  it  straight- 
ened out  its  systems  of 
compliance. 

But  much  of  Citi's 
massive  push  abroad 
isn't  taking  place  on 
the  trading  floors  or  in 
mahogany-paneled 
board  rooms.  Around 
the  world  it's  working  with  regulators  to 
create  the  legal  mechanisms  that  allow 
Western-style  consumer  loans,  credit 
cards  and  deposits.  Then  Citi  has  to  per- 
suade customers  to  trust  it  with  hard- 
earned  cash.  Then  put  credit  cards  in  the 
hands  of  people  who  have  never  before 
used  plastic.  Much  of  the  world  has  never 

Citigroup  is 
searching  the 
globe  for  more 
business. 


2004  REVENUE: 

$108  billion 


Japan 
Latin  America A 

Mexico  i 

Europe, 
Middle  East)! 
Africa 


ICitigrou] 


/0  America 


Asia 

'Before  interest  expense. 

Sources:  Prudential  Equity  Group;  company  reports. 


considered  taking  out  a  bank  loan — or 
paying  interest — to  buy  a  car  or  TV  or  to 
pay  for  a  wedding  or  medical  bills. 

Working  in  Citigroup's  favor  are  its 
deep  roots  in  international  banking, 
strengthened  under  the  reign  of  Walter 
Wriston,  the  bank's  chairman  from  1970 
to  1984.  (He  died  in  January.)  He  climbed 
to  the  top  job  after  heading  Citi's  interna- 
tional business  and  expanded  the  com- 
pany well  beyond  U.S.  borders,  often 
obtaining  first-mover  advantage.  But  he 
and  his  successor,  John  Reed,  seemed  con- 
tent with  1%  or  2%  market  share  in  many 
countries,  achieved  by  focusing  mosdy  on 
the  wealthy  elite.  "Walter  Wriston  told  me 
once  that  when  he  ran  the  bank,  the  largest 
source  of  revenue  was  shipping  finance," 
recalls  Prince.  "That  was  30  years  ago.  The 
bank  he  ran  has  been  completely  trans- 
formed by  competition,  by  evolving  tech- 
nologies, by  changing  dynamics  in  the 
financial  marketplace." 

STILL,  CO-OPTING  THE  MASSES  IS 
a  slow  business,  as  Citi's  experi- 
ence in  Russia  underscores. 
When  it  opened  its  first  branch 
in  Moscow  in  November  2002, 
a  Western  pioneer  in  this  respect,  it  found 
a  relatively  primitive  legal  structure  that  is 
only  now  putting  in  place  a  deposit  insur- 
ance program.  Citi  and  other  banks 


worked  with  regulators  to  help  set  uj 
credit  bureaus,  which  could  begin  opera 
ing  as  early  as  September,  and  a  change  i 
lending  laws  so  that  credit  card  intere 
begins  accruing  after  a  set  period  rattu 
than  at  the  time  of  a  sale.  Taken  fo 
granted  in  mature  markets,  the  featui 
was  so  new  in  Russia  a  press  conferenc 
introducing  the  card  attracted  2 
reporters. 

Such  efforts  certainly  grease  th 
wheels  for  Citi,  which  has  spent  an  est 
mated  $100  million  building  18  brancht 
in  Moscow  and  St.  Petersburg,  and  20 
ATMs  and  kiosks  in  gas  stations  and  shop 
ping  malls — with  nary  a  kopek  in  profit 
But  they  also  help  reassure  a  populatio 
deeply  suspicious  of  sharing  privat 
information  or  trusting  anyone  with  it 
wealth.  Years  of  government  exproprit 
tion,  communism  and,  more  recenth 
gangster  capitalism  have  all  taken  thei 
toll.  Many  of  the  145  million  Russian 
woke  up  in  1998,  following  the  Asian  cui 
rency  crisis,  to  find  their  bank  had  col 
lapsed  and  their  life  savings  had  disap  * 
peared.  As  a  result,  an  estimated  $5 
billion  in  cash,  one-third  of  the  nation 
savings,  is  stashed  away  at  home.  In  thi 
market  of  skeptics  Citi  found  it  had  jut 
single-digit  brand  recognition.  Executive 
brought  landlords  for  potential  branche 
to  existing  locations  to  prove  Citi  was 
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3  timeless  rhythms  of  the  game  of  baseball 
/er  change.  Neither  do  the  uncompromising 
ps  that  make  every  Macanudo  the  last  word 
smooth,  mellow  taste.  And  that's  how 
icanudo  inspires  the  passion  that  makes  it 
lerica's  best-selling  premium  cigar. 


MACANUDO. 

An  American  Passion. 


EE 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


1 1 


CHTM6aHK 

yBe/iMMM/i  cyMM 
KpeflMTa 


legitimate  outfit. 

To  find  its  first  customers  Citi 
exploited  connections  from  its  corporate 
banking  side,  which  has  served  multina- 
tionals and  large  Russian  companies  since 
1993.  Executives  went  to  personnel  direc- 
tors at  the  largest  businesses  and  pro- 
posed a  direct-deposit  program  they  said 
would  save  hundreds  of  productivity 


hours  because  employees  would  no 
longer  have  to  suffer  Moscow's  inter- 
minable traffic  to  get  to  the  bank. 

That  led  to  initial  meetings  with 
potential  customers.  But  Citi  finds  it  still 
requires  three  or  four  phone  calls — or 
home  and  office  meetings — to  persuade 
people  their  money  is  safe.  Tina  Mana- 
gadze,  a  district  branch  manager  in 


Moscow,  says  only  half-jokingly  th. 
every  third  customer  is  apprehensb 
about  depositing  money.  One  woma 
told  Managadze  she  had  $100,000  froi 
the  sale  of  property  but  was  nervous  si 
might  lose  it  all  if  it  went  into  a  ban  :t 
Managadze  persuaded  her  that  Citi  he  x 
no  plans  to  fold  up  and  leave  the  countr  ;;; 
but  instead  was  rapidly  expanding.  Ov  |e 
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■me  the  woman  deposited  her  money. 

Just  as  important  is  assuring  cus- 
amers  that  they  have  access  to  their 
loney  24  hours  a  day.  Citi  offers  that  ser- 
ice  by  phone  or  Internet — or  at  ATMs 
nd  the  branch  lobby  where  guards  stand 
|y.  In  a  more  than  symbolic  move  Citi 
)bbied  the  central  bank  to  allow  it  to  stay 
pen  during  a  ten-day  holiday  in  January. 


MOST  RUSSIANS  ARE 
STILL  NOT  AT  EASE 
WITH  TAKING  LOANS 
AND  PREFER  TO  PAY 
FOR  ITEMS  IN  CASH. 

Confidence  does  seem  to  be  building. 
During  a  small  banking  crisis  last  sum- 
mer, Citi  Russia  saw  record  inflows  of 
deposits.  Anton  Kabachinsky,  a  28-year- 
old  finance  manager  at  a  Russian  invest- 
ment bank,  held  $50,000  in  a  Russian 
bank  until  rumors  surfaced  it  was  going 
to  default.  When  he  tried  to  withdraw  his 
money,  the  bank  charged  him  $1,000  in 


commissions  and  fees.  He  grudgingly 
paid  it  and  deposited  his  wad  with  Citi. 

For  services  such  as  credit  cards  and 
consumer  loans  Citi  relies  on  a  direct 
sales  force — another  novelty  in  Russia. 
The  bank  trains  this  cadre  in  the  basics: 
how  to  address  customers  politely,  keep  a 
prospective  client  talking  and  attract 
attention  with  catchy  phrases.  Predictable 
public  places  are  good  targets  of  oppor- 
tunity, but  so  are  fashion  and  wedding 
trade  shows,  dentists'  offices  and  elec- 
tronics stores. 

Typical  of  such  efforts  is  the  work  of 
21 -year-old  Lena  Bulahova.  Clipboard 
in  hand,  she  spends  six  hours  a  day  at  a 
BP  gas  station  on  a  Moscow  highway, 
which  resembles  any  rest  stop  along  a 
U.S.  interstate,  encouraging  people  to 
apply  for  a  credit  card  with  a  competitive 
24%  annual  interest  rate.  She  gets  a 
handful  of  applications  each  day  and 
carries  a  digital  camera  to  take  the  req- 
uisite photos  of  passports  and  car  regis- 
trations. With  at  least  half  of  Russian 
income  undeclared,  assessing  credit  is 
tough,  so  Citi  uses  things  like  provable 
earnings,  marital  status  and  car  owner- 
ship as  proxies  for  stated  income.  The 
owner  of  a  new  Mercedes  probably  has 
income  from  somewhere. 

Most  Russians  are  still  not  comfort- 
able with  taking  loans;  typically  they  pay 
for  items  in  cash  or  borrow  from  friends 
and  family.  Citi  estimates  the  Russian 
nonmortgage  consumer  lending  market 
to  be  just  2.5%  of  GDP,  compared  with 
15%  to  20%  in  the  U.S.  and  U.K.  And 
Citi  has  a  loan  portfolio  of  an  estimated 
$150  million  and  just  70,000  credit  card 
holders  out  of  the  perhaps  4  million  peo- 
ple who  could  meet  Citi's  minimum 
requirements. 

It  hopes  to  double  the  number  of 
account  holders  to  300,000  by  the  end  of 
this  year.  Frederik  F.  Seegers,  head  of  con- 
sumer banking  for  Europe,  the  Middle 
East  and  Africa,  reckons  that  within  the 
next  five  years,  thanks  to  first-mover 
advantage,  Russian  consumer  profits  could 
converge  with  those  of  India;  Morgan 
Stanley  estimates  that  India's  total  profits 
will  be  $1.6  billion.  Yet  even  the  most 
worldly-wise  are  a  tough  sell.  In  January 
Vladimir  Putin  met  with  Citi  Chairman 
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written  by: 

THERESE  HILL, 

Managing  Director  and  Global  Leader  of 
Merger  Services  at  BearingPoint 

T here  are  no  "barbarians  at  the  gate"  this 
time,  but  Hollywood  is  reminding  us  that 
mergers  and  acquisitions  are  back  in  a  big 
way  —  the  new  feature  film  "In  Good  Company" 
accurately  reflects  this  resurgent  business  trend. 
In  search  of  shareholder  value  creation,  real-life 
companies  are  riding  the  biggest  M&A  wave  in 
five  years.  Thomson  Financial  tallied  $138  billion 
of  transactions  announced  in  January  2005,  on 
the  heels  of  another  $147  billion  announced 
in  December. 

Following  recent  years  of  belt  tightening,  CEOs 
across  the  globe  are  under  tremendous  pressure  to 
boost  earnings  through  growth.  Interest  rates  are 
still  low  and  financing  is  readily  available.  Amid  a 
strong  economy  and  high  corporate  profits,  more 
than  $1  trillion  in  cash  on  corporate  balance  sheets 
is  seeking  investment  opportunities.  For  many  com- 
panies, it  makes  sense  to  pursue  a  competitor:  hunt 
or  be  hunted.  Through  my  meetings  with  chief 
executives,  it  is  clear  that  this  preoccupation  —  this 
fever  —  is  no  doubt  intensifying. 

Yet  even  as  Hollywood  captures  the  M&A  trend, 
there  is  a  cautionary  tale  of  how  easily  an  acquisi- 
tion can  go  wrong.  In  the  movie,  the  hype  quickly 
subsides  after  "Globecom"  buys  Sports  America 
magazine.  The  conglomerate  throws  loud  hip-hop 
parties,  turning  off  the  magazine's  longtime 


customers  who  are  used  to  business  done  on  an 
honest  handshake.  It  pursues  illogical  "synergies'  ' 
like  placing  a  computer  column  in  a  sports  magai 
zine.  Globecom  soon  sells  the  magazine,  having  sel  i 
unrealistic  expectations  and  implemented  poo) 
strategies  that  destroyed  shareholder  value.  Why' 
The  company  failed  to  understand  the  publication' 
strengths,  core  competencies,  corporate  culture 
and  customer  base. 

This  scenario  is  all  too  realistic.  Recent  studiei 
have  shown  that  half  of  the  major  mergers  since 
1990  have  eroded  shareholder  returns,  while  onN 
17%  have  contributed  significant  value.  One  out  oi 
three  acquired  firms  is  sold  again  within  just  five 
years.  Sadly,  77%  of  acquisitions  fail  to  return  —  , 
much  less  generate  —  more  than  their  cost  of  capitali 

What  do  successful  mergers  and  acquisitiom 
have  that  these  do  not?  Companies  can  ensure 
that  they  achieve  the  benefits  they  hope  for  in  a 
M&A  transaction  by  planning  properly,  developin 
a  clear  and  focused  vision  of  integration  goal 
setting  a  realistic  timetable  and  understandin 
the  differences  in  corporate  cultures,  all  whil 
managing  risks. 


"Companies  should  have  a  well-defined  plan  of 
action  in  advance  as  to  how  they  might  go  about 
integrating  business  and  realizing  value,"  says 
Robert  Stegmann,  director  in  BearingPoint's  Merger 
Services  Practice.  "Go  back  and  address  the  strategy 
and  the  core  competencies 
that  you  bring  to  market  as 
your  own  strengths,  and  be 
sure  that  if  you  are  going  to 
step  outside  your  core  compe- 
tencies you  truly  understand 
what  needs  to  be  done." 


THERESE  HILL, 

Managing  Director  and 
Global  Leader  of  Merger 
Services  at  BearingPoint 


Taking  the 
Complete  Approach 

Successful  mergers  and  acqui- 
sitions command  a  complete 
perspective,  from  screening 
and  due  diligence  through 
all  aspects  of  the  integration 
process.  BearingPoint's  proprietary,  end-to-end 
approach  and  experienced  professionals  mobilize 
executives  from  both  companies  with  this  very  frame- 
work in  mind:  set  clear  objectives,  communicate  and 
cascade  the  mission  across  the  organizations  and 
enable  decisions  that  help  achieve  synergies  quickly 
while  managing  risk.  From  our  proprietary  research, 
BearingPoint  has  identified  specific  areas  where 
merged  companies  lose  value,  and  this  data  allows 
our  clients  to  make  decisions  faster.  Faster  decision- 
making is  critical,  as  our  research  indicates  that 
large  value  losses  tend  to  be  associated  with  lengthy 
integration  periods. 

When  acquiring  another  firm,  the  first  thing  a 
company  must  do  is  make  sure  that  it  understands 
what  it  wants  to  achieve  through  the  purchase.  Is 
the  objective  to  cut  costs?  Expand  in  the  global 
marketplace?  Grow  its  customer  base?  Gain  com- 
petitive advantage  and  market  share?  Acquire 
patents,  trademarks  or  superior  technology?  Only  if 
the  integration  strategy  is  firmly  established  is  a 
company  merger  likely  to  create  shareholder  value. 

Before  the  deal  is  signed,  an  acquirer  should 
have  a  clear  "Day  1 "  blueprint  and  understand  how 
it  will  launch  and  implement  integration  strategies 
for  the  first  1 00  crucial  days  of  the  merged  business, 
as  well  as  180-day  and  360-day  strategies.  The 
details  and  interdependences  of  Day  1  should  be 


envisioned.  As  an  expert  M&A  adviser,  I  as 
our  clients  such  questions  as:  "When  you  pull  int 
the  parking  lot,  what's  the  signage?  What's  on  th 
Web    site?    How    do    employees    feel?  Ho 
do  customers  reach  you?  Is  the  order-to-cas 
process  stable?"  A  focusec 
integration  strategy  shou 
answer  these  questions  and 
help  prioritize  the  energie 
and  limited  capacity  of  th« 
already  stressed  businesses. 


"Successful  mergers 
and  acquisitions 
command  a  complete 


perspective,  from 


screening  and  due 
diligence  through 
all  aspects  of  the 
integration  process. 


Doing  the  Monkey  Walk 

Such  a  strategy,  developec 
with  the  help  of  an  objectivt 
adviser,  can  help  companie 
to  identify  and  mitigat< 
integration  risks  as  well  as  tc 
stabilize  the  day-to-day  busi 
ness  risks  that  all  companie 
face.  A  sports  company  that  expands  througl1 
acquisitions,  for  example,  will  want  to  integral 
warehouses,  logistics  and  distribution  quickly.  But  i 
must  make  sure  that  this  complex  process  doesn' 
get  in  the  way  of  having  its  products  on  ston 
shelves  before  the  school  season  starts.  In  this  case 
it  could  make  sense  not  to  take  the  risk  of  combin 
ing  logistics  until  its  soccer-mom  customers  hav» 
what  they  need. 

Focus  on  customers  is  all-important  in  an; 
reorganization,  especially  those  that  impact  con 
business  strategies.  Rationalizing  your  product  mi: 
to  more  profitable  businesses  can  pay  off  in  thi 
long  run,  but  if  existing  customers  or  practices  an 
overlooked  during  reorganization,  there  could  b< 
losses  in  the  short  run. 

My  experience  in  the  merger  services  field  ha 
made  one  metaphor  vividly  apparent:  I  liken  th» 
management  of  business  risks  to  the  way  a  monke; 
travels  along  a  forest  canopy  —  monkeys  never  ie 
go  of  the  branch  behind  them  until  they  have  th» 
branch  in  front  of  them  firmly  in  grasp.  The  lessoi 
we  can  learn  from  the  monkey  walk  is  that  it's  th* 
transition  that  can  do  you  in.  Don't  let  go  of  you 
existing  drivers  of  value  creation  until  you've  got . 
hold  of  the  new  ones.  That  goes  for  customers 
employees,  strategies,  products,  etc.  These  an 
lessons  our  clients  appreciate. 
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FedEx  Delivers  with 


Vhat  Does  One  Plus  One  Equal? 

imilarly,  many  companies  may  forget  that  share- 
lolder  value  often  comes  from  a  company's  culture 
tself.  Employees  of  an  innovative  upstart  may  be 
ccustomed  to  lots  of  autonomy  and  to  compensa- 
ion  packages  that  promote  high  performance.  Such 
firm  may  be  attractive  to  an  established  company 
\j\th  the  distribution  and  deep  pockets  to  bring 
inovations  to  market.  The  challenge  then  becomes 
ow  to  fit  the  small  entrepreneurial  company  into  a 
orporate  structure  without  a  "bear  hug"  that 
mothers  its  spirit  and  thus  destroys  value. 

In  other  words,  a  successful  merger  depends  on 
clear  vision  of  how  many  components  work 
Dgether  to  create  value,  so  that  one  plus  one 
quals  three.  For  merging  companies  with  overlap- 
ing  products  and  services  it  becomes  especially 
nportant  to  make  sure  that  sales  teams  from  both 
des  understand  and  are  motivated  to  represent 
ne  entire  new  product  line.  Effective  cross-selling  is 
ne  of  the  more  difficult  synergies  to  realize. 

"The  challenge  is  in  dealing  with  the  whole 
ulture.  It's  more  than  just  putting  together 
:hedules  and  numbers,"  says  David  Jung,  a  senior 
lanager  in  BearingPoint's  Merger  Services  Practice. 
Companies  that  forget  that  may  find  that,  at  best, 
ne  plus  one  equals  two.  At  worst,  it  equals  some- 
n'ng  significantly  less,  with  value  destroyed  through 
ie  integration  process,  as  is  the  case,  unfortunately, 
/ith  the  majority  of  companies."  ■ 

ontemplating  an  Acquisition?  Merger  on 
ie  Horizon?  Thinking  About  the  Big  Picture? 

ontact  Therese  Hill,  managing  director  and  global 
?ader  of  Merger  Services  at  BearingPoint,  at 
iergerservices@bearingpoint.com. 


Speed  and  Performance 


During  recent  acquisitions,  FedEx 
needed  to  optimize  areas  of  its 
subsidiary  operations.  More  than 
250,000  employees  and  contractors 
strong,  the  company  once  again 
turned  to  BearingPoint  to  implement 
complex  solutions  across  multiple 
platforms.  From  managing  critical 
Business  Process  changes  to  ERP 
restructuring  —  all  delivered 
simultaneously.  These  are  the  kinds 
of  results  that  make  the  difference. 

STRATEGIC  BUSINESS  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered.' 

CONSULTING    SYSTEMS  INTEGRATION    MANAGED  SERVICES 
EXPERIENCE  BEARINGPOINT.COM 


To  gain  critical  insight  and  knowledge  regarding 
mergers  and  acquisitions,  go  to: 

BEARINGPOINT  INSTITUTE  for 

Executive  insighT 

www.BearingPointlnstitute.com 

For  more  information  regarding  solutions  for 
planning,  executing  and  monitoring  performance 
of  a  strategic  combination,  including  a  merger; 
acquisition,  joint  venture,  or  mass  hire,  visit: 

BearingPoint,  Inc. 

www.BearingPoint.com 
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Sanford  I.  Weill,  who  offered  the  Russian 
president  a  bank  account  and  credit  card. 
Putin  said  he  did  business  at  Sberbank,  the 
state-owned  institution  with  two-thirds  of 
the  deposits.  And  the  credit  card?  "I  will 
have  to  calculate  the  interest." 

Citi  has  similarly  outsize  ambi- 
tions in  Brazil,  where  it  has 
done  business  for  90  years — 
but  has  just  1.2%  of  the 
nation's  loans,  according  to  a 
Morgan  Stanley  estimate.  Yet  the  oppor- 
tunity is  huge  in  a  nation  in  which  two- 
thirds  of  the  180  million  increasingly 
prosperous  people  lack  even  a  bank 
account.  In  this  inflation-ravaged  land 
people  once  loath  to  borrow  had  a  total  of 
$44  billion  in  loans,  not  including  home 
mortgages,  as  of  January,  up  32%  from  a 
year  earlier.  Today  consumer  loans  stand 
at  just  6%  of  GDP  versus  12%  or  so  in 
France,  Germany  and  South  Korea. 

With  that  kind  of  elbow  room  Brazil  is 
an  attractive  target,  one  of  five  countries 


A 
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with  the  biggest  potential  growth.  Morgan 
Stanley  says  Citi  could  increase  net  income 
there  more  than  tenfold,  from  $109  mil- 
lion last  year  to  $1.4  billion  in  2009.  The 
target  customers  for  Citi's  small  personal 
loan  subsidiary,  called  CitiFinancial,  are 
the  35  million  Brazilians  earning  $2,400 
to  $14,400  a  year  who  take  out  an  average 
loan  of  $900,  mostly  to  buy  cars.  To  dis- 
tinguish itself  in  a  crowded  field,  the  bank 
tries  to  portray  itself  as  a  trustworthy  al- 
ternative. It  discloses  loan  processing 
fees — an  average  0.6%  a  month — on  2- 
by-2'/2-foot  posters  in  the  front  of  its  stores 
instead  of  burying  them  in  small  type,  an 
old  trick  to  fleece  customers  in  the  U.S. 
and,  apparendy,  Brazil. 

In  a  nation  where  losses  for  lenders 
reach  30%  or  more  of  all  outstanding 
loans,  it  is  also  attempting  to  instill  a  little 
Yankee  thriftiness,  handing  out  Citi- 
Financial pads  with  preprinted  grocery 
fists  and  advice:  "Have  your  list  of  things 
you  want,  and  don't  buy  anything  else." 
Other  freebies:  The  Saving  Family,  a 


Stepping  up  to  India's 

masses:  CitiFinancial 
now  offers  accounts 
tpatrequire  aminimum 
-     of  less  than  $25. 


cartoon  book  with  chapters  tided  "Neec 
Versus  Wants"  and  "Ostentation."  La« 
year  the  bank  sent  500  customers  to  one 
day  classes  to  learn  basics — like  ho' 
Brazilians  can  cut  their  monthly  loan  pa) 
ments  by  borrowing  for  longer  periods. 

Citi's  prospects  are  also  helped  by 
government  decision  last  year  to  alio' 
banks  to  extend  loans  with  interest  pa> 
ments  automatically  deducted  from  bot 
rowers'  paychecks.  Leveraging  its  corporal 
banking  ties  yet  again,  Citi  signed  up  7 
companies.  It  also  started  a  new  practice  c 
considering  recorded  telephone  converse 
tions  with  borrowers  as  binding  contract 
Citi  now  offers  so-called  payroll  loans  we 
beyond  its  Sao  Paulo  branches  to  Noki 
and  Sony  workers  in  factories  in  the  Ama 
zon;  it  expects  to  tap  170  additional  com 
panies  by  year's  end. 

Yet  for  all  its  resourcefulness  Citi  sti 
faces  skeptical  customers.  Memories  c 
volatile  interest-rate  swings  in  the  199C 
leave  Brazilians  a  bit  queasy  wit 
adjustable-rate  loans.  That  explains  whi 
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Feel  free  to  take  risks. 

in't  eliminate  risk.  You  can  be  equipped  to  handle  it. 
er  your  credit  strategy,  and  the  risk  of  unanticipated 
write-offs  being  viewed  as  a  misstatement  of 
gs.  Yet  tighter  credit  carries  its  own  risk  —  slow  sales 
owth.  Enter  Atradius.  We  enable  trade  with  credit 


atradius.us 


insurance,  information  and  collections  services  that 
allow  you  to  safely  increase  credit  sales.  To  meet  today's 
credit  challenges,  look  to  one  of  the  world's  largest, 
most  experienced  credit  insurance  companies.  Look  to 
Atradius.  Fee!  free  to  take  risks.  Call  l-oOO-822-3223. 


>{Catradius 

managing  risk,  enabling  trade 
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people  like  Julio  Fugiwara,  a  40-year-old 
employee  for  a  credit  card  firm,  prefers  to 
save  a  bit  more,  with  inflation  recently  at 
a  four-year  low  of  7.6%,  rather  than  bor- 
row. "I'm  afraid  inflation  will  come 
back,"  he  says.  "I'd  rather  take  out  a  loan 
during  a  recession." 

There  is  little  Citi  can  do  to  control  the 
economy  or  rate  spikes,  but  it  could  cer- 
tainly adopt  a  more  emphatic,  competi- 
tive posture.  It  faces  three  big  foreign 
rivals — ABN  Amro,  HSBC  and  Banco 
Santander — each  with  1,000  or  so 
branches.  Citi,  with  just  45,  has  yet  to 
make  a  sizable  acquisition.  Two  years  ago 
ABN  Amro  bought  Banco  Sudameris,  with 
293  branches,  for  1.8  times  book  value. 
Shares  of  Banco  Itau,  a  possible  Citi  target, 
recently  traded  at  3.7  times  book. 

COMPETITION  POSES  A  FORMIDA- 
ble  challenge  to  Citigroup  in 
India,  where  it  has  practiced 
some  form  of  banking  since 
1902.  Everyone  wants  a  piece  of 
the  consumer  loans  business,  some  $220 
billion,  according  to  Morgan  Stanley,  and 
growing  at  twice  the  rate  of  GDP.  By 
investing  $500  million  since  1985,  Citi  has 
a  slew  of  firsts  in  India,  including  car 
loans  offered  through  auto  dealers,  home 
mortgages,  24-hour  and  online  banking, 
monthly  account  statements,  credit  and 
debit  cards.  The  bank  has  more  than 
5  million  customers,  1.2  million  of  them 
signing  on  last  year.  "We're  seeing  hyper- 
growth,"  boasts  Sarvesh  Sarup,  head  of 
Citi's  consumer  banking  in  India.  Yet 
most  of  that  growth — and  3.5  million 
customers — is  coming  from  those  who 
earn  $1,000  to  $1,800  a  year.  Such  rivals 
as  State  Bank  of  India,  the  nation's 
largest,  ICICI  Bank  and  HDFC  Bank  forced 
Citi  to  pay  attention  to  this  long- 
neglected  group.  "There  is  a  large  seg- 
ment of  the  population  that  is  cut  away 
from  the  organized  financial  services 
industry,"  says  P.R.  Seshadri,  managing 
director  of  CitiFinancial  Consumer 
Finance  India.  "That's  where  we've  posi- 
tioned ourselves." 

CitiFinancial  came  into  existence  five 
years  ago.  That's  when  Citigroup  merged 
India's  Nationwide  Finance  Ltd.  and  the 
Indian  arm  of  Associates  First  Capital 

82     FORBES"  April  18,  2005 


Citi  opened  its  first  office  in  1902,  got  kicked  out  by  the  communists  i 

1950  and  returned  in  1983.  In  December  2002  it  bought  5%  of  Shan| 
hai  Pudong  Development  Bank  for  $67  million,  permitting  it  to  offer  th 
country's  first  dual-currency  credit  card.  Target:  Chinese  makim 
$3,600  or  so  a  year,  who  can  use  the  card  at  home  or  abroad. 
Problem  is,  only  300,000  merchants  are  willing  to  accept  the  card  as  paymem 
This  presents  Citi  with  a  chicken-and-egg  quandary:  You  can't  get  people  to  sign  u| 
for  the  card  because  so  few  merchants  accept  it;  but  you  can't  get  merchants  to  ac 
cept  the  card  if  few  people  have  signed  up  for  it.  Another  frustration:  China  has  lit 
tie  information  about  which  customers  are  mostly  likely  to  pay  their  bills. 

Citi  considers  the  card  business  a  key  foothold  in  a  country  that  is  bound  to  ope 
up  after  joining  the  World  Trade  Organization.  As  a  WTO  member,  China  must  abando 
a  rule  limiting  foreign  banks  to  opening  just  one  branch  a  year.  Citi  has  just  fiv 
branches  now  and  is  forbidden  from  taking  in  deposits  in  local  currency. 


As  in  many  emerging  markets,  Citi's  roots  in  Poland  began  on  its  corpc 

rate  side,  servicing  multinationals  and  large  corporations,  many  of  whic! 
popped  up  in  the  post-Cold  War  thaw.  In  1997  it  launched  the  first-eve 
credit  card  by  inviting  diplomats,  VlPs  and  the  press  to  Warsaw's  Poni 
atowski  Bridge,  where  Citi  executives  tossed  their  wallets  into  the  Vistull 
River.  Message:  With  a  credit  card  in  your  pocket,  who  needs  cash? 

But  its  biggest  move  came  in  2001,  when  it  spent  $1.2  billion  to  buy  the  130-yeari 
old  Bank  Handlowy  w  Warszawie.  Citi  helped  pay  for  the  restoration  of  JablonowsH 
Palace,  Warsaw's  old  city  hall,  gaining  currency  with  the  locals.  More  important,  thi 
acquisition  added  100  branches  to  Citi's  network  of  10,  giving  the  U.S.  bank  ai 
established  base  for  its  American  expertise. 

Citi  Poland  now  has  300,000  retail  accounts  and  has  ramped  up  the  sale  a 
credit  cards  and  loans  to  the  nation's  24  million  consumers.  With  500,000  Citi  Cards 
it  now  has  30%  of  the  market.  But  Philip  King,  head  of  Citi's  consumer  business  ii 
Poland,  wants  to  double  that,  hoping  to  convert  many  of  the  15  million  Polish  debit  can 
holders  to  credit— and  help  boost  consumer  revenue  to  $600  million  by  2009. 


Citi  is  already  a  recognizable  name  in  Greece,  its  largest  Europeai 

market  by  profitability  after  Germany.  It  opened  its  first  branch  in  1964 
primarily  to  serve  shipping  industry  elites.  But  30  years  later  the  corn 
pany  saw  an  opportunity  to  capture  a  larger  piece  of  business,  as  int 
terest  rates  declined  amid  Greece's  preparation  to  become  part  of  thi 
euro  zone.  It  focused  on  the  middle  class,  targeting  people  who  now  earn  $33,00C 
a  year,  and  in  the  last  six  years  it  has  built  30  new  branches,  mostly  in  Athens  an( 
Thessaloniki,  where  half  of  Greece's  II  million  people  live.  It  also  introduced  ATMs  am 
24-hour-a-day  banking  to  Greece,  and  today  it  has  $4.5  billion  in  deposits  and  $11 
billion  in  assets,  with  plenty  of  room  to  grow.  Christos  Vassiliades,  head  of  consume 
banking  there,  hopes  to  get  to  100  branches  over  the  next  several  years.  Per  capit; 
borrowing  still  trails  the  rest  of  Europe,  so  he  expects  20%  annual  growth  over  thi 
next  several  years. 


The  Promises  We  Keep  Make  Us  The  Company  You  Keep. 


Does  a  promise  come  with  an  expiration  date?  Is  it  good  for  a  month,  a  year  or  decades  from 
now?  At  New  York  Life  we  make  promises  that  have  no  expiration  date,  promises  that  we  live 
by.  Its  why  we  are  built  on  the  timeless  values  of  financial  strength,  integrity  and  humanity.  And 
why  no  matter  how  the  world  changes  around  you,  New  York  Life  is  The  Company  You  Keep.® 
To  contact  a  New  York  Life  agent,  call  (888)  963-7946  or  go  to  newyorklife.com/promise 

«■  2005  NEW  YORK  LIFE  INSURANCE  COMPANY,  51  MADISON  AVENUE,  NEW  YORK,  NY  10010 
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Through  the  Wringer 

For  23  years  beginning  in  1981  Augusto  Pinochet  and  his  family  opened  dozens  of 
bank  accounts  and  CDs  with  Citigroup.  Some  were  opened  for  Pinochet  himself  in 
Miami  under  the  name  "Jose  P.  Ugarte"  and  in  New  York  under  the  name  "J.  Ramon 
Ugarte."  Virtually  all  have  now  been  closed,  but  in  March  a  U.S.  Senate  subcommit- 
tee said  Citi  failed  to  inform  authorities  of  them  even  after  a  Spanish  court  issued  an 
order  freezing  the  former  Chilean  dictator's  worldwide  assets.  Citi's  compliance  with 
know-your-customer  rules  was  marked,  said  a  Senate  report,  by  "misinformation 
and  substantial  gaps." 

The  report  was  an  embarrassment  for  Citi,  coming  on  the  heels  of  well-publi- 
cized regulatory  and  legal  missteps.  But  the  world's  largest  bank  has  undergone 
withering  criticism  of  its  anti-money-laundering  controls  before.  Regulators  found  so 
many  deficiencies  in  1996  that  they  conducted  three  audits.  At  a  Senate  subcom- 
mittee hearing  three  years  later  one  lawmaker  said  Citi's  pri- 
vate banking  clients  were  a  "rogues'  gallery"  that  included 
Gabonese  autocrat  Omar  Bongo,  the  sons  of  late  Nigerian 
military  strongman  Sani  Abacha  and  Raul  Salinas— brother 
of  the  former  Mexican  president— who  ran  at  least  $90  mil- 
lion of  drug  money  through  private  accounts. 

Scolded,  censured  and  shut  down,  Citi  has  vowed  each 
time  to  tighten  controls.  In  February  Citi  Chief  Charles  0. 
Prince  unveiled  a  five-point  plan  to  expand  employee 
training  and  improve  compliance  and  controls, 
with  an  eye  toward  turning  Ci  i  into  the  "most 
respected  global  financial  services  company,"  as 
well  as  the  largest. 

The  main  know-your-customer  standards  go 
back  15  years.  Enforced  in  150  countries  and 
stepped  up  since  Sept.  II,  the  rules  require  financial 
institutions  to  ask  potential  customers  to  prove 
their  addresses  and  sources  of  income.  Frequently  this 
means  handing  over  things  like  utility  bills,  passports  and 
pay  stubs;  sometimes  it  leads  to  a  slew  of  paperwork  for 
consumers,  particularly  outside  the  U.S.  And  sometimes 
the  paperwork  is  enough  to  chase  a  legitimate  customer 
away,  into  the  arms  of  a  homegrown  bank  with  lesser 
standards.  Many  potential  customers  lack  a  passport  or 
birth  certificate.  It  can  be  hard  to  provide  proof  of  resi- 
dence when  home  is  a  Manila  shanty. 

Citi's  response  has  been  to  assess  risk  in  each  coun- 
try before  committing  to  a  large  branch  network.  Robert 
B.  Willumstad,  Citigroup's  chief  operating  officer,  says 
the  bank  tries  to  export  U.S.  controls  to  new  markets,  in- 
cluding technology  that  helps  assess  potential  cus- 
tomers. It  has  done  so  with  great  success  in  Mexico,  he  says,  where  the  bank  now 
has  1,348  branches,  more  than  in  the  U.S. 

Russia  is  another  matter.  During  1999  Senate  hearings  former  Citi  Chief  John 
Reed  opined  that  it  was  difficult  to  imagine  how  somebody,  until  recently,  could  have 
legitimately  made  large  amounts  of  money  in  places  like  Russia  and  become  a  Citi 
customer.  But  that  fact  doesn't  qualify  a  banker  for  an  exemption  from  the  rules. 
Says  Willumstad:  "We  don't  have  the  luxury  of  saying,  'Oh,  it's  okay,  it's  Russia,  the 
standards  are  different,  the  regulatory  environment  is  different.'"  —  M.F. 


Bad  guys,  good  Citi  clients: 
Raul  Salinas,  Augusto 
Pinochet  and  Omar  Bongo. 


Corp.,  a  U.S.  concern.  Separate  fro 
Citibank  India,  CitiFinancial  is  a  no 
banking  finance  company,  which  allow: 
to  avoid  some  of  the  myriad  constraii 
that  bind  foreign  banks  in  India.  (T 
Reserve  Bank  of  India  recently  bann 
foreign  banks  from  acquiring  more  th 
a  5%  stake  in  Indian  banks,  on  top 
restrictions  about  branch  expansion 
CitiFinancial  cannot  buy  an  entire  bar 
but  it  is  free  to  add  to  its  160  branch 
and  2,000  staffers.  It  writes  700,000  loa 
a  year,  worth  north  of  $600  million,  for 
almost  1  million  customers — sweepe 
railway  clerks,  drivers,  grocers  and  t 
like — who  earn  at  least  $90  a  monl 
Typical  loans  are  in  the  $800  to  $1,0' 
range,  with  a  payback  period  of  one 
three  years,  to  finance  such  items  as  "P 
refrigerators  and  motorbikes.  A  deal 
often  concluded  over  a  cup  of  tea;  fir: 
time  borrowers  pay  as  much  as  21.5% 
annual  interest. 

TO  QUALIFY  FOR  A 
CITI  LOAN  IN  INDIA, 
YOU  MUST  EARN  $9C 
OR  MORE  A  MONTH. 

One-third  of  CitiFinanciaTs  busint 
is  in  home  mortgages  for  customers  li 
Santosh  Chalke,  who  earns  $100  a  mon 
driving  a  car  for  Petroplus,  a  small  privs 
firm  that  markets  petroleum  produc 
Chalke,  30,  has  never  taken  out  a  lo; 
before.  Now  he's  borrowing  $570  ov 
two  years  to  buy  a  $5,400,  one-room  te 
ement  in  Mumbai  for  himself,  his  w 
and  9-month-old  daughter.  He  should 
able  to  manage  the  $34  in  monthly  pa 
ments.  Would  he  consider  taking  out 
home  equity  loan  for  a  television  or 
fridge?  "No,  no,"  he  says,  slightly  horrifi' 
at  the  idea.  "Just  for  my  house." 

■  Chalke's  loan  was  approved  in  a  sea 
six  days — one  way  that  Citi  tries  to  ga 
an  edge  on  other  banks.  It  has  had 
scramble  since  the  1990s,  when  t 
Reserve  Bank  of  India  issued  new  banki 
licenses  and  a  host  of  private  outfi 
sprang  up.  Into  the  mix  came  new  playe 
like  ICICI  Bank  and  HDFC  Bank,  offerij 
the  same  slew  of  products  and  the  late 
technology  but  without  slapping  on  ext 
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fees  that  foreign  banks  invariably  charged. 
They  originally  marketed  lower  interest 
rates  on  car  loans  and  credit  cards  that 
appealed  to  the  masses.  ICICI  now  claims  a 
customer  base  of  12  million  people. 

Citi  is  fighting  back  with  its  own 
innovations.  Branches  of  CitiFinancial  are 
open  from  10  a.m.  to  7  p.m.  six  days  a 
week,  some  even  on  Sunday.  The  Suvidha 

WHAT  IF  YOUR  MAID 
COMES  HOME  AND 
SAYS,  I'M  A  CITI 
CUSTOMER,  JUST 
LIKE  YOU  ?" 

("convenience"  in  Hindi)  program  allows 
customers — most  of  them  young, 
salaried  workers — to  bank  entirely  via  the 
Internet,  phone  or  ATM  with  a  minimum 
balance  of  under  $25.  Citibank  is  experi- 
menting with  microfinance,  offering  $100 
loans  to  women  in  small  towns  and  vil- 
lages. "You  can  keep  peeling  this  onion — 
it's  that  kind  of  market,"  says  Sarup,  the 
consumer  banking  chief.  "Looking  at  a 
base  of  100  million  customers  is  within 
the  realm  of  possibility." 

Still,  complains  Sanjay  Nayar,  Citibank 
India's  chief  executive,  "We  desperately 
need  the  ability  to  branch  out  freely." 
That's  difficult,  given  the  government's 
tightening  restrictions.  But  Citi  has  fas- 
tened onto  a  nice  slice  of  burgeoning  busi- 
ness— serving  India's  entrepreneurial  class 
through  a  five-year-old  effort  aimed  at 
small  and  medium-size  enterprises.  With 
22,000  customers,  borrowing  an  average 
$500,000  to  $1  million,  it's  also  one  of 
Citi's  fastest-growing  pieces  of  its  corpo- 
rate banking.  As  Nayar  says,  it's  "where  In- 
dian GDP  is  growing." 

And  where  some  of  Citigroup's  prof- 
its will  undoubtedly  come  from.  But  as 
the  company  expands  its  vast  businesses 
from  class  to  mass,  there  is  concern  about 
sullying  its  venerable  name.  "What  if  your 
maid  comes  home  and  says,  Tm  a  cus- 
tomer of  Citi's,  just  like  you'?"  frets  a 
CitiFinancial  employee  in  class-conscious 
Brazil  in  a  moment  of  candor. 

"We  want  to  extend  the  brand,"  says 
Chuck  Prince.  "We  don't  want  to 
cheapen  it."  F 


With  its  $12.5  billion  acquisition  of  Banamex,  Citi  now  controls  (8% 

the  country's  loans  and  20%  of  its  deposits;  it  also  has  a  30%  share 
credit  card  business.  Mexico  kicked  in  $1.7  billion  in  profits  last  year. 

To  keep  the  pesos  flowing,  Citi  is  reaching  further  down  the  ec 
nomic  ladder  to  lower-income  workers.  In  thinly  populated  and  poor 
areas,  where  it  can't  justify  the  cost  of  opening  and  running  a  branch,  Citi  has  cut  dee 
with  550  convenience  stores  and  pharmacies  to  hang  up  Banamex  signs  and  off 
basic  banking  services.  Last  year  it  launched  a  credit  card  to  people  earning  as  little 
$500  per  annum.  Another  new  product:  a  binational  credit  card  issued  in  twos— oi 
for  Mexicans  living  in  the  U.S.,  who  are  responsible  for  payments,  and  one  for  th< 
relatives  back  home.  It's  a  way  for  Citi  to  get  a  piece  of  the  lucrative  remittances  itie 
ket  and  introduce  those  without  bank  accounts  to  banking. 

One  dark  cloud:  The  constant  threat  of  Mexico's  central  bank  cutting  banking  fee 
Regulatory  crackdowns  elsewhere  have  hurt  Citi.  When  Japan  cut  the  top  interest  ra 
charged  by  personal  loan  shops  from  40%  to  29%  and  then  eased  bankruptcy  laws,  C 
had  to  shutter  many  loan  shops.  Colombia  has  capped  interest  rates.  And  in  Brazil  C 
whose  charges  are  below  market  rates,  is  hunkering  down  for  a  possible  crackdowr 


Citi  is  the  fifth-largest  bank  on  the  peninsula,  thanks  to  KorAm  Bar 

which  it  acquired  in  April  2004  for  $2.7  billion,  the  second-large 
foreign  acquisition  it  has  ever  ma:!e  (Banamex  is  still  the  bigges 
And  it  will  take  a  mighty  feat  of  digestion,  gathering  scads  of  data  i 
the  bank's  millions  of  depositors  in  order  to  comply  with  U.S.  mone 
laundering  disclosure  rules,  among  other  regulations. 

But  Korea  is  a  potential  bonanza,  with  consumer  credit  totaling  52%  of  GDP  (i 
eluding  mortgages),  according  to  a  report  by  Morgan  Stanley.  That  leaves  plenty 
room  for  Citi,  which  now  has  4.2%  of  the  nation's  consumer  banking  business.  If  it  c 
lift  that  share  to  5.7%  in  five  years,  it  can  probably  triple  its  net  income  to  $714  millic 


Citi's  share  of  the  credit  card  business  has  plunged  from  18%  to  11% 

just  five  years— a  painful  lesson  for  a  company  that  has  been  here  sin 
1965  and  is  still  the  country's  largest  foreign  bank,  with  II  branches.  I 
a  classic  case:  Citi  kept  interest  rates  and  annual  fees  high  while  riva 
I  offering  cheaper  alternatives,  moved  in  for  the  kill  just  as  more  and  mc 
Taiwanese  (23  million)  started  taking  to  plastic. 

In  a  salvage  effort  called  Project  Red  Dragon,  Citi  flew  in  card  experts  to  the  cai 
tal,  Taipei,  last  year.  Their  solution:  lower  rates  based  on  a  customer's  likelihood  of  ps 
ing  back  a  revolving  card  loan.  It  is  the  first  risk-based  pricing  for  cards  in  Taiwan.  C 
also  cut  annual  fees  and  introduced  its  Platinum  card. 

Other  losses  are  tougher  to  settle.  Two  years  ago  Citi's  Taiwan  boss  decamp 
to  a  Taiwanese  bank,  Chinatrust  Commercial,  taking  20  other  Citi  workers  wi 
him.  Losing  top  guns  in  emerging  markets  happens  all  the  time.  In  Brazil  the  hea 
of  three  big  Citi  rivals— Losango,  Banco  Itau's  Taii  unit  and  Banco  do  Brasil— are  C 
veterans.  Sighs  Marjorie  Magner,  Citi's  consumer  banking  chief:  "We  train  the 
then  they  go." 
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wo  ways  to  talk  with  a  Push  to  Talk  phone. 

<e  productivity  to  the  next  level.  With  the  push  of  a  button,  your  employees  can  use  Push  to  Talk  from 
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Getting 

With  the  

Drill 

Warren  Buffett  favorite  PetroChina  thrives,  but  life  gets 
rougher  away  from  its  Texas-like  fields  By  Russell  Flannery 


WANG  (IRON  MAN)  JINXI  WAS  MAO 
Zedong's  model  worker  in  the  Daqing 
oilfields  near  the  Russian  border.  Lion- 
ized in  Chinese  government  propa- 
ganda of  the  1960s,  he  personified  the 
Texas-style  grit  that  was  helping  to 
achieve  the  Great  Helmsman's  goal  of 
self-sufficiency  in  oil. 
'''Everyone  had  revolutionary  spirit  and  love  of  country," 
recalls  Wang  Qiming,  a  contemporary  of  the  Iron  Man  who  is 
still  an  oilfield  executive  after  45  years  in  Daqing.  Of  course,  self- 
sufficiency  had  a  different  meaning  for  China  then — a  Commu- 
nist oxcart  society  that  consumed  7%  of  what  it  does  today.  But 
the  concern  for  satisfying  China's  thirst  for  fuel  has  not  abated. 


Today  the  Iron  Man  shouldering  the  brunt  of  this  burden 
PetroChina,  Asia's  most  profitable  oil  company. 

Befitting  the  scope  of  its  mission,  this  semiprivatized  cor 
pany  (90%  state  owned)  was  in  the  top  rung  of  the  Forbes  20< 
almost  from  its  public  market  incarnation  six  years  ago.  But  it 
a  young  giant  with  the  challenges  of  older  age. 

Daqing,  like  Texas,  is  a  mature  source  of  oil.  In  some  are 
what  comes  out  of  the  ground  is  90%  water,  only  10%  oil.  "Tod; 
we  need  to  focus  less  on  quantity  and  more  on  developing  ne  i~ 
technology  [for  recovery],"  says  veteran  Wang  Qiming,  now ; 
assistant  president  of  PetroChina.  Thousands  of  creaky  suckc 
rod  pumps  erected  as  long  as  quarter  of  a  century  ago  on  t] 
then-empty  plain  are  today  hemmed  in  by  cement-block  apai 
ment  buildings,  sing-along  parlors  and  restaurants.  Daqing  is  t 
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PetroChina 


II  er  up:  The  company  has  nearly  a  third  of  China's  retail  market, 


gest,  but  most  other  oil  pockets  nationwide  have  similar  scenes. 

With  local  supplies  unable  to  meet  demand,  China — like  the 
S. — is  growing  ever  more  dependent  on  foreign  oil.  The  coun- 
ts oil  imports  rose  35%  last  year,  and  overseas  crude  now 
:ounts  for  41%  of  supply,  a  figure  that  could  hit  60%  by  2020, 
:ording  to  the  government's  Development  Research  Center. 

China's  role  in  chasing  up  world  oil  prices  is  now  widely 
;ognized.  However,  says  Scott  Roberts,  China  representative  of 
mbridge  Energy  Research  Associates  in  Massachusetts,  fore- 
its  of  its  demand  are  likely  to  be  "essentially  meaningless"  and 
it-of-date  because  the  country's  economy  is  so  dynamic.  One 
;  projection  still  pertinent:  China's  spending  on  energy  invest- 
ing— not  even  including  exploration — will  account  for  up  to 
1%  of  the  world's  total  through  2030,  according  to  the  Interna- 


tional Energy  Agency,  a  global  governmental  research  body. 

PetroChina  is  one  of  a  handful  of  Chinese  energy  players  (see 
box,  p.  92)  well  positioned  to  gain  from  the  early  stages  of  the 
consumption  story.  For  2004  it  reported  a  net  of  $12.4  billion, 
up  48%,  on  revenue  of  $47  billion.  PetroChina's  shares  have 
quadrupled  in  price  since  listing  in  New  York  in  2000,  making 
the  company  one  of  China's  rare  great  equity  successes. 

One  particularly  influential  backer:  Warren  Buffett.  His 
investment  umbrella,  Berkshire  Hathaway,  reported  in  February 
that  its  1.3%  stake  in  PetroChina  had  more  than  doubled  in 
value  to  $1.2  billion  since  Buffett  disclosed  his  purchase  two 
years  earlier.  In  a  personal  letter  that  PetroChina  Chairman 
Chen  Geng  quoted  at  a  Hong  Kong  appearance  in  March,  the 
billionaire  lauded  the  company's  dividend  policy — to  pay  out 


FORBES"  April  18,2005  89 


40%  to  50%  of  its  profits.  (Neither  Buffett  nor  PetroChina 
would  release  an  actual  copy  of  the  missive.)  • 

It's  not  hard  to  find  what's  fueling  PetroChina's  profit 
boom.  With  incomes  rising,  the  world's  most  populous  country 
is  acquiring  the  great  hydrocarbon  addiction.  Bumper-to- 
bumper  traffic  snakes  around  skyscrapers  on  streets  filled  a 
decade  ago  with  bicycles.  Pampered  urbanites  blast  office  heat- 
ing in  the  winter  and  air  conditioners  in  the  summer;  factories 
dot  former  rice  fields. 

Coal  accounts  for  two-thirds  of  China's  energy  consumption, 
although  the  government  is  pushing  to  substitute  cleaner  fuels 
and  hydropower.  Daqing,  accounting 
for  45%  of  PetroChina's  oil  and  gas 
production,  isn't  going  to  run  dry  soon. 
All  told,  the  company  has  10.8  billion 
barrels  of  oil  equivalent  in  reserves.  But 
China's  voracious  appetite  will  pressure 
the  giant  to  break  out  of  its  heretofore 
largely  domestic  production  mold.  Save 
for  projects  in  Indonesia  and  Kazakh- 
stan, it  has  kept  close  to  home. 

Indeed  China  overall  wasn't  even  a 
blip  on  the  world  oil  map  until 
recendy.  Daniel  Yergin's  800-page  1991 
treatise  on  oil,  The  Prize,  mentions  the 
People's  Republic  only  four  times.  One 
of  China's  most  important  contribu- 
tions to  the  business  was  salt-mining 
technology  that  helped  U.S.  oil  drillers 
strike  crude  when  the  industry  was 
born  in  Pennsylvania  in  the  1800s.  But 
the  overwhelmingly  rural  Middle 
Kingdom  burned  coal,  wood  and 
plants,  and  as  late  as  1993  China  was 
still  a  net  oil  exporter. 

The  modern  era  began  in  the  early 
1980s  after  Mao  died  and  the  more 
pragmatic  Deng  Xiaoping  created 
three  companies  from  the  state  oil 
ministry:  China  National  Offshore  Oil 
(CNOOC);  China  Petrochemical,  the 

progenitor  of  China  Petroleum  &  Chemical;  and  China  National 
Petroleum  (CNPC),  whose  assets  included  Daqing.  The  oil  indus- 
try escaped  the  worst  political  meddling  from  Beijing  because 
the  bureaucracy  needed  the  tax  revenue  and  found  the  field  too 
technical.  Yet  by  the  end  of  the  1990s  it  was  clear  that  a  new 
approach  would  be  needed  to  fuel  this  country.  All  three  of  the 
national  oil  companies  put  some  of  their  best  assets  into  new 
subsidiaries  that  were  then  listed  in  New  York  and  Hong  Kong. 

PetroChina,  spun  out  of  CNPC,  was  quick  out  of  the  gate. 
But  now  China's  oilmen  need  to  regear.  Chairman  Chen 
pledged  in  Hong  Kong  to  "cooperate  or  jointly  invest"  with 
another  arm  of  fully  state-owned  CNPC  in  order  to  collar 
more  reserves.  Also  PetroChina  says  it  is  looking  at  interna- 
tional mergers  and  acquisitions. 


PetroChina,  being  what  and  where  it  is,  can 
never  afford  to  think  small. 

17,400 

The  company's  total 
gasoline  stations  in 
China. 

29% 

PetroChina's  share  of 
retail  gasoline  sales  in 
China. 

2,500  miles 

Length  of  its  cross- 
China  natural  gas  line. 


Source:  PetroChina 


PetroChin 

"We  will  enter  a  faster  development  phase"  outside  of  Chir 
said  Chen,  who  speaks  with  credibility  because  he  is  also  pre: 
dent  of  PetroChina's  parent. 

For  all  its  success  PetroChina  is  still  evolving  from  a  state  < 
company  to  a  global  competitor  in  the  same  league  with  Ro) 
Dutch  and  ExxonMobil.  "They've  gotten  to  where  they've  gott 
because  of  protection,"  says  Robert  Broadfoot,  a  political  ri 
analyst  in  Hong  Kong  who's  studied  China's  oil  industry  f 
more  than  a  decade.  Working  with  companies  abroad  has  n 
been  a  strong  suit. 

PetroChina's  headquarters  is  about  a  mile  from  CNPC's 
central  Beijing.  The  separation  is  su 
posed  to  underscore  their  indepe 
dence.  "We're  still  a  young  compam 
smiles  Wang  Fucheng,  a  55-year-o 
PetroChina  vice  president.  Never  mil 
that  all  of  his  30-year  career,  from  o 
field  manager  up  to  PetroChin; 
boardroom,  has  been  in  different  guis 
of  the  same  government-run  busines: 
Yet  Wang  and  his  Beijing  associal 
have  won  market  confidence  with  pr 
dence,  halving  the  debt-equity  rat 
paying  regular  dividends  and  otherw 
sporting  Big  Oil-like  financials.  Al 
when  Chinese  officials  are  pushi 
companies  of  all  stripes  to  expai 
abroad  with  questionable  acquisitioi 
PetroChina  pays  lip  service  to  multir 
tional  ambitions. 

"Asia  is  the  world's  fastest-growi 
market,  and  the  center  of  that  growth 
in  China,"  says  Wang.  "We  can  grov> 
lot  by  doing  a  good  job  at  home."  Yet 
his  chairman's  words  indicate,  for  su 
ply  there's  little  alternative  but  to  lo 
abroad. 

Oil-related  business  accounted  I 
80%  of  PetroChina's  sales  last  year.  Ni 
ural  gas  accounted  for  most  of  t 
remainder.  The  company's  $5  billic 
2,500-mile-long  West-East  Gas  Pipeline  opened  last  year  af 
the  project  was  shunned  by  foreign  partners  on  worries  that  t 
government  would  set  unprofitable  price  levels  and  dema: 
wouldn't  absorb  output.  "People  asked:  'Can  you  build  it?  I 
you  have  customers?'  Now,  we  find  that  supply  isn't  enough 
meet  demand,"  Wang  says.  PetroChina's  natural  gas  outp 
climbed  21%  in  2004  to  840  billion  cubic  feet. 

Just  as  it  was  assigned  the  country's  choice  oilfiek 
PetroChina  also  got  the  best  gas  reserves.  And  the  compa 
benefits  from  its  government  ties  in  other  ways,  for  instan< 
being  handed  the  best  contracts  for  energy.  It  also  gets  suppc 
from  the  state  banks.  Relatively  low  salaries,  vis-a-vis  b 
multinationals,  don't  hurt  PetroChina's  competitivene 
either.  The  average  PetroChina  staffer  makes  $3,500  a  ye! 
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It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 


Genworth 

Financial 

Built  on  GE  Heritage 


til 


INSURANCE      INVESTING      RETIREMENT  INCOME      I  GENWORTH.COM 


Insurance  &  Investment  products  available  from  the  Genworth  Financial  family  of  companies 
including  mutual  funds,  and  variable  insurance  products  distributed  by  Capital  Brokerage  Corporation. 

Member  NASD/SIPC.  ©2005,  Genworth  Financial,  Inc.  All  rights  reserved.  GF030705 


EJH0EI 


PetroChin 


China's  Others 

PetroChina  is  among  the  biggest  of  China's  energy 
giants,  all  growing  out  of  state-owned  companies. 
Traditionally  the  businesses  of  the  oil-related  players 
were  clearly  marked  off  from  one  another,  but  today 
they  compete!  Other  companies  whose  shares  are 
listed  on  the  New  York  Stock  Exchange  include: 

China  Petroleum  &  Chemical  Corp. 

Popularly  known  as  Sinopec,  the  company  is  focused 
on  petrochemicals  and  refining,  long  its  core  strengths. 
Among  its  foreign  partners  in  joint  ventures:  Exxon- 
Mobil and  Shell,  although  ExxonMobil  sold  a  stake  in 
China  Petroleum  earlier  this  year. 

"'         '  ^''""f",''        ■  "'.iwf'  '*'  ; 

CNOOC 

A  listed  arm  of  China  National  Offshore  Oil  Corp., 
CNOOC  has  long  specialized  in  overseas  exploration. 
Nowadays  it  is  moving  deeply  into  natural  gas  efforts 
such  as  Australia's  Northwest  Continental  Shelf  natural 
gas  project.  There  its  partners  include  BP,  Woodside 
Petroleum  and  other  multinationals. 


Huaneng  Power  International 

A  self-styled  "independent  power  producer."  this  outfit 
is  government  controlled  and  led  by  the  son  of  Li  Peng, 
the  cx-premier  associated  with  China's  military  assault 
on  student  protesters  in  Beijing  in  1989.  One  of  China's 
biggest  power  firms,  with  2004  revenue  of  $3.6  billion, 
it's  well-placed  to  benefit  from  China's  economic  boom 
and  thirst  for  energy.  But  prices  for  materials  like  coal 
have  squeezed  profit  margins.  —  R.F. 


Squeezed  for  juice:  China 
needs  plants  like  Huaneng 
Power's,  near  Shanghai. 


according  to  emerging-markets  brokerage  CLSA. 

But  investors,  while  satisfied,  sense  difficulty  ahead.  PetroChii 
trades  at  9  times  a  consensus  projection  of  its  2005  earnings  p 
share  versus  14  for  ExxonMobil.  It's  not  easy  to  separate  PetroChii 
from  its  political  mission  of  fueling  China's  economy.  And 
remains  weak  in  foreign  oil  exploration. 

PetroChina  was  supposed  to  get  parent  CNPC's  choicest  c 
assets  abroad  when  it  listed,  but  now  a  different  subsidiary  belon 
ing  to  its  parent — China  National  Oil  &  Gas  Exploration  &  Devt 
opment  Corp.  (CNODC) — operates  or  invests  in  oilfields  fro 
South  America  to  Africa.  From  his  perch,  Chen  wants  cooperatu 
between  the  two.  The  catch  could  be  CNPC's  hugely  profitab 
Sudan  business,  which  may  have  to  be  left  out  of  U.S.-listt 
PetroChina  because  of  human  rights  problems  there. 

On  the  other  hand,  moving  over  to  PetroChina's  books  son 
of  the  investment  costs  and  exploration  risks  that  are  now  bon 
by  CNPC  may  not  prove  to  be  a  good  thing  for  PetroChina 
shareholders,  says  Broadfoot.  "PetroChina  can  buy  oil  fro 
CNODC  already,"  he  adds,  "What  does  PetroChina  really  ga 
from  this?" 

Perhaps  more  promising  are  the  new  sales  of  natural  g. 
shipped  from  China's  west.  But  even  there  what  ought  to  be 
PetroChina  triumph  is  seen  as  a  symbol  of  the  country's  difficu 
ties  working  with  Western  interests.  Of  the  big  three  Chine 
national  energy  companies,  CNOOC  and  China  Petroleum 
Chemical  (Sinopec)  have  worked  better  with  foreign  partner 
Broadfoot  notes. 

China's  gas-station  industry — PetroChina  now  has  17,400  g 
stations — is  being  opened  wider  under  pledges  made  durir 
China's  ascension  to  the  World  Trade  Organization.  Business 
from  countries  with  big  oil  reserves  such  as  Russia  and  Saudi  Arab 
will  have  an  inside  track  in  getting  government  approvals  for  stak 
in  China's  booming  refining  or  chemical  markets,  says  Micha 
Wang  of  McKinsey.  Also,  homegrown  entrepreneurs  favored  t 
provincial  authorities  can  get  into  the  act.  "Demand  is  boomin 
and  PetroChina  shouldn't  receive  the  same  protection  it  received 
the  past,"  says  Zuo  Xiaolei,  chief  economist  at  Galaxy  Securitie 
one  of  China's  biggest  brokerages.  On  the  other  hand,  PetroChit 
(and  China)  would  benefit  if  it  can  work  with  Western  partners  th 
can  bring  new  energy  technology. 

It  is  in  those  downstream  businesses,  too,  that  PetroChina  w 
be  more  exposed  to  policy  risk.  Regulations  in  force  depress  pric 
for  some  petroleum  products  to  keep  them  affordable. 

PetroChina  and  Sinopec,  the  country's  number-one  petr« 
chemical  maker,  "are  trying  to  balance  their  economic  and  nation 
security  roles,"  says  Roberts  at  Cambridge  Energy.  "But  big  polii 
questions  loom"  about  whether  they  can  truly  be  free,  he  says. 

Growth  is  raising  safety  issues,  too.  PetroChina's  then-chairmc 
Ma  Fucai  resigned  last  year  after  a  gas  explosion  in  Chongqir 
killed  243  people  and  poisoned  thousands.  The  accident  occurrt 
against  a  backdrop  of  continuing  deadly  industrial  accidents  : 
China,  especially  in  mines.  The  company  says  it  has  learned  fro: 
the  accident. 

As  big  as  it  was  the  day  it  was  born,  PetroChina  has  had,  ar 
will  have,  a  lot  to  learn  in  the  cruel  capitalist  world  of  Big  Oil. 
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Veggies 

How  Metro,  a  humble  German  giant, 
is  covering  Eastern  Europe  and  Asia  with 
its  warehouse  stores  by  Deborah  Orr 


ET 


JAMES  SCOTT  SPENT  TWO  YEARS 
lining  up  produce  suppliers 
before  Metro  opened  its  first 
store  in  Ho  Chi  Minh  City.  The 
intrepid  Brit,  then  30,  trolled  the 
fields  of  Vietnam,  convincing  farmers  to 
sell  directly  to  Metro,  the  $67.4  billion 
retailer  based  6,000  miles  away  in  Dussel- 
dorf,  Germany,  instead  of  to  the  Viet- 
namese consolidators  they  were  used  to. 

Scott  needed  a  translator  just  to  get 
started,  but  language  was  the  least  of  his 
problems.  "We  like  to  send  our  orders  by 
fax,  but  farmers  in  Vietnam  don't  have 
fax  machines,"  says  Scott.  Metro  provided 
the  machines,  but  most  of  the  farmers 
had  no  idea  how  they  worked.  After  fax 
lessons,  there  was  the  issue  of  payment. 
Most  of  the  farmers  didn't  have  bank 
accounts.  Scott  and  his  colleagues  per- 
suaded them  to  open  accounts  and  sign  a 
contract.  First,  though,  someone  had  to 
explain  what  a  contract  is. 

But  when  Metro  opened  its  doors  in 
the  former  Saigon  three  years  ago,  it  was 
Scott  who  had  somediing  to  learn.  None 
of  his  travels  had  prepared  him  for  what 
Metro's  customers  would  do  with  his 
tomatoes. 

"People  started  ripping  the  packages 


open.  They  thought  we  were  hiding  rot- 
ten fruit  underneath  the  pretty  pieces  on 
top,"  says  Scott.  The  produce  section  was 
stocked  with  the  same  bags  of  onions 
and  carrots  and  shrink-wrapped  toma- 
toes offered  in  Europe,  all  tidy  and  ready 
for  checkout.  But  in  Vietnam,  Metro  had 
to  lose  the  plastic  wrap  and  stack  its  fruit 
and  veggies  the  way  they  are  stacked  at  a 
farm  stall. 

"We  realized  that  customers  here 
need  to  touch,  feel  and  smell  their  food." 
Frozen  foods  didn't  do  well  at  first,  and 
neither  did  dairy.  "We  doubled  the  size  of 
our  fruit  and  meat  sections  and  cut  our 
dairy  section  by  half,"  says  Scott,  because 
Vietnamese  aren't  big  milk  drinkers  or 
cheese  eaters,  either.  Also  out:  the  uni- 
formed security  guards  at  the  door.  They 
were  scaring  away  customers  in  the  for- 
mer totalitarian  state.  "Now  we  have 
women  in  au  dai,  traditional  dress." 

Metro  repeats  this  exercise  in  trial  and 
triumph  in  one  or  two  far-flung  markets 
a  year.  In  2003  it  was  India  and  the 
Ukraine.  In  the  last  year  it  was  Moldova 
and  Serbia.  In  Russia  last  year  Metro 
opened  a  new  store  every  seven  weeks 
and  in  China  every  ten  weeks. 

With  all  the  expansion,  this  creation 


of  Germany's  postwar  miracle  is  set  t 
surpass  all  but  Wal-Mart  and  Carrefoi 
of  France  in  retail  revenues.  Metr 
remains  unknown  in  the  U.S.  and  hi 
only  a  handful  of  stores  in  the  U.K.,  but 
does  business — in  English — in  30  otht 
countries.  This  reach  is  unmatched:  Cai 
refour,  known  for  its  internationalisn 
will  be  in  only  22  nations  after  planne 
dispositions  and  franchised  in  another  i 
Wal-Mart,  which  dominates  the  U.S., 
still  in  only  1 0  other  countries. 

Why  bother  familiarizing  farmei 
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:h  fax  machines  in  places  like  Vietnam 
en  opening  a  shop  closer  to  home 
uld  be  so  much  easier?  Metro  still  gets 
f  of  its  sales  from  Germany,  but  with 
employment  there  at  12%  and  popula- 
n  static,  there's  not  enough  wallet  for 
>wth — and  there  are  plenty  of  skilled 
counters  competing.  Metro's  domestic 
tra  supermarkets  have  lost  money  for 
ee  years,  and  profits  are  on  a  steady 
:line  at  its  Kaufhof  department  stores 
i  are  flat  at  its  Real  hypermarkets. 
The  group  makes  most  of  its  money 


from  two  formats:  whizzy  Best  Buy-like 
stores  called  Media  Markt,  and  Metro 
warehouse  stores,  typically  110,000 
square  feet,  which  cater  to  small  busi- 
nesses— everything  from  news  kiosks  to 
five-star  hotels.  Metro  calls  these  distribu- 
tion centers,  rather  than  stores. 

At  one  of  Metro's  centers  in  Neuss, 
10  miles  from  headquarters,  cans  and 
boxes  are  stacked  on  20-foot  vertical  dis- 
plays topped  with  pallets.  When  some- 
thing runs  out,  a  forklift  driver  shows  up 
to  move  down  the  next  batch.  There  are 


Piecework:  James  Scott 
and  staff  let  the  produce 
loose  in  Ho  Chi  Minh  City. 


750  different  wines  on  display  and  (this 
being  Germany)  60  different  kinds  of 
beer.  The  selection  varies  by  country.  In 
Hungary  there  are  60  varieties  of  salami 
hanging  by  strings;  and  in  Vietnam  whole 
pigs  hang  in  refrigerated  walk-ins.  Fish 
and  other  seafood  swim  around  in  huge 
tanks  or  rest  on  ice  in  every  store. 

In  its  bare-bones  look  and  feel  a 
Metro  store  resembles  Costco,  BJ's  or 
Sam's  Club  in  the  U.S.  But  the  scale  is  dif- 
ferent. The  average  Metro  store  carries 
50,000  different  items.  The  average 
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other  countries.)  "There  is  still  a  battle  o\ 
interpretation  of  this,"  says  Korber.  Becat 
of  an  arcane  distribution  law,  Metro  is  si 
not  allowed  to  sell  produce  there,  one 
the  retailer's  main  draws  in  other  countri 
For  now,  the  fruit  and  vegetable  section 
piled  with  mounds  of  plastic  sacks  fill 
with  sugar,  lentils  and  flour.  The  debt 
should  soon  be  settled  in  Metro's  favor,  b 
it  was  enough  to  put  the  brakes  on  pla 
for  new  Indian  stores. 

Metro's  cash-and-carry  has  anoth 
sometimes  subtle,  draw  for  host  gover  ^ 
ments:  taxes.  In  a  country  like  Russia 
Metro  store  brings  a  piece  of  the  who 
saling  trade  into  the  tax-paying  spht 
and  in  theory  should  encourage 
entrepreneurs  who  shop  there  to  p 
taxes,  as  well.  The  company  invited 
small  business  owners,  but  it  took  soi 
convincing  to  get  them  to  show  th< 
business  registrations  in  a  country  whe 


Costco  has  closer  to  4,000.  And  Metro  at 
all  hours  allows  only  employees  and  own- 
ers of  registered  businesses  to  shop.  Of 
course,  there's  nothing  to  stop  customers 
from  picking  up  a  liter  of  milk  on  the  way 
home,  as  long  as  they  have  a  card.  At  a 
Metro  store  outside  of  Moscow,  some 
business  customers  beef  that  the  store  is 
crowded  with  too  many  housewives  pick- 
ing up  boxed  wine  and  groceries. 

The  cash-and-carry  format — no 
credit  and  serve  yourself — works  remark- 
ably well  in  emerging  markets  with 
throngs  of  small  enterprises.  In  Asia  the 
first  move  off  the  farm  might  be  to  ped- 
dle snacks  and  cigarettes  at  a  kiosk.  Like- 
wise someone  who  has  lost  a  job  at  a 
state-owned  enterprise  in  the  former 
Soviet  bloc  might  open  a  small  shop  or 
restaurant.  Buying  supplies  can  mean 
endless  trips  to  traditional  markets — 
complete  with  flies,  dicey  fruit  and  raw 
meat  sitting  in  the  sun — or  buying  from 
unscrupulous  or  unreliable  wholesalers. 

Almost  everything  Metro  sells  at  its 
stores  is  grown  or  produced  domesti- 
cally— over  80%  in  most  countries. 
That's  important  for  politicians,  even  if 
it's  made  in  a  nearby  factory  operated  by 
Procter  &  Gamble  or  Unilever,  explains 
Hans-Ioachim  Korber,  chief  executive 
and  the  architect  of  Metro's  international 


Hans-Joachim  Korber  (fop  left)  plans  to 
open  dozens  of  stores  in  Russia. 

strategy.  Why  would  any  country  wel- 
come a  foreign  group  setting  up  massive 
stores  to  sell  people  what  they  already 
have  in  different  packaging?  In  fact,  not 
everyone  is  happy.  "When  we  opened  in 
India  [  18  months  ago]  there  were  queues 
around  the  store  waiting  for  it  to  open," 
says  Korber.  "We  had  15,000  happy  cus- 
tomers and  12,000  protesters." 

In  India  Metro  was  able  to  skirt  the  ban 
on  foreign  retailers  by  describing  itself  as  a 
wholesaler.  (This  dodge  also  is  useful  in 


everyone  is  wary  of  tax  authorities 

Bringing  in  a  big  wholesaler  li 
Metro  can  also  impose  some  prici 
order  and  efficiency.  "There  were  so  ma 
small  and  dark  corners  of  the  wholesali 
market  in  Moscow  that  vendors  we 
used  to  charging  whatever  they  cou 
get,"  says  Gerd  Becker,  general  rnana^ 
and  eminence  grise  of  Metro's  interr 
tional  cash-and-carry  business.  Withir 
year  of  Metro's  200 1  opening  in  Moscc 
wholesale  prices  in  the  city  dropped  10' 
"Now,  there  is  a  benchmark,"  says  Beck 
Farmers  gain  from  the  entree  tc 
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ider  world  that  a  network  like  Metro's 
in  provide  (unless  protectionist  politi- 
ans  block  them).  Farm-raised  Viet- 
amese  catfish  and  shrimp  are  now  sup- 
lying  Metro  stores  worldwide.  In  India 
letro  is  working  with  nonprofits  to  train 
1,000  shepherds  and  1,000  fishermen  in 
^giene  and  chilling  techniques,  even  as  it 
nances  repairs  to  ocean  piers  for 
unami-stricken  fishermen.  For  Metro, 
|  not  charity  so  much  as  quality  control. 

Most  of  Metro's  newest  markets  are  in 
sia  and  in  former  Eastern  bloc  countries, 
here  distribution  systems  have  hardly 
rogressed  beyond  the  old  state-owned 
)llectives.  The  retail  markets  and  some  of 
le  best  locations  are  up  for  grabs,  as  they 
ere  in  Poland  ten  years  ago.  "Before  we 
jcided  to  open  a  store  in  Poland,  I  can  tell 
)u,  there  was  a  heated  debate  on  the 
oard  about  why  we  should  bring  our 
)od  German  money  across  the  border  to 


Poland,"  says  Korber.  "No  one  knew  then 
that  Poland  would  end  up  joining  the  EU." 

Metro  went  to  Poland  and  Hungary  in 
1994.  "When  we  opened  the  first  store  in 
Budapest  there  were  thousands  of  people 
waiting  outside  for  the  store  to  open  at  six 
in  the  morning,"  says  Korber  "And  it  was 
hot:  99  degrees.  That  ended  the  discussion 
about  whether  or  not  we  needed  air-con- 
ditioning [in  the  store].. . .  We  didn't  know 
if  we  should  carry  big  appliances,  since  we 
couldn't  offer  any  delivery  service.  But  it 
wasn't  a  problem.  People  were  heaving 
[small]  washing  machines  on  their  backs 
and  carrying  them  out  of  the  store." 

Metro  built  its  most  modern  stores  in 
the  Eastern  bloc,  fast-forwarding  its  own 
40-year  retail  revolution  in  less  than  a 
decade.  Now  the  chain  is  the  largest  mer- 
chant in  Poland  and  Hungary  and  their 
second-biggest  private  employer. 

Metro  opened  its  first  center  in 


Shanghai  two  years  after  Poland  and  dis- 
covered a  much  more  difficult  market. 
"We  had  a  real  blue-eyed  approach,"  says 
Korber.  "We  were  a  bit  naive." 

One  mistake:  "We  discovered  that  in 
China  fresh  means  'alive,'"  says  Korber. 
Metro  installed  tanks  for  snakes,  frogs 
and  snails  in  its  Shanghai  store.  The 
stores  in  China  also  had  to  separate  the 
checkout  counters  from  the  entrances  to 
accommodate  crowds  that  tend  to  gather 
when  there  is  a  disagreement.  There 
aren't  fistfights,  says  Jean-Luc  Tuzes,  pres- 
ident of  Metro  in  China,  "but  arguments 
have  a  tendency  to  get  really  noisy." 

"We  also  learned  that  China  is  a  con- 
tinent, not  a  country,"  says  Korber.  After 
moving  cautiously,  Metro  is  expanding 
into  three  new  regions,  opening  7  stores 
in  the  last  two  years  with  plans  to  open  36 
more  over  the  next  few  years.  Profits  have 
also  been  slow.  Most  eastern  European 
stores  were  profitable  within  two  years 
and  some  in  less  than  one.  In  China  it 
averages  closer  to  three. 

To  find  the  best  locations  for  a  good 
price,  you  have  to  be  fast  but  not  too 
early.  Warehouse  stores  wouldn't  have 
worked  in  eastern  Europe,  for  example, 
when  most  of  industry  was  still  state- 
owned.  "For  us,  it's  necessary  that  there 
are  enough  entrepreneurs.  This  tends  to 
happen  before  consumption  takes  off 
enough  to  support  big  department  stores 
or  hypermarkets,"  says  the  industry  gray- 
beard  Becker. 

Each  store  requires  an  initial  invest- 
ment of  about  $26  million.  And  Metro 
needs  to  be  able  to  multiply  the  number 
of  stores  in  each  country  in  what  Becker 
calls  a  "spider  strategy"  to  make  the  logis- 
tics pay.  The  rest  is  up  to  people  on  the 
ground,  of  varied  background  like  James 
Scott,  the  Brit  who  is  now,  at  35,  manag- 
ing director  of  Vietnam's  four  stores. 

"No  matter  how  well-prepared  you 
think  you  are,  it's  an  ongoing  process," 
says  Scott.  "I  always  use  the  excuse  that  I'm 
a  foreigner;  you  have  to  explain  to  me  how 
it  works.  But  I  also  explain  that  we  need 
invoices  and  we  have  to  operate  in  a  trans- 
parent way."  F 

Additional  reporting  by  Heidi  Brown  and 
Dinakar  Sethuraman 

FORBES-  April  18,  2005  97 


STot  in  America  

ne  place  you  won't  find  Metro  is  in  the  U.S. 

"Metro  tried  to  establish  a  cash-and-carry  store  in  Chicago  in  the  early  1980s,  but 
e  failed,"  says  Chief  Executive  Hans- Joachim  Korber.  He  travels  to  North  America 
few  times  a  year  to  meet  with  investors,  take  in  some  helicopter  skiing  or  run  the 
ew  York  City  Marathon.  But  when  it  comes  to  opening  new  stores:  "We  decided  to 
)  for  growth  markets." 

Metro  isn't  the  only  big  European  retailer  that  jumped  the  pond  and  found  itself 
deep  water.  Ahold,  the  Dutch-headquartered  grocer,  was  the  world's  third-largest 
itailer  until  last  year.  The  group  is  being  sold  off  in  pieces  after  accounting  problems 
■  its  U.S.  food  wholesaling  business.  The  story  of  the  German  Haub  family's  U.S. 
^ventures  is  not  nearly  as  dramatic,  but  the  family's  26-year  old  investment  in  the 
reat  Atlantic  &  Pacific  Tea  Co.  must  be  a  disappointment  to  its  owners;  A&P  has  lost 
'oney  for  years.  French  retailer  Carrefour  tried  to  establish  a  hypermarket  here  in  the 
te  1980s.  Like  Metro,  the  group  left  to  plant  its  stores  in  more  promising  markets 
.  Asia  and  Latin  America. 

I  In  fact,  most  retailing  is  still  a  local  business.  Of  the  top  20  retailers  in  the  world, 
are  purely  American;  they  don't  operate  outside  North  America.  Likewise,  most  of 
urope's  successful  retailers  steer  clear  of  the  land  of  Wal-Mart. 
•  Even  though  Metro  has  no  stores  here,  the  cash-and-carry  idea  was  born  in 
perica.  Metro's  founder,  Otto  Beisheim,  brought  the  format  back  from  a  trip  to  the 
S.  after  World  War  II.  He  opened  the  first  Metro  store  41  years  ago  in  Mulheim,  a 
[nail  city  in  Germany's  industrial  heartland.  The  81-year-old  Beisheim  still  holds  18% 
;  Metro— a  stake  worth  $3  billion— and  two  early  investors  hold  similar  stakes. 
I  Metro  may  not  be  interested  in  the  U.S.,  but  Wal-Mart  was  rumored  to  be  interested 
!  Metro  five  years  ago.  Wal-Mart  ended  up  buying  two  other  German  retailers  (with 
ihappy  results).  Metro  shares  were  higher  when  the  Wal-Mart  rumors  were  swirling, 
it  Beisheim,  says  Korber,  "enjoys  what  we've  done  with  Metro."  —  D.O. 
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Laugh 

How  Hyundai's  carmaking 
prowess  went  from  punchline  to 
powerhouse — and  is  shaking  up 
the  world's  auto  industry. 

By  Joann  Muller 
and  Robyn  Meredith 

THE  2006  HYUNDAI  SONATA  MADE  A  STARTLING 
entrance  at  the  Detroit  auto  show  in  January:  It 
descended  from  the  ceiling.  Competitors  who  stepped 
onstage  for  a  closer  look  were  even  more  stunned  by 
what  Hyundai's  sleekly  redesigned  flagship  had  to  offer: 
six  airbags,  electronic  stability  control  and  a  long  list  of  standard 
equipment,  all  for  less  than  $20,000. 

Hyundai  has  been  crashing  a  lot  of  parties  lately.  The 
Korean  automaker,  whose  shabby  cars  made  it  a  laughingstock 
just  a  few  years  ago,  wants  to  move  into  the  front  ranks  of  car- 
makers— which  would  give  Detroit  even  more  headaches.  In 
1998  Hyundai  ranked  number  12  among  global  manufactur- 
ers, selling  1.3  million  vehicles  (including  those  of  its  sister 
company,  Kia  Motors).  Last  year  it  was  number  7,  jumping 
over  such  makers  as  Renault  and  PSA  Peugeot  Citroen,  with 


QUALITY  CHECK  Hyundai  isn't  taking  any  chances 
with  its  new  Alabama  factory.  Quality  experts  drive  every  car  that 
comes  off  the  assembly  line  on  a  rigorous,  2.3-mile  test  track. 
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sales  of  just  over  3.1  million  vehicles. 

Now  it  has  set  a  grander  goal:  By  2010  it  wants  to  sell  5 
million  vehicles  globally,  which  would  likely  push  it  into  the 
number  five  spot,  now  held  by  Volkswagen.  For  the  moment 
General  Motors  is  in  first  place  with  9  million  cars  and  light 
trucks  in  2004. 

Hyundai's  rapid  growth  has  been  fueled  by  an  extraordinary 
improvement  in  vehicle  quality — and  by  targeting  the  once- 
ignored  entry-level  market.  Last  year  Hyundai's  cars  sprang  to  a 
virtual  dead  heat  with  quality  leaders  Toyota  and  Honda  in  J.D. 
Power  and  Associates'  annual  study  of  initial  vehicle  quality.  And 
the  April  Consumer  Reports  found  the  2004  Sonata  the  most 
reliable  car  on  the  road,  with  just  two  problems  per  100  vehicles. 

Rivals  aren't  laughing  anymore.  In  fact,  Hyundai  is  now  dic- 
tating trends  that  others  must  follow.  Its  success  with  cheap  cars 
inspired  General  Motors  to  buy  its  own  Korean  company,  Dae- 
woo, to  try  to  match  Hyundai's  offerings.  Hyundai's  break- 
through ten-year,  100,000-mile  warranty  spawned  extended 
warranty  offers  by  Chrysler  and  Mitsubishi.  And  the  new  Sonata, 
which  goes  on  sale  in  May,  raised  the  safety  bar  for  midsize 
sedans  by  including  stability  control,  a  feature  it  will  make  stan- 
dard on  all  its  vehicles.  A  month  after  the  Sonata's  debut  in 
Detroit  GM  announced  it,  too,  would  make  stability  control  stan- 
dard on  all  cars  and  trucks  by  2010. 

The  U.S.  market — largest  in  the  world — is  Hyundai's  biggest 
target,  but  it's  also  betting  heavily  on  Europe  and  on  fast-growing 
China  and  India,  with  new  plants  in  each  region.  With  militant 
labor  unions  in  Korea,  Hyundai  also  plans  to  use  India  as  an 
export  base  for  small  cars. 

"It's  a  company  we  must  watch  out  for,"  says  Honda  Chief 
Executive  Takeo  Fukui.  Even  Toyota,  widely  considered  the 
world's  best  automaker,  is  looking  over  its  shoulder  at  the 
Koreans.  Says  Toyota  President  Fujio  Cho:  "We  will  watch  them 
more  carefully  than  in  the  past  and  try  not  to  be  overwhelmed 
by  them." 

For  U.S.  automakers  Hyundai's  rise  is  like  a  rerun  of  a  bad 
movie.  "To  some  extent  they  are  doing  what  the  Japanese  did 
before  them,  but  on  a  faster  track,"  says  Dieter  Zetsche,  chief  of 
Chrysler. 

Now  Hyundai  is  taking  another  page  from  the  Japanese 
handbook:  It's  building  a  168,000-square-foot  design  and  engi- 
neering center  near  Detroit  and  a  $1  billion,  2-million-square- 
foot  factory  outside  Montgomery,  Ala.  It  plans  to  build  300,000 
Sonata  sedans  and  Santa  Fe  SUVs  annually  in  Montgomery.  That 
production  would  put  Hyundai  closer  to  its  goal  of  doubling  U.S. 
sales  to  one  million  units  by  2010.  (GM's  U.S.  sales  totalled  4.7 
million  vehicles  in  2004.)  The  nonunion  wage  rate  in  Alabama  is 
$14  per  hour  to  start,  rising  to  $21  in  two  years,  versus  $7  in 
Korea.  But  Hyundai  says  manufacturing  in  Alabama  makes  sense 


AUTOMATION  ALLEY 


At  Hyundai's  new 


Alabama  factory  robots  do  the  welding  and  cars  do  somersaults 
through  the  paint  shop  to  ensure  quality.  Here,  a  2006  Sonata  is 
r*   sprayed  with  a  chemical  coating  before  painting. 
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After  an  early  stumble  resulting  from  quality  problems,  Hyundai  and  its  sister 
company,  Kia,  have  been  on  the  same  growth  path  that  Toyota  and  Honda  took 
during  their  first  20  years  in  the  U.S.  That  spells  more  trouble  for  Detroit  automakers. 
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2005  Honda  Accord 


1968  Toyota  Corona 
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Years  operating  in  the  U.S.  2005  Toyota  Matrix 


because  of  currency  considerations  and 
proximity  to  the  U.S.  market. 

Can  Hyundai  hit  its  ambitious  goals? 
For  all  the  progress  the  company  has 
made,  the  long-term  durability  of  its  vehi- 
cles remains  suspect.  In  the  past  three 
years  its  ranking  has  improved  steadily  in 
J.D.  Power's  initial-quality  study  (which 
tracks  problems  in  the  first  90  days  of 
ownership),  but  it  ranks  near  the  bottom 
in  another  J.D.  Power  study,  which  mea- 
sures vehicle  dependability  in  three-year- 
old  cars.  "This  year  will  be  a  good  litmus 
test  to  see  if  their  short-term  quality  gains 
will  translate  into  long-term  durability," 
says  Chance  Parker,  J.D.  Power's  executive 
director  of  product  research  and  analysis. 

Hyundai's  turnaround  began  under 
its  workaholic  Chairman  Mong-Koo 
Chung,  67,  whose  father  founded  the 
company  in  1967.  Long  the  heir  apparent 
and  aching  to  run  the  prominent  auto 
unit  controlled  by  his  uncle,  Chung  was 


instead  stuck  during  the  1980s  with 
responsibility  for  Hyundai's  aftersale  ser- 
vice and  dealerships.  Back  then  Hyundai 
Motors'  sole  purpose  was  to  churn  cars 
out  of  factories.  It  showed  that  volume 
took  precedence  over  quality  in  the  1980s 
and  1990s. 

But  it  was  Mong-Koo  Chung  who  had 
to  clean  up  the  mess.  Irate  customers 
complained  to  dealers,  and  costly  repairs 
were  made  on  Hyundai's  shoddy  cars,  all 
by  his  unit.  Finally  in  1 999,  after  the  Asian 
financial  crisis  and  a  breakup  of  the  com- 
pany, his  father  handed  Mong-Koo  the 
reins  to  Hyundai-Kia  Automotive  Group, 
moving  the  uncle  aside. 

Chung's  first  step:  Replace  the  bean 
counters  in  top  management  with  engi- 
neers. Then  he  began  working  methodi- 
cally on  a  strategy  to  challenge  Toyota  for 
leadership  in  J.D.  Power's  quality  rank- 
ings. He  hired  a  raft  of  consultants  and 
worked  closely  with  J.D.  Power  experts  to 


benchmark  the  world's  best  auto  comp 
nies.  He  sent  Korean  quality  task  forces 
the  U.S.  to  study  weather  and  road  cone 
tions,  as  well  as  driver  habits. 

Chung  expanded  the  quality  depai 
ment  tenfold,  to  1,000  people,  and  madt 
report  directly  to  him.  He  also  encourag 
employees  to  share  their  ideas  for  ir 
provement,  promising  bonuses  that  avt 
aged  $150.  At  Hyundai's  Asan  factory,  oi 
side  Seoul,  workers  have  dropped  25,0 
ideas  into  the  suggestion  box,  of  which  30 
have  been  adopted.  One  worker  won  $5 
after  noticing  that  the  Sonata  and  t 
XG  350  sedans  had  differently  shaped  cove 
over  their  spare  tires.  Sharing  the  co\ 
saves  the  company  $100,000  a  year. 

Chung,  a  freckled,  round-faced  gc 
lover,  starts  each  week  with  a  demandi: 
quality  meeting  at  9  o'clock  Monday  mor 
ing.  As  many  as  50  engineers,  designers,  su 
pliers  and  factory  managers  are  summon 
to  a  large  conference  room  for  three  hou 
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Objective,  independent,  third-party  research. 
Can  your  broker  say  that? 


REE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhouse.com/freetrades 
and  enter  offer  code  MRCFBF. 


CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


At  TD  Waterhouse,  you  can  feel  confident 
in  the  objectivity  of  the  research  and 
information  they  provide.  Because  it 
comes  from  independent,  third-party 
sources.  Not  in-house  research  analysts. 

You'll  find  offerings  like  MarketEdge 
Second  Opinion.  Standard  &  Poor's 
Reports.  Reuters  ProVestor  Plus. 
Vickers  Insider  Trading  Chronologies. 
Standard  &  Poor's  The  Outlook.  And 
Standard  &  Poor's  Five  STAR  Stock 
Reports.  And  it's  all  FREE. 

It  is  also  easy  to  use,  thanks  to  tools 
like  their  Stock  Screeners  that  let  you 


"screen"  for  investment  ideas  according 
to  various  criteria,  including  10 
pre-defined  Standard  &  Poor's  strategies. 

So  if  your  current  broker's  lack  of 
objectivity  is  a  concern,  check  out 
TD  Waterhouse.  They  make  it  easy  to 
switch,  and  easy  to  invest  on  your  own. 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


ID 


Waterhouse 


You're  in  Control. 


'D  Waterhouse  Investor  Services,  Inc.  Member  NYSE/SIPC.  Companson  based  on  survey  of  standard  equity  commissions  as  of  3/1 7/04.  Services  vary  by  firm.  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
nee  or  for  other  reasons  Third-party  research  obtained  from  sources  deemed  reliable;  however,  TD  Waterhouse  does  not  guarantee  its  accuracy  or  completeness  and  makes  no  warranties  with  respect  to  results  to  be  obtained  from  its  use.  Online 
rders  are  S9.95-S1 7.95  depending  on  trading  activity.  Limit  orders  just  $3  more.  Trades  over  2,500  shares  incur  1  cent  per  share  charge  for  the  entire  order.  Call  or  see  tdwaterhouse.com  for  complete  commission  fee  schedule.  To  be  eligible  for 
lotion,  account  must  be  opened  by  1 0/31  /05;  free  trades  are  valid  30  days  from  account  funding,  accounts  must  be  funded  within  90  days  from  the  date  the  account  is  opened.  Each  free  trade  valued  up  to  $  45.  Offer  valid  for  new  customers  only 
1 1  individual,  joint,  retirement,  trust,  or  Coverdell  Education  Savings  accounts  Custodial,  partnership,  529  College  Savings  Plan,  and  corporate  accounts  are  not  eligible.  Funds  transferred  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One 
person,  U  S  residents  only,  void  where  prohibited,  standard  terms  and  conditions  apply;  offer  subject  to  change  at  any  time  without  notice  Maintenance  fees  may  apply  to  accounts  with  balances  or  trading  frequency  below  specified  minimums. 
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Cars  are  displayed  on  turntables,  or  even  on 
hydraulic  lifts,  so  that  Chung  and  his  qual- 
ity experts  can  see  the  problems  firsthand. 
"He's  not  looking  at  it  on  paper;  he's  very 
hands-on,"  says  Robert  Cosmai,  chief  exec- 
utive of  Hyundai  Motor  America. 

Chung  is  so  obsessed  with  quality  that 
he's  been  known  to  take  the  unusual — 
and  expensive — step  of  modifying  a  car's 
design  midway  through  its  life  cycle,  or 
even  delaying  a  car's  launch  to  resolve 
niggling  issues. 

The  new  Sonata's  launch  in  Korea  was 
held  up  for  two  months  after  the  newly 
empowered  quality  department  identified 
nearly  50  problems  it  wanted  fixed. 
Employees  at  the  Asan  factory,  where  the 
Sonata  is  built,  worked  feverishly  to  fix 
such  things  as  a  tiny  error  in  the  size  of  the 
gap  between  two  pieces  of  sheet  metal 
near  the  headlight,  even  though  it  wasn't 
obvious  to  the  naked  eye  and  didn't  affect 
the  car's  operation.  "It  was  narrower  than 
0.1  millimeter,"  says  Sang  Kil  Han,  the 
quality  manager  who  noticed  the  gap  and 
then  worked  every  weekend  and  until  10 
p.m.  nightly  to  identify  its  cause.  Sixty  fac- 
tory managers,  assembly-line  workers, 
supplier  experts  and  engineers  from 
Hyundai's  nearby  research  and  develop- 
ment center  pored  over  the  problem  for 
25  days  before  it  was  solved  with  special 
training  for  those  assembling  that  part. 

Drive  tests  revealed  a  rattle  coming 
from  the  Sonata's  front  doors.  It  took  two 
months  to  fix:  Engineers  replaced  the  plas- 
tic strip  at  the  bottom  of  the  door  with  a 
more  rubbery  polymer  at  a  cost  of  40  cents 
more  per  car.  Had  the  same  problem 
occurred  five  years  ago,  "we'd  probably  leave 
it,"  says  Don  Hyung  Jo,  manager  of  the 
Asan  factory  quality  control  department. 

Most  automakers  keep  tabs  on  cus- 
tomer complaints  and  deal  with  them  all 
at  once,  when  a  car  is  due  to  be 
redesigned.  But  Hyundai  scrambled  to 
respond  in  2003  after  Santa  Fe  buyers 
complained  of  wind  noise.  Engineers 
redesigned  the  side-view  mirrors  to 
reduce  friction  and  relocated  a  crossbar 
on  the  vehicle's  luggage  rack.  The  result 
was  impressive:  Santa  Fe's  initial  quality 
score  improved  from  149  problems  per 
100  vehicles  on  J.D.  Power's  2003  study  to 
93  the  following  year. 


CHAIRMAN  M0NG-K00 
CHUNG  TURNED 
HYUNDAI  AROUND 
WITH  AN  OBSESSIVE 
FOCUS  ON  QUALITY. 

The  better  quality  has  helped  build 
brand  loyalty  among  Hyundai  owners. 
Four  of  the  top  five  cars  traded  in  to 
Hyundai  dealers  are  Hyundais,  according 
to  auto  research  site  Edmunds.com. 
"Before,  Hyundai  was  a  springboard  to 
other  makes,"  says  Michael  Chung,  ana- 
lyst at  Edmunds. 

Kia's  quality  has  improved  dramati- 
cally, too,  but  it  started  much  lower.  Since 
buying  a  controlling  interest  in  Kia  in 
1998,  Hyundai  has  moved  to  consolidate 
much  of  the  product  development  efforts. 
The  first  vehicles  to  use  a  common  chas- 
sis— the  Hyundai  Tucson  and  Kia 
Sportage  compact  SUVs — recently  went 
on  sale.  "A  year  and  a  half  from  now,  we'll 
be  at  Toyota-quality  levels,  too,"  vows 
Kia's  U.S.  president,  Peter  Butterfield. 

Both  companies  have  a  pipeline  full  of 
new  products  on  the  way.  After  the  Tuc- 
son and  Sonata,  Hyundai  will  replace  its 


Accent,  Elantra  and  XG  350  sedans,  ar 
add  a  larger  Santa  Fe,  with  three  rows 
seats,  and  a  new  minivan.  Kia  will  intn 
duce  redesigned  versions  of  its  Sedoi 
minivan,  as  well  as  its  Rio  and  Optin 
sedans.  One  challenge  is  keeping  Hyund 
and  Kia  distinct.  Company  officials  defn 
Hyundai  vehicles  as  "refined  and  conl 
dent."  Kias  are  "exciting  and  enabling." 

For  recent  models  the  two  have  be< 
able  to  charge  higher  prices — and  hen 
enjoy  better  margins.  But  Hyundai  mu 
be  careful  not  to  let  prices  creep  up  tc 
much,  says  its  former  U.S.  chief,  Finba 
O'Neill.  "The  biggest  challenge  fi 
Hyundai  is  always  hubris,"  says  O'Nei 
now  chief  executive  of  Reynolds 
Reynolds,  an  automotive  software  ar 
services  company  in  Dayton,  Ohi 
Emerging  Chinese  automakers  are  eag 
to  move  into  the  entry-level  mark 
Hyundai  and  Kia  have  come  to  dominal 

The  goodwill  that  Hyundai  has  bu 
up  could  also  be  jeopardized  if  it  stumbl 
with  the  factory  launch  in  Alabama.  Po< 
quality  at  a  now-defunct  Canadian  facto 
killed  Hyundai's  sales  momentum 
North  America  in  the  early  1990s.  Built  ( 
what  was  once  a  rolling  cow  pastur 
Hyundai's  new  factory  is  highly  aut< 
mated,  with  250  robots  convertii 
stamped  steel  into  welded  vehicle  bodu 
In  the  paint  shop  vehicles  do  ten  some 
saults  through  dip  tanks  to  ensure  ea« 
coat  is  applied  without  trapping  air  th 
can  cause  imperfections.  All  that  autom 
tion  helps  keep  down  labor  costs  ar 
ensure  quality.  But  "once  something  go 
wrong,  the  whole  operation  shuts  down 
says  Hyundai  Chief  Executive  Dong-J 
Kim,  55.  To  guard  against  that,  Hyund 
brought  400  American  workers  to  visit  tl 
Asan  factory  in  Korea  and  sent  60  Korea: 
to  the  Alabama  plant  so  that  they  coui 
learn  from  each  other. 

•  Hyundai  officials  are  wrestling  wi 
expanding  their  line  into  luxury  cars  ar 
pickup  trucks.  A  decision  on  a  luxu: 
brand  won't  be  made  until  at  least  200 
Pickups  would  probably  require  constru 
tion  of  another  U.S.  plant,  says  Butterfiel 

No  one  should  be  surprised  if  it  ha] 
pens.  To  other  automakers,  Hyundai 
looking  like  the  party  guest  who  wor 
go  home. 
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When  the 

Bond  Party  Ends 


A  worrisome  chunk  of  Barclays'  earnings  rides  on  bond 
underwriting.  What  will  happen  when  rates  rise — and  bond 
issuing  goes  south?  By  Michael  Maiello 


BARCLAYS  CAPITAL,  THE  INVESTMENT 
banking  arm  of  the  London  bank- 
ing giant,  is  sailing  against  the  winds 
of  Alan  Greenspan  and  central  banks 
worldwide.  That's  because  Robert  Dia- 
mond, who  heads  Barclays  Capital,  has 
spent  eight  years  turning  his  fief  into  a 
bond  house,  eschewing  equities.  That 


worked  fine  following  the  stock  market's 
long  night  of  pain  earlier  this  decade, 
when  low  rates  let  bonds  romp.  But  now 
that  interest  rates  are  on  the  rise,  the 
future  for  bonds  doesn't  look  too  good. 

Not  to  worry,  says  Diamond,  an 
American  whose  unit  operates  mostly 
from  New  York.  To  weather  the  storm, 


he'll  sell  asset-backed  de 
which  is  less  hurt  by  higr 
rates,  as  well  as  currency  a 
interest-rate  hedging  pro 
ucts.  He'd  better  be  right.  B; 
clays  Capital  provided  22% 
parent  Barclay  Pic's  $8.8  b 
lion  in  earnings  last  year  a 
23%  of  its  $26.7  billion  in  l 
revenue  (before  interest  cc 
the  bank's  revenue  was  $4 
billion). 

Up  to  now  Barclays  Capi 
has  been  growing  as  otr 
divisions  within  the  gro 
have  floundered.  Last  y« 
earnings  at  Barclays  Capi 
were  up  25%  while  earnir 
from  the  flagship  retail  bar 
ing  division  fell  by  1%.  Hk 
bound  British  consum- 
don't  share  their  Americ 
cousins'  insouciant  use 
revolving  credit  and  are  r 
enamored  of  frilly  ba 
accounts  with  fees  attached. 

Diamond  has  proved  hi. 
self  before  at  drastica 
revamping  strategy.  When 
took  over  the  investment  ba 
in  1997,  he  sold  off  the  ent 
equities  business — merj 
advice,  stock  underwriting,  research- 
focus  on  debt.  He  saw  that  investme 
operations  owned  by  commercial  bar 
seldom  attracted  the  best  equities  talf 
and  that  the  parent  commercial  ban 
loans  could  entice  customers  for  bo 
underwritings. 

So  on  the  global  debt  rankings  (bo 
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RE  DIFFERENT  DEPARTMENTS  CONTRACTING  THE  SAME  SERVICE  AT  MULTIPLE  RATES? 

very  day,  millions  of  dollars  are  inadvertently  lost  due  to  inconsistent  spend  contracts- 
anging  from  temp  labor  hires  to  facilities  maintenance.  When  you  institute  best  practices 
3  regulate  your  procurement  of  services,  that's  Spend  Management.  And  that's  Ariba. 
Je  can  help  set  standards  that  help  everyone  work  smarter  and  transform  your  business, 
o  get  your  complimentary  copy  of  our  "Five  Step  Guide  to  Services  Spend  Management 
uccess','  please  call  us  at  1-866-772-7422  or  visit  www.ariba.com/service. 


Ariba  Impacts: 

Temp  Labor 
IT  Consulting 
Facilities 
Print 

Marketing 
Construction 
Housekeeping 
and  more... 


ARIBA® 

This  is  Spend  Management 


TRATEGY 


ANALYSIS 


SOURCING 


PROCUREMENT 


SUPPLIERS 
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Banki: 


bonds  and  bank  loans)  Barclays  Pic.  went 
from  11th  place  in  1999  to  4th  in  2004. 
That's  behind  only  Deutsche  Bank,  J.P. 
Morgan  Chase  and  Citigroup.  Along  the 
way  Barclays  surpassed  UBS,  Lehman 
Brothers,  Merrill  Lynch,  Morgan  Stanley 
and  Credit  Suisse  First  Boston. 

The  growth  of  Barclays  Capital,  a  one- 
time bit  player  on  Wall  Street,  coincided 
with  an  expansion  in  corporate  bond  of- 
ferings. Globally  bond  issuers  floated 
paper  worth  $2  trillion  in  2004,  double  the 
level  since  Diamond  arrived.  In  the  U.S. 
issuance  was  up  52%  from  1997  to  $785 
billion  in  2004.  But  already  there  are  har- 
bingers of  a  slowdown.  For  last  year,  when 
the  Federal  Reserve  started  tightening,  the 
total  was  off  6%  from  2003. 

That  falloff  tracks  the  historical  pat- 
tern. During  rising  rate  periods  bond 
issuance  has  gone  down.  In  1973,  for 
instance,  the  Federal  Reserve  pumped  up 
rates  by  3.25  percentage  points,  and  bond 
issuance  fell  by  39%.  In  1994  rates  went 
up  2.25  points  and  issuance  dropped 
26%.  The  Bond  Market  Association  pre- 
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Barclays  stock,  while  up, 
still  lags  rivals',  like  Chase. 
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diets  that  U.S.  issuance  will  slump  15% 
this  year,  and  Diamond  says  he's  bracing 
for  a  30%  global  decline. 

Investor  fear  that  Barclays  Capital  will 
falter  under  these  conditions  has  held 
back  the  stock  of  Barclays  Pic.  While  it's 
up  from  the  dark  days  of  recent  years, 
Barclays  trails  rivals.  At  a  recent  $42  the 
bank's  American  Depositary  Receipts  sell 
for  11  times  trailing  earnings.  Its  chief 


competitor  at  home,  HSBC,  commands  a 
price/earnings  ratio  of  14;  Chase  is  at  21, 
and  Citigroup  at  14. 

When  John  S.  Varley,  a  48-year-old 
Irish-Englishman,  took  over  as  Barclays 
Pic.  chief  executive  last  year,  he  pro- 
claimed he  wanted  to  turn  Barclays  into  a 
"growth  stock."  Diamond  is  frustrated  by 
what  he  feels  is  the  stock  market's  misper- 
ceptions  of  Barclays.  "We're  just  not  a 
look-alike  of  a  U.S.  firm,"  he  seethes. 

There's  reason  for  optimism  that  Dia- 
mond can  avoid  getting  hurt  in  a  corpo- 
rate bond  slump.  After  all,  he  has  ably 
weathered  worse  storms.  His  fixed- 
income  trading  desk  lost  $265  million  in 
the  1998  Russian  default.  For  2002,  in  a 
trying  economic  climate,  Barclays  Capital 
suffered  a  wicked  profit  dip  of  10%. 

This  time  one  likely  savior  is  Barclays 
Capital's  pioneering  system  to  trade 
interest-rate  swaps  electronically.  In  this 
derivatives  trade  a  borrower  or  lender  can 
exchange  a  string  of  fixed-rate  interest 
payments  for  a  string  of  floating-rate 
interest  payments.  Combined  with  the 
parent  bank's  dominance  in  sterling 
and  euro  trading,  the  derivatives  trad- 
ing service  is  an  indispensable  tool  for 
U.S.  and  European  companies  needing 
to  hedge  both  rate  risk  and  currency 
exposures.  Barclays'  pure  currency 
hedging  sales  to  institutional  clients 
were  up  40%  in  2004's  first  half,  the 
last  reported  to  date. 

At  the  same  time,  Diamond  is 
coming  on  strong  in  asset-backed 
securities,  which  are  bonds  backed  by 
(most  often)  consumer  loan  pay- 
ments. While  the  Bond  Market  Associ- 
ation expects  corporate  bond  issuance 
to  trail  off,  the  group  forecasts  modest 
growth  for  issuance  in  asset-backeds. 
General  Motors  Acceptance  Corp.  is 
the  kind  of  issuer  keenly  interested  in 
asset-backed  paper.  The  GM  subsidiary 
can  win  a  much  better  credit  rating  on  an 
IOU  backed  by  a  pool  of  car  loans  than  it 
can  on  an  unsecured  loan  to  the  finan- 
cially ailing  parent. 

As  such,  Barclays  doesn't  need  to 
worry  about  whether  the  asset-backed 
world  is  growing  at  a  torrid  clip  or  not. 
That's  because  Barclays  is  starting  from 
such  a  small  base  that,  write  analysts 


Michael  Lever  and  Jonathan  Pierce 
CSFB,  "even  a  small  increase  in  marl 
share  would  make  an  appreciable  diff| 
ence  to  Barclays  Capital." 

Early  results  on  asset-backeds 
encouraging.  This  winter  Barclays  tcl 
first  place  in  the  underwriting  rankii 


Fewer  new  corporate  b< 
are  being  issued  lately. 
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for  auto  credit  asset-backeds,  thanks  t 
joint  deal  with  Citigroup  to  float  $1.5 1 
lion  in  Volkswagen  car-loan  bonds.  B 
clays  had  never  been  higher  than  seven 
In  first-quarter  issuance  of  pa] 
backed  by  home  equity  loans,  the  fi 
brought  $3.9  billion  of  debt  to  marl- 
already  43%  of  the  $9  billion  showing 
all  of  2004.  Barclays  expects  the  hon 
equity  total  will  reach  $16  billion  in  20 
For  credit  card  debt  offerings  Barclays 
March  joined  forces  with  Chase  to  is: 
$1.2  billion  of  securities  backed  by  Am 
ican  Express  receivables. 

Let's  assume  Barclays'  $44  billion 
2004  corporate  debt  for  Europe  a 
America,  its  biggest  territories,  slides 
30%  this  year,  which  is  what  Diama 
expects.  The  new  asset-backed  busin 
should  bridge  much,  if  not  all,  of  tl 
$13.2  billion  shortfall.  Barclays  does  c 
lect  less  fee  income  for  asset-backs 
(0.25%  of  a  deal)  than  for  corpora 
(0.45%).  But  hey,  the  corporate  drop 
will  only  go  down  so  far.  A  third  of  B 
clays'  bond  offerings  need  refinanci 
every  three  years. 
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echnology 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deepwater 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


AN  EXPRESSION  OF  YOUR 

WORTH 


THAT  SPEAKS  FOR  ITSELF. 


At  Netjets,    we've  created  a  fract| 
ownership  program  that  places  as 
a  value  on  your  time,  safety  and  fins 
security  as  you  do.  You  can  enjoy  the  J 
of  mind  that  comes  from  having  the  hi:l 
standards  of  safety  and  service  inl 
industry   and   the  financial  backin 
Berkshire  Hathaway.  With  access  tc 
world's  largest  and  most  diverse  global 
of  private  jets,  you'll  have  the  unmal 
flexibility  to  fly  wherever  you  want  wi 
little  as  four  hours'  notice.  Plus, 
fractional  shares,  the  Marquis  Jet  Care 
a  variety  of  purchase,  finance  and 
alternatives,  you  can  choose  how  you 
to  invest  in  yourself.  Talk  to  the  lead 
private  aviation.  You  owe  it  to  yoursi 
find  out  more. 

1-877-356-0754   |  www.netjets.com 


NETJETS 


® 


Leave  nothing  to  chance 


The  Marquis  Jet  Card  program  is  operated  by  Netjets*  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates.  ©  2005  Netjets  Inc.  Netjets  is  a  Berkshire  Hathaway 
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BUSINESS  TRAVELER 

MOVING  AT  THE 

SPEED  of  BUSINESS 

usiness  today  is  digital.  Global.  24/7.  But  the  need  for 
a  handshake,  a  personal  bond,  a  face-to-face  meeting, 
*J  hasn't  gone  away.  So,  how  do  you  meet  the  demands  for 
breased  efficiency  and  continued  connectivity  in  this  ever 
;t-moving  environment?  For  a  rapidly  growing  number  of 
Iganizations,  the  answer  is  clear:  business  aviation. 
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Having  access  to  a  company  plant- 
allows  companies  to  work  smarter, 
accomplish  more,  maximize  their 
human  resources,  retain  key  personnel 
and  increase  their  bottom  line.  Such 
access  allows  a  manufacturer  in  rural 
Mississippi  to  compete  on  the  world 
stage  with  multinational  corporations. 
It  helps  an  entrepreneur  with  a  small 
management  team  build  a  billion-dollar 
business.  And  it  gives  a  publicly  traded 
company  a  way  to  outflank  its  nonfly- 
ing  competitors.  Indeed,  independent 
studies  of  S&P  500  companies  in  a  vari- 
ety of  industries  found  that  in  the  last 
decade,  those  that  utilized  business  air- 
craft earned  as  much  as  141%  more  in 
cumulative  returns  than  those  compa- 
nies that  did  not. 

Says  Todd  Duncan,  author 
of  Time  Traps  and  chairman  of 
Maximum  Impact,  a  company 
specializing  in  leadership  train- 
ing seminars,  "Every  second 
that  you  can  earn  revenue  or 
that  you  don't  earn  revenue 
becomes  critically  important." 
After  calculating  that  in  a  single 
year  he  wasted  the  equivalent 
of  23  workdays  in  airports, 
Duncan  purchased  a  Marquis 
Jet  Card  and  boosted  his  pro- 
ductivity to  new  heights.  "If 
you  can  be  more  effective  in  fewer  days, 
how  priceless  is  that?"  he  asks.  "Unde- 
niably, this  is  one  of  the  best  invest- 
ments we  have  ever  made." 

Studies  of  workplace  efficiency  have 
also  found  that  time  onboard  a  business 
aircraft  is  actually  more  productive  than 
time  spent  in  an  office.  "The  plane 
becomes  your  workstation.  I  have  total 
peace  of  mind.  I  travel  without  any  stress 
and  I  have  more  creativity  at  30,000  feet 
than  I  do  at  sea  level,"  Duncan  asserts. 

"That's  not  surprising,"  says  Ed 


Bolen,  president  of  the  National  Business 
Aviation  Association  (NBAA).  "You  have 
total  privacy  and  proprietary  information 
can  be'discussed  without  concern.  You 
can  plan,  discuss  and  negotiate  face-to- 
face  without  distractions,  and  you  con- 
nect to  the  world  via  sophisticated  air- 
borne communications." 

GAINING  A  COMPETITIVE  EDGE 

Today,  some  15,000  companies, 
entrepreneurs  and  individuals  world- 
wide are  operating  more  than  23,000 
business  aircraft,  which  they  consider  to 
be  essential  tools  in  a  global  economy. 
Nearly  8,000  others  own  fractional 
shares  and  jet  travel  cards.  Thousands 
more  charter  on  a  daily  basis  in  a  quest 
for  profits  or  on  personal  life  pursuits 


unimpeded  by  time-consuming,  debili- 
tating commercial  travel. 

Besides  enhanced  productivity,  flex- 
ibility, safety  and  security,  the  use  of 
these  powerful  business  tools  is  pro- 
pelled by  both  the  growing  choices  of 
aircraft  and  the  ways  to  access  them. 
Outright  or  fractional  ownership,  new 
or  refurbished  aircraft  and  charter  or  jet 
travel  cards  are  among  the  numerous 
choices.  That  means  companies  and 
individuals  can  customize  the  services 
that  business  aircraft  provide  to  facili- 


'[Having  a  corporate  aircraft  available]  meant  that 
you  could  get  the  maximum  effectiveness  out  of 
your  senior  management.  Corporate  aircraft  are 
critical.  They're  tools  in  achieving  your  goals." 

PHIL  SATRE 

Former  Chairman,  Harrah's  Entertainment  Inc. 


tate  their  desires,  dreams  and  prof 
Even  the  recent  economic  s| 
didn't  put  much  of  a  dent  in  the  \ 
ing  interest  in  gaining  business  ai 
advantages.  Sales  figures  from  ail 
manufacturers,  fractional  owne 
companies  and  travel-card  prov 
indicated  double-digit  growth  in 
with  even  more  buoyant  projectioi 
2005. 

Just  ahead,  the  first  generatn 
Very  Light  Jets  will  soon  be  in  pre 
lion,  potentially  bringing  thou; 
more  into  the  ranks  of  business  ai 
users.  And  supersonic  business  je 
on  the  drawing  boards,  prom 
global  reach  at  previously  unhea 
speeds  —  something  that  may 
prove  essential  for  tomorrow's  g 
business. 

This  Special  Report  pro 
a  complete  overview  of  the 
ness/private  aircraft  arena, 
you'll  learn  the  basics  an 
benefits,  meet  people  wh 
using  business  aircraft  to  ac 
their  success,  and  explor 
growing  variety  of  option; 
will  open  the  door  to  a] 
world  of  opportunity  for  y 


►  FLIGHT  LOG 


GLOBAL  ENERGY 
COMPANY 

Get  the  right  tool  for  the  job, 
say.  At  a  Midwest-based  global  ei 
company,  the  job  is  achieving  sup 
shareholder  returns,  and  the  tool 
business  aircraft. 

"These  are  some  of  the  most  eff 
business  tools  the  company  uses," 
Joe  Sasser,  the  company's  chief 
■  referring  to  the  three  aircraft  in  its 
—  a  Cessna  Citation  III,  a  Daa 
Falcon  50,  and  a  Falcon  900  EX  « 
of  which  plays  a  vital  role  in  the  co 
ny's  operations  throughout  the 
Europe  and  the  Far  East.  After  all 
company  has  been  relying  on  bus 
aircraft  for  59  years  as  an  essentia 
ment  in  its  growth  strategy.  "If 
weren't  contributing  to  the  produc 
of  the  company  and  creating  vak 


Many  options.  One  choice. 

Another  reason  to  call  Flight  Options  right  now. 


■ 


The  only  private  jet  provider  to  offer  fractional, 
leasing  and  a  fully  refundable  JetPASS ™  membership. 

From  financial  commitment  to  cabin  size,  you  have  a  lot  to  consider  when  choosing  a  private  jet 
provider.  And  as  the  only  single-source  provider  of  fractional  ownership,  leasing  and  a  fully  refundable 
JetPASS  membership  in  the  industry,  Flight  Options  can  offer  you  the  aircraft  and  program  options  to 
meet  all  your  evolving  needs,  time  and  again. 

CALL  877.703.2348  TODAY.  |  www.flightoptions.com 


Flight  Options,  LLC  is  an  affiliate  of  Raytheon  Company. 
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our  stockholders,  we  would  have  gotten 
rid  of  them  a  long  time  ago,"  he  says. 

"You  just  can't  run  a  multifaceted 
business  like  ours  in  multiple  locations 
across  the  state  or  around  the  world 
doing  multimillion-dollar  business  deals 
without  tools  like  these,"  says  Sasser. 
Executives  can  leave  the  office  and  be  in 
the  air  within  30  minutes,  so  trips  that 
would  require  a  day  commercially  are 
only  an  hour  or  two  away. 

THE  WORLD  IS  WITHIN  EASY  REACH 

The  large-cabin  Falcon  rrijets  are 
renowned  for  their  ability  to  negotiate 
short  runways  and  then  fly  long  dis- 
tances. "There  is  no  place  in  the  U.S., 
including  Alaska,  where  we  can't  go 
nonstop  direct,"  says  Sasser,  and  fre- 
quently, five  or  more  senior 
executives  and  mid-level  man- 
agers are  aboard  each  flight. 

Each  aircraft  flies  about  500 
hours  annually,  mostly  within 
the  U.S.,  but  often  the  long- 
legged  Falcons  make  possible 
visits  to  company  facilities  and 
customers  throughout  Europe 
and  Asia.  The  Falcon  900EX 
has  a  range  of  5,100  sm  (statute 
miles),  which  puts  company 
headquarters  within  nonstop 
range  of  Central  Europe.  Bei- 
jing is  a  single  refueling  stop  away.  The 
Falcon  900  is  also  equipped  with  the 
latest  avionics  and  terrain  avoidance 
technology  rivaling  that  of  today's  most 
sophisticated  airliners,  and  this  allows 
for  landings  in  difficult  weather  condi- 
tions without  any  compromise  to  safety. 

"These  planes  are  set  up  as  working 
environments,"  says  Sasser.  "They  are 
basically  portable  offices."  All  the  planes 
have  laptop  power  outlets  and  advanced 
cabin  electronics,  plus  air/ground  and 
satellite  communications.  "Our  people 
have  the  same  capability  in  the  airplane 
that  they  have  sitting  in  their  office," 
he  says. 

"Your  whole  way  of  doing  business  is 
different  when  you  have  a  resource  like 
a  company  airplane  at  your  command," 
says  Sasser.  "Your  thinking  will  change 
because  now  you  can  be  there  this  after- 


noon or  tomorrow  instead  of  next  week, 
and  you'll  begin  to  wonder  how  you 
ever  managed  without  it." 

ONE  OF  YOUR  OWN 

You  understand  the  value  and  benefit 
a  business  aircraft  can  provide.  You've 
decided  that  full  ownership  is  for  you. 
Problem  is,  you've  never  owned  or  oper- 
ated a  business  jet.  Where  do  you  begin? 
Which  airplane  is  best?  How  do  you 
assess  your  needs  for  now  or  the  future? 
And  what  do  you  do  about  crews, 
hangarage,  maintenance  and  numerous 
other  details? 

While  there  are  many  questions  to 
answer,  there  are  also  top-quality  aircraft 
management  and  aircraft  financing  orga- 


nizations that  can  assist.  "Experienced 
aircraft  management  companies  can  help 
prospective  buyers  decide  among  the 
myriad  of  aircraft  choices  in  the  market- 
place, help  them  determine  what's  best 
for  them  and  then  take  care  of  the  oper- 
ational details,"  says  Gil  Wolin,  vice  pres- 
ident, Corporate  Communications,  for 
San  Francisco-based  TAG  Aviation.  All 
the  owner  has  to  do  is  pick  up  the  phone. 

With  more  than  30  years  of  experience 
and  operations  bases  in  the  U.S.  and 
Europe,  TAG  manages,  operates  and  char- 
ters a  total  fleet  of  about  1 50  aircraft.  The 
company  is  unique  in  that  it  offers  man- 
agement services  at  55  sites  across  the 
nation,  which  means  you  can  base  your 
aircraft  in  the  most  suitable  location  and 
TAG  will  arrange  the  necessary  support. 

Financial  services  companies  can  cus- 
tomize a  purchase  or  lease  arrangement 


based  on  the  buyer's  unique  object 
Leasing  offers  significant  benefits  in  i 
aging  cash  reserves,  points  out  I 
Labrozzi,  senior  vice  president  and  g< 
al  manager  of  GE  Commercial  Fini 
It's  a  great  alternative  for  companies 
individuals  who  can't  take  advantaj 
depreciation  and  tax  benefits  or  who 
to  keep  an  asset  off  the  books.  Lab 
can  guide  prospective  buyers  throu 
range  of  financing  and  leasing  opti 
"We  structure  a  financial  package  arci 
buyers'  needs  today  and  their  projc 
requirements  in  the  future,"  he  says, 
a  question  of  the  best  use  of  capital  a 
moment  in  time." 

YOUR  PLANE  IS  JUST  A  PHONE 
CALL  AWAY 

A  select  group  of  firms  in< 
ing  Jet  Aviation,  TAG,  Exec 
Jet  Management,  PrivatAir 
others  provide  persona 
turnkey  management  serw 
Committed  to  safety,  these 
companies  operate  accordir 
rigorous  standards:  follow  aii 
style  training  and  mainten 
regimes;  provide  dedicated  c: 
maintenance,  hangarage 
insurance,  as  well  as  admini 
tive  functions  and  other  nece 
services  —  and  they  can  fly 
anywhere  worldwide. 

"Aircraft  operation  is  a  specializec 
cipline,  and  although  a  first-time  ait 
owner  may  have  some  knowledge, 
don't  always  have  the  comprehei 
range  of  necessary  skills  and  experiei 
says  John  Thomas,  senior  vice  presii 
general  manager,  Jet  Aviation  Busines 
Inc.  of  Teterboro,  NJ. 

Jet  Aviation  is  a  40-year-old  gl 
business  aviation  services  company 
60  locations  around  the  world  in  N 
and  South  America,  Europe,  the  M 
East  and  the  Far  East.  The  company  I 
customized  aircraft  management  sen 
and  charter  worldwide  in  addition  ' 
aircraft  sales,  maintenance,  refurbisl 
aviation  staffing  and  executive  tern 
operations.  Its  U.S.  and  European  aii 
management  and  charter  divisions  jc 
operate  more  than  160  aircraft,  ar 
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"Your  thinking  will  change  because  now  you  can  be  there 
this  afternoon  or  tomorrow  instead  of  next  week,  and 
you'll  begin  to  wonder  how  you  ever  managed  without  it." 

JOESASSER 

Chief  Pilot,  Global  Energy  Company 


2004  accumulated  nearly  60,000  hours  in 
global  flight  operations. 

Owning  a  business  aircraft  is  an  experi- 
ence of  discovery,  points  out  Thomas,  and 
specialists  like  him  can  provide  guidance  in 
the  most  effective  utilization.  For  example, 
business  aircraft  can  help  one  discover  mar- 
kets otherwise  too  time-consuming  to 
reach,  visit  multiple  locations  in  a  single  day, 
bring  customers  to  plants  and  facilities,  fill 
up  seats  with  staff  members  for  maximum 
efficiency  or  establish  scheduled,  cost-saving 
shuttle  flights  between  company  facilities. 

Although  management  compa- 
nies charge  monthly  fees  for  their 
services,  larger  management  orga- 
nizations can  provide  major  cost 
savings  based  on  their  bulk  pur- 
chase ability  for  fuel,  training, 
insurance,  parts  and  more.  "While 
aircraft  owners  gain  the  benefit  of 
a  flight  operation  designed  for  their 
specific  needs,"  says  Wolin,  "they 
gain  the  purchasing  power  of  a 
buying  entity  with  hundreds  of  air- 
craft." These  savings  and  discounts 
are  passed  on  to  the  owner,  and 
Wolin  points  out  that  frequently,  the  sav- 
ings can  cover  the  management  charges. 

Often  there  are  lulls  in  a  company 
flight  schedule  and  Wolin  illustrates  that 
when  the  plane  is  not  in  use,  it  can  be 
selectively  used  for  charter,  which  can  be 
organized  through  the  management  com- 
pany. "Roughly  70%  of  our  current  man- 
aged aircraft  customers  make  their  air- 
planes available  for  charter,"  says  Wolin. 
In  fact,  the  vast  majority  of  charter  aircraft 
worldwide  are  owned  by  corporations  that 
use  charter  revenues  gained  to  offset  some 
of  the  fixed  costs  of  operation. 


►  FLIGHT  LOG 


RUSH  LIMBAUGH 
RADIO  COMMENTATOR 

Who  knows  the  value  of  taking  to  the 
air  better  than  radio  commentator  and 


talk  show  host  Rush  Limbaugh?  As  many 
as  10  million  people  a  day  listen  to  his 
broadcasts.  But  early  in  his  career,  Lim- 
baugh learned  being  in  the  air  was 
almost  as  important  to  success  as  being 
on  the  air. 

"My  first  two  years  of  doing  this  pro- 
gram, I  traveled  47  out  of  52  weekends, 
making  personal  appearances  on  all  the 
stations  that  were  carrying  my  program 
in  different  markets,"  Limbaugh  says. 
"And  I  was  flying  commercially  on  all 
those  trips." 


Limbaugh's  airline  experience,  even 
before  current  security  restrictions,  was 
debilitating  and  time  consuming.  He 
began  chartering  aircraft,  and  was 
immediately  smitten  by  the  convenience 
and  peace  of  mind  that  came  with 
flying  privately.  By  the  end  of  the 
1990s,  flying  about  400  charter  hours 
per  year,  Limbaugh  decided  that  out- 
right ownership  made  more  sense.  The 
Gulfstream  G-IV  caught  his  attention, 
and  after  determining  that  its  spacious 
cabin  would  enable  him  to  travel  with 
several  associates  and  work  or  relax  en 
route,  he  purchased  one  in  2000. 

Limbaugh  prefers  outright  ownership, 
but  the  one  thing  he  didn't  want  was  the 
responsibility  of  operating  an  entire 
flight  department.  The  answer  was 
simple:  outsourcing.  Limbaugh  selected 
a  professional  aircraft  management  com- 


pany, worked  with  it  to  select  the  d 
and  now  has  only  to  pick  up  the  pf 
and  call  for  the  airplane  —  everytl 
else  is  taken  care  of. 

FLYING  CONFERENCE  ROOM 

Typically,  half  a  dozen  support 
fly  with  him  on  his  recurrent  coas 
coast  trips  and  visits  to  dozens  of  o 
destinations  throughout  his  nations 
market.  Hence  the  need  for  the  I 
cabin  Gulfstream,  which  gives  t 
plenty  of  room  to  spread  out,  work 
remain  in  touch  with  events  on 
ground.  Currently,  Limbaugh  has 
DirecTV  receivers  and  a  sophistic 
communications  system  installec 
ensure  he  doesn't  miss  a  thing.  "N 
productive  moment  is  lost  en  route, 
says.  "I  lose  literally  no  tim 
terms  of  show  prep  or  stai 
informed  when  I'm  on  that 
plane." 

While  he  acknowledges 
high  cost  of  owning  and  opers 
a  large  cabin  jet,  for  Limbai 
the  bottom  line  is  simple: 
increases  productivity."  Wit! 
the  airplane,  he  says,  "I'd  ha\ 
miss  a  lot  more  work  behind 
microphone  in  order  to  tak« 
other  business  commitments, 
being  behind  the  microphoi 
number  one."  The  Gulfstream  allows 
to  do  both. 

He  offers  this  advice  to  others  c 
sidering  a  business  aircraft  for  t] 
air  travel  needs:  "It  s  time  to  do 
Limbaugh  says.  "It  makes  too  m 
sense." 


BRINGING  NEW  LIFE 
JO  OLDER  AIRCRAFT 

While  the  newest  aircraft  offer  tren 
dous  innovations,  excellent  value 
exists  in  older  models,  remarks  Jim  f 
rison,  manager,  Aircraft  Completior 
Jet  Aviation's  Palm  Beach  facility.  Hi 
son  specializes  in  reworking  interi 
installing  new  avionics  and  repainting 
craft,  which  can  transform  them  to  1 
new  status.  Using  a  "shell  conversion,, 
takes  Dassault  Falcon  20,  Falcon  20' 


Own  the  private  jet  experience 

without  owning  a  private  jet. 


yrivate  Jet  Membership  gives you  more  flexibility  than  private  jet  ownership,  with  no 
long  term  commitments  and  no  capital  risk.  As  a  member,  joull  have  access  to  a  wide 
variety  of  aircraft  within  hours*  Call  to  discover  the  advantages  of  jet  membership. 


4- 


SENTIENTJE 

THE  SMARTEST  WAY  TO  FLY  PRIVATE! 


800.760.491 

sentient.com 


ient  jet.  All  (lights  are  operated  b\ 
aircraft  are  owned  by  corporations 


Membership  program  must  rrteel  industr; 
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Falcon  50  aircraft  and  creates  the  more 
modern  interior  look  of  the  latest  models. 
He  is  doing  similar  makeovers  with  Gulf- 
streams  and  Bombardier  Challengers, 
improving  the  appearance,  utility  and 
lighting  and  frequently  increasing  head- 
room and  width. 

Harrison  can  also  build  a  new  galley  or 
upgrade  fhe  existing  one,  and  change  seat- 
ing arrangements,  upholstery,  finishes  and 
carpeting.  "We're  not  just  selling  an  inte- 
rior —  we're  selling  an  experience,"  says 
Harrison.  "Our  objective  is  to  fulfill  cus- 
tomer dreams." 


►  FLIGHT  LOG 


CONOCOPHILLIPS 

Frank  Phillips  and  his  brother  L.E.  hit 
their  first  gusher  in  1905.  It  was 
the  first  of  81  oil  wells  without  a 
single  dry  hole.  After  a  2002 
merger  with  Conoco  to  form 
Houston-headquartered  Conoco- 
Phillips,  the  combined  pair  have 
their  own  gusher:  last  year  rev- 
enues increased  by  30%,  topping 
$136  billion.  Vital  assets  in  the 
pursuit  of  these  profits  and  share- 
holder value  are  six  business  jet 
aircraft.  The  company's  three 
intercontinental-range  Gulfstream 
G-IV  SPs,  most  often  used  for 
long-range  global  flights,  and  two  Das- 
sault Falcon  50s,  primarily  engaged  in 
North  and  South  American  trips,  together 
flew  a  whopping  3,000  hours  last  year, 
underscoring  their  essential  role  in  com- 
pany success. 

Few  companies  understand  the  value 
of  these  powerful  business  tools  better 
than  ConocoPhillips,  with  its  75-year  his- 
tory of  using  corporate  aircraft.  "These 
jets  are  flying  daily  to  save  employee  time 
and  increase  productivity,  and  on  each 
flight  they  prove  their  value  many  times 
over,"  emphasizes  company  chief  pilot 
Craig  Hanlon.  "They  have  always  been  a 
crucial  tool  in  enabling  corporate 
growth." 

ConocoPhillips  also  operates  a  cost-effi- 
cient Embraer  135  regional  airliner  open 
to  anyone  in  the  company  with  a  need  to 
travel.  The  Embraer  shuttle  carries  up  to 


37  passengers  per  leg  on  two  round-trip 
flights  five  days  per  week  between  Cono- 
coPhillips facilities  in  Ponca  City,  OK; 
Bartlesville,  OK;  and  Houston.  Typically 
operating  near  capacity,  the  popular  shut- 
tles shrink  a  day  or  more  of  commercial 
travel  to  less  than  two  hours  and  save  thou- 
sands of  employee  work-hours  annually. 

The  executive  jets,  on  the  other  hand, 
typically  carry  upper-  and  mid-level  man- 
agers on  complex  flight  schedules  each  day, 
allowing  them  to  remain  in  close  contact 
with  far-flung  operations. 

These  flights  take  full  advantage  of  the 
thousands  of  airports  that  support  business 
aircraft  across  the  nation  and  thousands 
more  around  the  world,  as  well  as  the  mul- 
tiple reliever  airports  that  surround  large 
cities.  They  land  minutes  from  final  desti- 


qucncy,"  reports  Bob  Seidel,  senior 
president  and  general  manager,  Jet 
tion  Business  Jets  Charter.  Seidel 
charter  is  growing  at  a  1 5%  clip  year 
year.  Jet  Aviation's  global  operatic 
which  span  four  decades,  provide  cfu 
to  and  from  anywhere  in  the  world  f 
bases  in  the  U.S.,  Europe,  the  Mit 
East  and  the  Far  East. 

"Charter  is  one  of  the  easiest  wa\ 
take  advantage  of  business  aviation  1 
efits,"  says  Seidel.  "You  pay  for  what 
need  when  you  need  it  each  time  you 
and  whether  you  fill  a  few  seats  or  ai 
them,  the  charge  remains  the  same." 

Charter  also  offers  a  wide  rang 
choices,  so  you  can  select  the  aircraft 
suited  for  the  trip.  But  Gil  Wolin,  T/ 
vice  president,  Corporate  Commun 
tions,  quickly  adds  that  chart 
also  about  personalized  ser\ 
"It's  really  about  the  comp 
experience  —  highest  qu; 
door-to-door  travel  provided 
safety,  speed  and  efficiency." 


nations,  eliminating  tiresome,  time- 
consuming  road  journeys,  Hanlon  points 
out.  "Throughout  the  trip  they  are  having 
onboard  meetings,  preparing  and  debrief- 
ing. It's  all  very  productive  and  very 
private  time,"  he  says.  "They  want  to  get 
there  quickly,  complete  business  and 
immediately  return.  It's  all  about  being 
able  to  do  more." 


CHARTER 

Increased  interest  in  chartet,  reported 
by  the  major  charter  companies,  is  under- 
scoring not  only  an  uptick  in  the  economy, 
but  also  the  continuing  dismal  nature  of 
airline  travel.  "Companies  and  individu- 
als are  chartering  more,  they  are  going  to 
new  markets,  which  are  difficult  to  reach 
commercially,  and  they  are  traveling  on 
international  trips  with  increased  fre- 


DOING  MORE  WITH  LESS 

TAG,  one  of  the  woi 
largest  aircraft  management 
charter  companies,  offers  gl< 
and  domestic  charter  from  r 
tiple  locations  across  the  na 
and  in  Europe.  "Today  v» 
seeing  more  people  at  lower  levels  in 
company  gaining  access  to  busines 
aircraft,"  Wolin  says.  "It's  not  ju 
growing  economy  but  the  graphic  I 
ization  that  companies  must  do  n 
with  less,  and  therefore  all  emplc 
time  savings  amass  enormous  value 
Financial  services  organizations  1 
dling  burgeoning  IPO  business, 
example,  are  currently  chartering  vi 
qusly.  "To  reach  13  cities  in  eight  ( 
and  maintain  a  tight  schedule  woul« 
virtually  impossible  any  other  w 
points  out  Seidel.  "They're  using  a  b 
ness  aircraft  as  a  traveling  office,' 
says.  "With  five  or  seven  people  abo 
they  can  communicate  in  a  totally  se 
environment  on  the  ground  oi 
35,000  feet." 

But  doesn't  charter  cost  mote  thai 
airline  ticket?  On  a  direct  fare  basi: 


EAVE  YOUR  COMPETITION 
AT  THE  FUEL  TRUCK. 


(J  /hile  they're  stih  filling  up,  you're 
\/  up  and  away  in  a  Falcon  900EX. 
V  The  most  versatile,  fuel-efficient 
e  in  its  class  —  by  design, 
ts  three  engines  handle  small  air- 
s  and  big  oceans  with  ease, 
t  hops  from  city  to  city,  picking  up 
;engers,  then  leaps  across  a  conti- 
;  —  without  having  to  refuel. 


900  EX     Jet  D      Jet  E 


Fuel  used  on  the  most  typical  business  trip:  1,000  nm* 
The  900EX/DX  Green  Machines— think  what  you'll  save. 


And  it  sips  fuel  like  a  smaller  jet. 
Nearly  a  ton  less  than  others  in  its 
class  on  a  1 ,000  nm  trip  —  nearly  three 
tons  on  long  trips  —  yet  you  give  up 
nothing  in  comfort  and  elegance. 


Maybe  that's  why  today's  tough- 
minded,  tech-sawy  CEOs  are  calling 
our  Falcon  900EX  and  our  new  —  even 
more  efficient  —  900DX: 

"The  Green  Machines." 


DASSAULT 
FALCON 


ENGINEERED     WITH  PASSION 


Visitour  websit.eut  falconjet.com.  Or  call:  U.S.  201. 541. 4600  France  S3.  1.47. 11. 82.32 
'Source:  Business  &  Commercial  Aviation,  May  2004 
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course  it  does;  but  Seidel  says  the  point  is 
to  concentrate  on  value.  "What's  the  value 
of  schedule  flexibility  —  operating  on 
your  own  timetable  rather  than  someone 
else's?  What's  the  value  of  not  worrying 
about  a  departure  time  when  you  need  to 
be  focusing  on  business?  What  is  your 
time  worth  when  you  can  fly  direct  in  an 
hour  or  so  versus  spending  a  day  traveling? 
What  is  the  value  of  sending  eight  employ- 
ees to  a  meeting,  bringing  them  home  that 
evening  so  they  can  have  dinner  with  their 
families,  and  having  them  back  at  work 
the  next  day?  What  is  the  value  of  devel- 
oping new  business  in  places  never  before 
considered?  What  is  the  value  of  security, 
comfort  and  freedom?" 


►  FLIGHT  LOG 


AVACUS  CORPORATION 

With  a  portfolio  including  a 
thriving  law  practice,  two  Cali- 
fornia wineries  and  a  financial 
services  company,  Santa  Monica- 
based  Avacus  Corporation  is  a 
fast-growing  enterprise.  To  help 
it  expand,  Avacus  founder  and 
chief  executive  officer  Gary 
Verboon  employs  a  long-range 
Embraer  Legacy  business  jet, 
whose  capabilities  match  his 
own  global  vision. 

Derived  from  Embraer's  successful 
regional  airliner,  the  13-passenger 
Legacy,  which  is  configured  in  a  three- 
cabin  layout,  boasts  one  of  the  largest 
interiors  of  any  business  aircraft  today. 
"Having  a  large-body,  multicabin  air- 
plane is  essential  for  us  to  be  able  to 
work  and  communicate  freely,"  says 
Verboon.  "We  use  the  Legacy  much  like 
one  would  use  individual  conference 
rooms  in  one's  office." 

MAKING  THE  WORLD  A  SMALLER 
PLACE 

Making  numerous  spur-of-the- 
moment  trips  to  Europe,  the  aircraft  has 
played  a  key  part  in  the  rollout  of  a  new 
high-end  credit  card  his  financial  ser- 
vices company  recently  introduced.  "We 
probably  would  not  be  launching  our 
Stratus  Card  financial  services  company 


in  Europe  as  rapidly  as  we  are  if  it  were 
not  for  the  Legacy,"  he  says.  *'It  makes 
the  world  a  smaller  place." 

The  aircraft  also  gets  a  heavy  workout 
supporting  Avacus'  domestic  businesses. 
"  The  Legacy  has  been  very  helpful  for  our 
winery  division  because  we  can  go  to  total- 
ly out-of-the-way  places,"  Verboon  says. 
"In  the  wine  industry,  the  central  part  of 
the  country  is  known  as  the  flyover  states 
because  [wineries  concentrate  marketing 
efforts]  on  either  coast.  We  found  a  very 
significant  market  in  the  rest  of  America,  " 
he  says,  "so  the  plane  has  given  us  a  very 
interesting  competitive  advantage." 

In  addition,  he  adds,  "I  can't  get  my 
executives  to  work  the  time  or  the  hours 
that  they  work  if  they  had  to  consistently 
travel  commercially." 


lypically  six  or  seven  executives 
fly  with  Verboon.  They  conduct 
business  as  easily  at  37,000  feet  as 
they  do  on  the  ground,  thanks  to 
satellite  telephones,  Internet  access 
and  all  the  office  equipment  needed. 
"With  all  these  features,"  says  Ver- 
boon, "we  are  able  to  work  without 
missing  a  beat." 


FRACTIONAL  OWNERSHIP 

When  he  created  Netjets  and  the  con- 
cept of  fractional  aircraft  ownership  in 
1987,  Richard  Santulli  launched  a  revo- 
lution. Santulli  determined  that  it  wasn't 
the  aircraft  but  the  ownership  advantages 
that  buyers  desired,  and  he  made  them 
affordable,  accessible  and  available  in  suc- 
cinct packages  based  on  the  number  of 
hours  needed. 


Here's  how  it  works:  buyers  purci 
a  share  in  an  aircraft,  entitling  them 
fixed  number  of  flight  hours  per 
while  gaining  the  benefits  of  ownii 
whole  jet  at  a  fraction  of  the  cost, 
whether  you're  in  Nantucket  or  Nog 
or  5,000  other  places  across  the  nat 
your  plane  is  merely  a  phone  call  a 
and  guaranteed  when  you  want  it; 
hours  a  day. 

Several  new  providers  have  entered 
market,  which  by  all  estimates  is  still  i 
infancy.  Each  company  brings  uni 
benefits,  varied  aircraft  choices  and  a< 
tations  to  the  original  fractional  ow 
ship  formulation.  As  the  number  of  I 
tional  owners  increases  exponenti 
these  companies  continue  to  evo 
restructure  and  refocus  with  new  aire 
options  and  plan  offerings. 

NETJETS 

Netjets,  the  company 
invented  "fractional  aircraft  o 
ership,"  remains  the  largest  f 
tional  provider  with  13  aire 
choices  in  the  U.S.  alone.  Ne- 
is  also  unique  in  operating 
only  fractional  ownership  | 
grams  in  Europe  and  the  Mit 
East.  U.S.  owners  have  gua 
teed  access  to  aircraft  in  ei 
program  without  having  to  | 
chase  individual  international  sh 
Another  feature  is  comprehensive  ca. 
medical  support  provided  by  the  M 
Clinic,  which  is  available  to  all  Nei 
owners  and  Marquis  Card  holders  at 
time,  anywhere  worldwide.  In  addit 
Netjets  offers  its  owners  numerous  un 
opportunities,  products  and  servi 
including  tickets  for  cultural  events 
sports  activities. 

What's  driving  growth?  "As  the  ec 
omy  re-energizes  and  companies 
better  about  their  financial  futures,  rr 
are  recognizing  that  more  than  a  busi 
aircraft,  they  need  a  just-in-time  proc 
tivity  tool  that  gives  them  global  acc« 
says  Kevin  Russell,  Netjets  Inc.  execu 
vice  president.  That  tool  is  fractional  o 
ership,  and  Netjets  is  experiencing  sti 
demand  in  both  the  U.S.  and  Europe 
While  smaller  jets  are  ideal  for  typi< 


More  Enjoyment.  Less  Expense. 


MICHAtl  SMITH 
ABC  CORPORATION 

V9888  999  6868  8900  888  9999  07/04 


Vector,  the  JetCard  made  perfect  by  CitationShares.  It's  well  priced  and 
easy  to  buy.  25  hours  start  at  just  $94,995*.  It's  all  inclusive,  and  with  a 
simple  two-page  agreement.  We  can  have  you  flying  tomorrow. 

Purchase  your  Vector  JetCard  today. 


C  I  TAT  I  ON  S  HARES 


1.877.832.8678  x  121  •  CitationShares.com 

Assuming  25  hours  of  transportation  in  the  domestic  U.S.  (which  includes  transportation  225  miles  beyond  the  U.S.  border  into  Canada  and  Mexico),  total  price  is  $102,120, 
including  Federal  Excise  Tax.  Total  price  is  $94,995  for  25  hours  of  international  transportation.  Actual  total  price  is  based  on  the  actual  numoer  of  hours  flown  domestically 
and/or  internationally.  All  Vector  JetCard  flights  are  operated  by  CitationShares  under  its  FAR  Part  135  Air  Carrier  Certificate. 
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"These  jets  are  flying  daily  to  save  employee  time  and 
increase  productivity,  and  on  each  flight  they  prove 
their  value  many  times  over.  They  have  always  been 
a  crucial  tool  in  enabling  corporate  growth." 

CRAIG  HANLON 

Chief  Pilot,  ConocoPhillips 

short  European  flights,  says  Netjets 
Europe's  chairman  and  chief  executive 
officer,  Mark  Booth,  the  midsize  Falcon 
2000  EX  and  the  ultra-long-range  Gulf- 
stream  G450  and  G550  are  gaining  con- 
siderable attention.  "I  think  what's  hap- 
pening today  is  the  Europeans  are  realizing 
that  they  are  in  a  global  marketplace  and 
their  competitors  are  not  across  the  street 
but  across  the  globe,"  says  Booth. 

Increased  international  flying  prompted 
Netjets  to  remove  ferrying  cost  between 
the  U.S.  and  Europe,  and  this 
stimulated  an  increase  in  transat- 
lantic flights.  "The  time  value  for 
traveling  outside  of  the  obvious 
capital  cities  to  other  destinations 
is  prolound,"  says  Booth.  "Try  to 
get  to  North  Carolina  from  Mar- 
seille [commercially].  And  if 
you're  extending  your  business 
interests  into  eastern  Germany 
and  attempting  to  get  there  by 
airline,  good  luck." 


Shanahan.  "We  get  on  the  plane,  have 
breakfast  and  brainstorm  for  an  hour  or 
two  hours  during  the  flight,  so  it  gives  us 
that  extra  time  for  preparation  and  to 
develop  ideas." 

GENERATING  NEW  BUSINESS 
OPPORTUNITIES 

Shanahan  says  the  jets  have  enabled  him  to 
make  calls  in  places  that  are  impossible  to  get 
to  commercially  because  of  the  time  factor.  A 
recent  trip  to  Glens  Falls,  NY,  would  have  been 


►  FLIGHT  LOG 


HUNTLEIGH  MCGEHEE 
INSURANCE  BROKERS 

Mike  Shanahan  is  president  and  chief 
executive  officer  of  Huntleigh  McGehee,  a 
large  St.  Louis-based  full-service  insurance 
brokerage.  Huntleigh  McGehee  has  a  new 
policy  Shanahan  knows  will  contribute  to 
greater  profits:  the  business  jet. 

Through  Netjets,  Huntleigh  McGehee 
has  fractional  shares  in  a  Cessna  Citation 
Excel  and  a  Gulfstream  200.  Although  com- 
pany executives  frequently  take  commercial 
flights  when  they  make  the  most  sense,  crit- 
ical missions  where  time  is  of  the  essence 
drive  the  need  for  the  two  jets. 

"We  have  clients  all  over  the  country, 
and  most  of  time  we  are  traveling  with  a 
team  of  six  or  seven  of  us  that  need  to  be 
in  Boulder,  or  Denver,  or  Houston,  or  vir- 
tually anywhere  in  the  country,"  says 


a  three-day  trip  by  airline  and  road,  but  with 
the  Gulfstream  200,  the  group  departed  St. 
Louis  in  the  morning,  landed  minutes  from 
the  destination  well  prepared  for  the  meeting 
and  returned  to  the  office  that  afternoon. 
"Once  you  do  a  cost  analysis,"  Shanahan  says, 
"this  more  than  pays  for  itself.  We  can  get 
pretty  much  anywhere  and  back  in  a  day." 

Of  course  there's  e-mail  and  confer- 
ence calls,  but  Shanahan  believes  face-to- 
face  contact  is  critical  in  today's  business 
environment.  "In  the  age  of  technology,  a 
lot  of  people  are  taking  personal  relation- 
ships for  granted,"  he  says.  "I  think  they're 
making  a  big  mistake." 

FLIGHT  OPTIONS 

Launched  in  1998,  Cleveland-based 
Flight  Options,  now  78%  owned  by 
Raytheon,  established  itself  with  a  "value 
pricing"  proposition.  Using  refurbished,  pre- 


owned  aircraft,  its  ownership  prog 
offered  lower  prices;  but  by  2004,  after  c 
siderable  growth,  the  company  found 
entrenched  in  the  complexities  of  opera 
a  disparate  fleet  of  12  aircraft  ty 
Embarking  on  a  restructuring  process 
December,  Flight  Options  announce 
new  go-forward  strategy,  which  moves  a 
from  value-priced,  pre-owned  aircraft 
focuses  on  new  models. 

Established  on  its  new  course,  the  c 
pany  will  offer  fractional  shares  in  only 
models:  the  Beechjet  400A/Hawker  40t 
light  jets,  the  midsize  Hawker  800XP, 
super-midsize  Cessna  Citation  X  and 
large-cabin  Embraer  Legacy. 

"We  have  created  a  new  foundatior 
Flight  Options,"  says  chief  operating  ofl 
Michael  Scheeringa.  "The  vast  majorii 
owners  really  want  the  best  ser 
safety  and  efficiency,  not  necess 
the  cheapest  airplanes."  The 
plan  creates  a  more  consist 
higher-quality  product,  and 
already  paying  off:  December 
were  19%  ahead  of  sales  for 
same  period  the  year  before. 

Other  program  options 
make  Flight  Options  attrac 
Owners  who  book  48  hour 
advance  receive  1 5%  bonus  h 
for  the  flight,  and  to  take  advar 
of  varied  trip  requirements,  a  ] 
ular  multishare  program  lets  owners 
shares  between  two  types  of  aircraft. 


►  FLIGHT  LOG 


SIERRA  HEALTH  SERVICES  II 

In  the  early  1970s,  Dr.  Anti- 
Marlon  founded  Sierra  Health  Services 
in  Las  Vegas,  NV.  Last  year  the  pub 
traded  diversified  healthcare  services  c 
pany,  now  with  more  than  3,000  emp 
ees  and  half  a  million  members,  had 
enues  of  Si. 6  billion.  He  credits  bus 
aircraft  with  an  important  role  in 
growth. 

"As  we  bought  other  companies 
were  doing  road  shows,  we  used  our 
private  aircraft  all  the  time,"  says  Ma 
company  chairman  and  chief  execi 
officer.  "You  can  cover  two  cities  in 
day,  and  you  can't  possibly  do  that 


ation  X 


ich  .92:  The  speed  of  a  sound  investment. 


the  Citation  X,  you'll  still  close  in  on  opportunity  at  very  nearly  the  speed  of  sound.  But  now  you'll 
in  the  comfort  and  style  of  an  all-new  interior.  And  with  the  added  awareness  of  the  optional  new 
n-the-dark  EVS  system.  Because  the  X  covers  up  to  six  time  zones  in  less  time,  and  on  less  fuel, 
any  other  business  jet,  it  pays  handsome  dividends  daily.  Put  more  hours  in  your  day  planner, 
;  money  in  your  ledger  and  a  permanent  smile  on  your  face.  Call  1-800-4-CESSNA. 
ide  the  U.S.,  call  +1-316-517-6056.  Or  visit  CitationX.Cessna.com. 


Sure  Thing 


3 

Cessna 
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commercial  airlines,"  he  emphasizes.  But 
"as  the  fractional  ownership  business  devel- 
oped, I  became  intrigued  with  the  idea  that 
somebody  else  could  do  the  management," 
Marlon  says. 

His  experience  owning  and  operating 
his  own  jets  proved  demanding,  and  frac- 
tional ownership  could  relieve  him  of  the 
ownership  burden  while  providing  many 
more  benefits  than  wholly  owning  a  single 
aircraft. 

TWO  FOR  THE  PRICE  OF  ONE 

In  2000,  the  company  bought  a  split 
share  equal  to  a  total  of  200  hours  in  a 
Flight  Options  Hawker  800XP  and  a  13- 
passenger,  large-cabin  Embraer  Legacy. 
Besides  saving  investment  costs  and  the 
management  overhead  on  one's  own 
plane,  Sierra  essentially  got  two 
jets  for  the  price  of  one. 

Marlon  also  likes  the  addi- 
tional hour  usage  flexibility  that 
Flight  Options  built  into  the  pro- 
gram. For  example,  because  of  his 
extensive  utilization  of  the 
Hawker  last  year,  Marlon  was 
able  to  buy  an  additional  25- 
hour  share. 

In  addition  to  enabling  Sierra 
to  meet  with  investors  and  regu- 
lators and  remain  in  close  touch 
with  its  extensive  healthcare  oper- 
ations, the  aircraft  have  been  an  impor- 
tant factor  in  retaining  key  employees.  "I 
just  think  [the  jets]  have  saved  consider- 
able wear  and  tear  on  our  management 
team,"  he  says.  That  in  itself  has  tremen- 
dous value. 

FLEXJET 

Bombardier  Flexjet  offers  fractional 
shares  exclusively  in  Bombardier  air- 
craft, including  the  Learjet  40,  Learjet 
60  and  Challenger  604,  plus  two  new 
models  —  the  Learjet  45XR  and  the 
super-midsize  Challenger  300,  featuring 
a  wide-body,  stand-up  cabin  and 
transcontinental  range. 

Since  Flexjet  is  a  division  of  the 
Bombardier  Aerospace  conglomerate, 
however,  Robert  Knebel,  vice  president 
of  sales,  takes  a  broader  view  of  his 
company  role  as  a  provider  of  business 


jet  travel  solutions.  Carefully  working 
with  prospects  to  determine  their  real 
needs,  he  guides  them  to  the  most  prac- 
tical answer,  which  may  not  even  be 
fractional  ownership,  but  possibly  char- 
ter through  sister  company,  Skyjet,  or 
outright  ownership  of  new  or  used 
Bombardier  aircraft. 

Flexjet's  allure  is  much  more  than 
great  aircraft,  says  Knebel,  who  engi- 
neered more  flexibility  into  the  program 
with  "Versatility  Plus."  Under  this  plan, 
owners  can  buy  or  sell  hours  in  a  pool, 
so  unused  annual  hours  can  be 
redeemed  and  needed  excess  hours  can 
be  purchased  beyond  one's  annual  allo- 
cation. In  addition,  intermediate  share 
sizes  are  available  to  existing  owners  in 
25-hour  increments.  Flexjet  also  offers 


a  blended  program  allowing  shares  to  be 
split  among  multiple  aircraft. 

Then  there  are  "Anytime  Options," 
where  a  nominal  fee  will  guarantee  an 
aircraft  upgrade  or  downgrade.  Buyers 
concerned  about  resale  values  in  a  fluc- 
tuating market  can  also  opt  for  the 
"Five-Plus-Plus"  program,  which  extends 
contracts  for  two  successive,  one-year 
periods. 


►  FLIGHT  LOG 


TARGET  ENTERPRISES 

As  advertising  has  gained  promi- 
nence in  political  campaigns,  media 
strategies  have  become  critical.  One  of 
the  leading  companies  in  the  field  is  Los 
Angeles-based  Target  Enterprises,  in 
demand  for  its  media  work  in  elections 
across  the  country.  Among  its  successes: 


the  gubernatorial  campaigns  of  H 
York's  George  Pataki,  George  Busl 
Texas,  and  Arnold  Schwarzenegge 
California,  as  well  as  the  Golden  St; 
landmark  ballot  initiative  to  fund  s 
cell  research. 

"When  we  do  political  campaij 
we  do  several  at  one  time,"  says  Tarj 
president,  David  Bienstock.  "There 
a  lot  of  logistical  nightmares,  and 
difficult  to  take  key  members  of  a 
away  from  the  office  for  two  or  tl 
days,  which  airline  schedules  typic 
demand." 

Bienstock  at  first  considered  cha 
but  had  concerns  over  the  consiste 
and  quality  of  service.  A  friend  reo 
mended  Bombardier  Flexjet,  ant 
turned  out  to  be  the  winning  ticket 
years  ago,  Target  split  a  c 
eighth  share  (100  annual  ho 
with  two  other  owners.  "It  pre 
to  be  extremely  meaningfu 
our  business,  so  we  subseque 
expanded  our  ownership  in 
est,"  says  Bienstock.  "Whi 
used  to  fly  commercially  \. 
my  team,  it  was  impossibl 
hold  discussions  on  the  fli 
Now  we  receive  faxes,  ever), 
has  their  laptop;  so  to  me, 
own  jet]  is  a  flying  confere 
room."  His  company  now 
its  own  one-eighth  share  in  a  B 
bardier  Learjet  60,  and  buys  additi' 
hours  through  Flexjet's  Versatility 
program  for  use  on  the  Challenger 
and  Challenger  300. 

MANUFACTURING  TIME 

"Coming  back  from  New  York 
had  an  important  last-minute  meet 
which  we  held  in  the  conference  n 
at  the  [executive  terminal]  in  Teterl 
prior  to  getting  on  the  plane.  My  pe 
were  with  me,  were  able  to  review 
plan  on  the  flight,  and  by  the  timi 
got  back  to  Los  Angeles,  the  job 
done,"  says  Bienstock. 

"If  you  look  at  it  on  paper,  this 
very  expensive  luxury,  but  if  you  fa 
in  the  productive  work  that's  going 
it's  a  bargain,"  he  says.  "To  show  its 
value  is  incalculable,  but  it  certa 


While  it  is  standard  for  major  fractional  jet  ownership  programs  to  charge  a  positioning  fee'  when  flying  to 
and  from  most  locations  outside  the  continental  United  States,  Flexjet  is  the  only  program  that  gives  owners 
the  option  of  traveling  to  and  from  Bermuda,  the  Caribbean  and  other  tropical  destinations  without 
positioning  fees  —  regardless  of  the  share  size  or  aircraft  type  they  own.  Paradise  without  positioning  fees 
is  just  another  example  of  the  added  value  and  flexible  options  that  Flexjet  owners  exclusively  enjoy. 

If  you  want  paradise  without  the  positioning  fees,  call  1 -800-FLEXJET  or  visit  flexjet.com. 

BOMBARDIER 

BOMBARDIER  FLEXJET 

Positioning  fees  are  charged  for  flying  an  aircraft  back  to  the  mainland  or  to  send  an  aircraft  to  an  international  destination  to  pick  up  passengers. 


ANTIGUA  AND  BARBUDA  •  ARUBA  •  BARBADOS  •  BERMUDA  •  BONAIRE  •  CABO  SAN  LUCAS  •  CAYMAN  ISLANDS  •  CURACAO  •  DOMINICA  •  DOMINICAN  REPUBLIC 
; GRENADA  •  GUADELOUPE  ■  HAITI  •  ISLAS  LOS  ROOUES  •  JAMAICA  •  MARTINIQUE  •  PUERTO  RICO  •  ST.  EUSTATIUS  •  ST.KITTS  AND  NEVIS  •  ST.LUCIA 
ST.MARTIN/SINTMAARTEN  •  ST.  VINCENT  AND  THE  GRENADINES  •  TRINIDAD  AND  TOBAGO  •  VIRGIN  ISLANDS  (U.S) 
©  2005  Bombardier  Inc.  'Trademarks)  of  Bombardier  Inc.  or  its  subsidiaries. 
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contradicts  the  numbers  on  a  spread- 
sheet," Bienstock  confides. 

Is  the  business  jet  the  key  to  Bien- 
stock's  success?  "My  business  was  success- 
ful before  private  aviation.  It's  certainly 
not  the  arbiter  of  success  for  my  company, 
but  it  has  enabled  us  to  go  the  extra 
step  —  the  extra  mile  —  which  has 
proven  to  be  exceptionally  productive  and 
certainly  enjoyable." 

CITATIONSHARES 

While  some  business  aircraft  can 
now  fly  almost  halfway  around  the 
world  nonstop,  the  average  business 
jet  flight  is  only  a  couple  of  hours  — 
less  than  halfway  across  the  country. 
CitationShares,  jointly  owned  by 
Cessna  Aircraft  and  TAG  Aviation, 
took  this  into  careful  consider- 
ation when  it  crafted  this 
highly  successful  fractional 
ownership  program  that  incor- 
porates economical,  shorter- 
range  Cessna  jets. 

With  an  average  of  three 
passengers,  CitationShares' 
small-cabin  Cessna  CJ 1  and 
Bravo  are  ideal  for  short- 
duration  flights.  They  are  also 
adept  on  runways  too  limited 
for  larger  jets,  expanding 
owner  accessibility  to  many 
additional  locations. 

For  larger  passenger  loads,  the 
Excel  and  XLS,  which  offer  midsize, 
stand-up  comfort  at  a  light-jet  cost, 
are  the  perfect  match.  And  with 
demand  increasing  for  coast-to-coast 
flights,  CitationShares  introduced  the 
Citation  Sovereign  last  year,  which 
became  the  company's  first  transconti- 
nental-range aircraft.  This  summer, 
the  CJ3  comes  aboard  to  round  out 
the  fleet  to  six  choices. 

By  specializing  in  the  small  Cessna 
jets,  CitationShares  is  able  to  offer  the 


lowest  entry  price  for  a  business  jet 
among  any  of  the  national  fractional 
ownership  companies.  The  company 
prides  itself  on  customer  service,  safety 
and  attention  to  detail.  Comments 
from  owners  are  typically  glowing, 
which  explains  CitationShares'  amaz- 
ing success  story  in  starting  as  a  small, 
regional  operator  and  expanding  to  a 
nationwide  program. 


►  FLIGHT  LOG 


J.A.  JANCE 
AUTHOR 

Writing  novels  is  demanding 
enough.  Why  should  traveling  be 
more  so? 

Twenty  years  ago,  J.A.  Jance,  a 


single  mother  with  two  kids  and  a 
full-time  job  selling  life  insurance, 
had  only  the  time  between  4  a.m.  and 
7  a.m.  to  write  her  first  mystery 
thriller.  This  August,  her  30th  novel, 
Long  Time  Gone,  will  appear,  and  the 
tour  that  launches  it  will  be  quite  dif- 
ferent from  the  early  ones. 

With  book  tours  filled  with  TV 
appearances,  newspaper  interviews 
and  book  signings  that  hit  20  cities  in 
about  as  many  days,  plus  constant 
last-minute  changes  in  plans,  Jance 
found  that  commercial  travel  was 


'It's  easy  to  think  that  using  a  business  or  pri- 
vate jet  is  too  expensive.  The  more  important 
question  is  how  much  more  expensive  is  it  to 
not  use  it?" 

TODD  DUNCAN 

Chairman,  Maximum  Impact 


both  excruciating  and  inflexible, 
was  getting  up  at  3  or  4  o'clock  in 
morning    to    catch  early-morn 
flights  and  traveling  with  nothing 
a  carry-on  and  one-way  tickets,  si 
was  scrutinized  and  searched  eve 
where." 

Jance  figured  there  was  a  bet 
way.  CitationShares  had  the  answ 
"Their  program  fit  what  we  needc 
she  said.  "We  do  a  lot  of  short  ho 
so  the  companies  with  two-hour  m 
imums  just  didn't  work  for  us." 
addition,  she  frequently  needed  to 
to  second-tier  cities  that  had  little 
no  commercial  service.  The  Citath 
Shares  CJ  1  fit  the  bill  perfectly,  allc 
ing  her  to  land  at  smaller  lo 
airfields  near  off-the-beaten-path  c 
tinations  where  other  auth 
infrequently  visited.  Citath 
Shares  also  offered  interme 
ate-size  shares  so  she  co 
purchase  75  flight-hoi 
which  was  what  she  felt 
needed. 


MAINTAINING  AN 
IMPOSSIBLE  SCHEDULE 

Media  opportunities  ai 
unexpectedly,  so  having 
CJ1  on  call  gives  Jance  nee< 
flexibility.  When  a  TV  appc 
ance  was  booked  in  Nashville,  IN, 
the  morning  after  an  evening  be 
signing  in  Little  Rock,  AR,  Jance 
able  to  make  both  with  ease.  It  wo 
have  been  impossible  on  a  commer 
schedule. 

The  CJ1  has  many  other  benef 
The  flights,  she  says,  provide  preci 
moments  to  relax.  "Before  an  eve 
what  I  need  is  to  have  time  to  gat 
my  thoughts,"  so  the  quiet  cabin,  : 
of  interruptions,  is  her  Nirvana. 

Having  a  jet  has  added  an  exp> 
sive  new  dimension  to  Jance's  caree 
reduces  the  tour  time  and  fatig 
"and  that  gets  me  back  to  a  posit 
where  I  can  work  again  so  mi 
faster,"  she  says.  "When  we  ff 
looked  at  doing  something  with  c 
porate  jets,  it  seemed  like  such 
amazingly  far-out  idea  for  some 
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who's  from  the  wrong  side  of  the 
tracks  in  Tucson,  AZ.  But  the  more  we 
talked  about  it,  the  more  we  realized 
that  it  was  an  important  piece  of  our 
business." 

AVANTAIR 

Avantair,  one  of  the  newest  and 
fastest-growing  entrants  to  the  frac- 
tional ownership  arena,  is  a  regionally 
based  program  now  operating  on  a 
national  scale.  As  the  only  fractional 
ownership  company  offering  a  turbo- 
prop aircraft,  Avantair  is  unique.  Its 
sole  offering  is  the  futuristic-looking 
Piaggio  Avanti  turboprop,  and 
according  to  Avantair  Chief  Executive 
Officer  Steven  Santo,  acceptance  has 
been  nothing  short  of  phenomenal. 
Ownership  grew  by  100%  last 
year.  "We  keep  throwing  away 
our  projections  because  we 
continue  to  surpass  them," 
says  Santo. 

"What  distinguishes  us  is 
the  product,"  he  says.  "In  the 
light-jet  category  there  is  no 
product  that  comes  close." 
Though  it's  a  turboprop,  the 
Piaggio's  cruise  speed  of  450 
mph  is  faster  than  that  of 
many  small  jets,  its  nine- 
passenger  stand-up  cabin  is 
the  size  of  a  midsize  jet's,  it  has  a 
fully  enclosed  lavatory  and  its  price 
beats  that  of  anything  else  on  the 
fractional  ownership  market. 

The  Avanti's  1,700-sm  range  is  the 
equivalent  of  Boston  to  Denver,  but 
average  flights  are  600  miles  or  less, 
and  owners  are  maximizing  their  time 
by  typically  making  two  or  three 
stops  throughout  the  day.  The  pro- 
gram is  geared  to  owners  who  fly 
these  shorter  distances  throughout 
regional  markets. 

Avantair  also  handles  billing, 
unlike  other  fractional  programs.  One 
preset,  monthly  invoice  covers  flight 
time,  management  charges  and  other 
costs  regardless  of  how  many  hours 
the  owner  flies.  Owners  therefore 
know  exactly  what  they  will  spend 
each  month,  and  it  all  averages  out  by 


year-end  based  on  the  contracted 
number  of  flight  hours. 


►  FLIGHT  LOG 


PHIL  SATRE 

FORMER  CHAIRMAN,  HARRAH'S 
ENTERTAINMENT  INC. 

During  his  tenure  as  chairman  of 
Harrah's  Entertainment  Inc.,  Phil  Satre 
learned  firsthand  that  business  aviation 
was  a  sure  bet  for  improving  the  com- 
pany's bottom  line.  "We  developed 
about  20  casinos  in  the  span  of  about 
10  years  all  over  the  U.S.,  and  we 
couldn't  have  done  that  without  access 
to  business  aircraft,"  says  Satre. 

Now  retired  and  living  in  Reno, 
NV,  Satre  serves  on  the  boards  of  sev- 


eral organizations,  continues  to  travel 
extensively,  and  still  relies  on  business 
aircraft.  "I  don't  know  how  companies 
that  do  a  lot  of  travel  with  their  key 
executives  can  afford  not  to  have  some 
access  to  a  company  plane.  They  can't 
get  to  as  many  places  traveling 
commercially.  And  you  can't  run  a 
business  if  you're  stuck  in  airline 
terminals." 

To  meet  his  own  personal  and  busi- 
ness needs,  Satre  bought  a  fractional 
share  of  an  Avantair  Piaggio  Avanti, 
giving  him  75  flight  hours  per  year. 
Before  selecting  Avantair,  he  investi- 
gated whole  aircraft  ownership  and 
charter,  but  found  the  Avanti  program 
made  the  most  sense.  "I  like  the  air- 
craft an  awful  lot,"  says  Satre.  "It  has 
the  right  size;  the  right  range;  a  very 
comfortable,  quiet  cabin;  and  it  covers 


the  distances  that  I  want  to  go 
speeds  very  comparable  to  a  jet's." 


B 


K 


THE  RIGHT  TOOL  FOR  THE  JOB 

Satre  still  flies  commercially,  but  a  1 1 
on  routes  well  served  by  the  airlines 
a  lot  more  than  the  75  hours  in  tot  ' 
Satre  says,  "but  I  use  the  fractional  sr 
where  it  really  allows  me  to  maximize 
schedule." 

In  addition  to  his  business  interest 
California,  he  also  uses  the  Avanti  to 
to  his  second  home  in  Bozeman,  MT 
an  eight-  or  nine-hour  commercial  fli 
away.  In  the  Avanti,  "I'm  there  in  an  h 
and  a  half,"  Satre  says,  which  liter 
gives  him  two  extra  days  with  his  fart 
For  some  trips,  using  the  econo 
Avanti  not  only  saves  time  but  ma 
more  financial  sense.  "If  I  h 
my  whole  family  going  soj  d( 
place,  it  is  actually  cheaper  to 
us  on  the  Avanti  and  fly  than 
traveling  by  airline,"  Satre  saj  in 

Recently,  he  took  sev 
friends  on  a  fishing  trip  to 
Caribbean.  Satre  flew  comn 
cially  to  the  East  Coast,  met 
group,  had  the  Piaggio  pick  tl 
up  along  with  the  fishing  eq 
ment,  and  they  headed  to  a  si 
Bahamian  island.  Ready  to  ret 
Satre  simply  called  for  the  picl 
"You  can  have  your  plane  in  Reno, 
have  it  in  Fort  Lauderdale,  FL,  or  ha 
in  the  Bahamas  —  wherever  you 
whenever  you  need  it,"  he  says. 


JET  TRAVEL  CARDS 

Jet  travel  cards  are  the  hottest  ide 
gaining  business  or  private  jet  bene 
By  combining  the  advantages  of  chs 
and  fractional  ownership  into  a  sin 
package,  the  travel  card  makes  busi 
aircraft  more  accessible  and  afford 
than  ever  before. 

Pioneered  by  Sentient  Jet,  the  Pri 
Jet  Membership  Card  comple 
altered  the  charter  market  by  estab! 
ing  guaranteed,  nationwide  availab 
and  know-befote-you-go,  one-way  f 
ing.  Sentient  broke  the  conventio 
charter  mold  that  required  custome: 


ik 
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for  empty  return  flights  or  posi- 
ting fees  if  the  aircraft  happened  to 
/here  you  weren't.  Although  one-way 
ing  results  in  a  slight  hourly  premi- 

some  card  programs  are  now  dis- 
nting  round-trip  flights,  bringing  the 
mate  charge  closer  in  line  with  the 

of  on-demand  charter. 
Pactional  ownership  companies  saw 
1  programs  as  a  great  way  to  intro- 
e  their  programs  on  a  try  it,  then 

it  basis.  These  card  programs  mirror 

services  and  options  available  to 
tional  owners  by  offering  the  same 
1  levels  of  consistency,  service  and 
ty,  but  without  any  capital  invest- 
lt  or  long-term  commitment. 

riONWIDE  ACCESS  MADE  EASY 

Currently,  there  are  seven  major  jet 
si  card  programs  in  operation,  includ- 
those  of  Sentient  Jet,  Jet  Aviation  and 
ibardier  Skyjet,  as  well  as  those  linked 
•actional  ownership  programs  such  as 


Marquis  Jet  (Netjets),  Flight  Options, 
Citation  Shares  and  Delta  Air  Elite  (Bom- 
bardier Flexjet). 

Each  program  provides  nationwide 
access,  and  a  single  call  is  all  that's  neces- 
sary to  assure  top-quality  jet  service  any- 
where you  want  it.  Pricing  is  standardized 
and  you  pay  only  for  time  aboard  the  air- 
craft. There  are  no  hidden  charges  or 
monthly  fees.  One  either  buys  a  25-hour 
card  specifically  priced  for  a  particular  air- 
craft or  group,  or,  as  in  the  case  of  many 
charter-based  programs,  a  fixed  dollar 
value  card  against  which  occupied-hour 
charges  are  deducted. 

SENTIENT  JET 

The  Private  Jet  Membership  pro- 
gram, first  conceived  by  Sentient  Jet, 
transformed  the  way  companies  and 
individuals  use  charter.  Sentient  opened 
the  floodgate  and,  despite  many  follow- 
ers, the  company  continues  to  grow  at 
rip-roaring  rates.  Flexibility  to  choose 


the  most  suitable  aircraft  for  each  trip, 
plus  an  unwavering  focus  on  safety  and 
service,  are  keystones  of  the  company's 
success. 

Sentient  Jet  card  members  can  select 
either  a  Silver  Card  ($100,000)  or  a  Gold 
Card  ($250,000).  There  are  no  time 
limits  on  card  usage  and  all  membership 
balances  are  fully  refundable,  thereby 
eliminating  any  financial  risk.  Usage  rates 
are  based  on  the  class  of  aircraft  selected 
(small  cabin,  midsize  or  large  cabin),  and 
members  can  also  choose  from  the  Pre- 
ferred (newer  aircraft)  or  Select  (quality 
older  aircraft)  categories,  with  slightly 
higher  rates  in  the  Preferred  group. 

The  company  contracts  with  the 
nation's  elite  charter  operators  for  premi- 
um quality  aircraft  and  uses  third-party 
safety  audits  in  addition  to  its  own  fre- 
quent on-site  safety  and  quality  inspec- 
tions. Finally,  30  minutes  prior  to  each 
flight,  crews  and  aircraft  are  double- 
checked  to  verify  that  they  continue  to 


avantair 


AVANTAIR 


Reinventing  Fractional  Ownership 


O  Avantair  is  the  exclusive  nationwide  fractional 
share  provider  of  the  incomparable  Piaggio  Avanti 

§  The  Piaggio  Avanti  boasts  a  large,  midsize  jet 
cabin,  light  jet  speeds,  and  turboprop  efficiency 


>2  Crewed  by  two  professionally  trained  pilots  with 
complete  dedication  to  your  comfort  and  safety 

Call. today  and  arrange  for  a  flight  demonstration 

O  1-877-AIR-AVANti    O  973-227-4666 
www.aVantair.eom 
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meet  the  toughest  industry  qualification 
standards. 


►  FLIGHT  LOG 


ROBERT  HAYES 
FOUNDER,  HAYES  LEASING 

Robert  Hayes  discovered  the  benefits 
of  business  aircraft  charter  when  he  was 
president  of  a  Dallas-based  Avis  Car 
Rental  franchise.  He  flew  to  Greensboro, 
NC,  to  attend  a  business  meeting  and 
returned  later  that  day.  "It  was  fabulous, 
and  with  four  aboard,  it  was  very  cost- 
effective,"  he  recalls. 

Currently  retired  and  living  in  San 
Antonio,  TX,  which  has  little  direct  air- 
line service  to  more  than  a  few  major 
hubs,  Hayes  vowed  never  to  go  through 
the  commercial  airport  experience 
again.  "Now,  I  fly  everywhere 
with  Sentient,"  he  says,  referring 
to  his  Sentient  Private  Jet  Mem- 
bership program.  "All  I  have  to 
do  is  call  and  tell  them  when  I 
want  the  plane.  It's  the  ultimate 
in  convenience." 

Hayes  knew  outright  owner- 
ship didn't  make  sense  for  him, 
but  he  immediately  saw  the  ben- 
efits of  the  Sentient  Jet  card.  "I 
have  no  [operational]  concerns.  I 
pay  one  price,  which  I  know 
before  I  leave,  and  I  don't  have  to  worry 
about  positioning  fees.  It's  a  great  deal," 
he  says. 

CHOOSING  THE  RIGHT  JET  FOR 
THE  JOB 

The  Sentient  Jet  card  also  allows  him 
to  choose  from  a  range  of  aircraft  based 
on  how  many  people  he's  traveling  with 
or  how  far  he's  going.  "You  fit  the  jet  to 
your  needs  for  that  specific  trip,"  he  says. 

Though  retired,  Hayes  still  has  busi- 
ness interests  in  Dallas  and  commutes 


there  regularly.  Other  frequent  destina- 
tions are  homes  in  Thermal,  CA,  and 
Whitefish,  MT.  And  where  traveling  via 
commercial  airline  would  be  a  nightmare, 
he  now  flies  directly  to  local  airports, 
avoiding  the  hours  of  airport  delays  and 
long  road  trips. 

By  Hayes'  accounting,  it  all  adds  up  to 
a  sound  decision.  "Time  and  comfort  are 
worth  more  to  me  than  money,"  he  says. 
"Life  is  too  short  to  take  all  that  abuse 
flying  commercially.  To  me,  this  is  really 
worth  it."  *^ 

JET  AVIATION 

Although  Jet  Aviation  is  the  latest 
entrant  in  this  highly  competitive  field, 
interest  in  its  Privileged  TRAVEL  Card 
is  considerable.  While  the  card  is 


attracting  many  individuals  and  small 
companies,  even  large  corporations 
with  their  own  aircraft  are  finding  the 
card  enables  them  to  easily  separate 
and  account  for  business  and  personal 
travel. 

The  Jet  Aviation  program  was  con- 
ceived for  those  wanting  an  easy  way 
to  understand  one's  initial  experience 
with  charter.  "It  eliminates  basic  con- 
fusion over  'what's  a  ferry  leg  and  why 
do  I  have  to  pay  for  positioning, 
overnight  crew  expenses,  fuel  sur- 


"Business  today  is  highly  competitive,  and  if  you're 
not  doing  everything  you  possibly  can  to  develop  an 
advantage,  you're  being  left  behind.  A  business  air- 
craft gives  us  that  advantage." 

GARY  VERB00N 

CEO,  Avacus  Corporation 


charges  and  landing  fees?'  With  Pr 
leged  TRAVEL,  there  are  no  surp 
es,"  says  Jet  Aviation's  Seidel.  "1 
know  the  price  before  you  fly." 

Jet  Aviation  offers  an  introdu 
ry  10-hour  card  at  a  discounted  r; 
aimed  at  the  person  who  has  ne 
tried    business   jet    travel  befi 
explains  Seidel.  Most  other  progn 
begin  at  25  hours  or  the  equival 
dollar  amount.  In  addition,  m 
card  programs  assume  one-way  flij 
and  are  priced  accordingly.  With 
Privileged  TRAVEL  Card,  howe 
Jet  Aviation  offers  a  40%  rebate  p 
gram  on  return  flights  if  the  tra1 
averages  two  hours  per  day  of  uti 
tion.  That  means  a  flight  from  N 
York  to  Los  Angeles  on  Monc 
returning    on    Friday  ; 
accruing  10  flight-hours,  | 
be  charged  as  only  six  hoi 
Jet     Aviation     also  adi 
refundability  to  its  progr; 
"If  someone  is  unhappy  or 
using  their  hours,  we  reb 
the  money,"  Seidel  says. 

BOMBARDIER  SKYJET 

Bombardier  Skyjet,  a  d 
sion  of  Bombardier  Aerosp 
features  its  Skyjet  Card  prog 
and  also  offers  top-quality,  \ 
as-you-go,  private  jet  charter  throuj 
network  of  the  nation's  leading  cha 
operators.  Only  a  select  group  of  ir 
pendent  providers,  rigorously  mc 
tored  through  frequent  internal  chi 
and  third-party  safety  audits,  m 
Skyjet's  exacting  standards  for  qua 
and  safety. 

Skyjet  Cards  are  available  in 
50-  and  100-hour  denominations 
specific  aircraft  category  (light,  n 
size  or  large  intercontinental-ra 
jets)  with  fixed,  no-surprise,  one- 
hourly  rates.  One  can  also  opt  for 
Learjet  or  Challenger  Card  and  pure 
hours  specifically  in  the  Bombar 
Learjet  31  or  60  or  the  wide-b 
Challenger  604. 

In  addition  to  using  Skyjet  ser 
anywhere  in  the  U.S.  (including  Haw 
Canada,  Mexico  and  the  Caribb< 
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'sonal  Air  Travel... 


We  make  it  happen. 

Tell  us  where  you  want  to  go. 

And  when  you  want  to  be  there...  We'll  take  care  of  the  rest. 

TAG  offers  world  class  service  for  the  personal  air  travel  needs  of  the  most 
experienced  travelers.  TAG  has  an  owner's  perspective,  an  operator's  knowledge 
and  global  presence.  Whether  your  need  is  buying,  operating  or  selling  an  aircraft, 
we  offer  solutions. 

When  time,  safety  and  security  are  critical,  call  TAG  for  solutions. 

800-332-2145  •  650-342-1717  •  +41  22  717  0632 

solutions@tagaviation.com  •  www.tagaviation.com 


Aviation 


San  Francisco  •  New  York  •  London  •  Geneva 
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Jet  Card  holders  can  fly  to  and  from 
Europe  without  a  surcharge.  Once 
abroad,  service  throughout  Europe, 
the  Middle  East  and  the  Asia-Pacific 
region  is  available  through  the  Skyjet 
International  network  of  premier 
global  charter  providers.  One  can  pur- 
chase any  card  on  a  one-way  basis  or 
buy  a  combo  one-way  and  round-trip 
card  at  a  slightly  lower  cost. 

MARQUIS  JET 

Marquis  Jet  pioneered  a  new  twist 
on  the  travel  card  model  by  exclu- 
sively offering  25  occupied-hour 
increments  of  flight  time  through  the 
Netjets  program.  For  a  single  fee, 
members  gain  the  quality,  consisten- 
cy and  advantages  of  Netjets  frac- 
tional ownership,  including 
the  same  high-quality  aircraft, 
crews,  owner  services  and 
Mayo  Clinic  health  benefits. 
Marquis  Jet  Cards  are  avail- 
able in  any  of  10  specific  Net- 
Jets  aircraft  models  from  small 
cabin  through  ultra-long- 
range  jets.  In  addition,  Mar- 
quis Jet  recently  introduced 
the  "M  Club,"  which  makes 
the  prestigious  Netjets  Boeing 
Business  Jet  (BBJ)  available 
to  an  exclusive  membership 
group.  The  BBJ  accommodates  up  to 
18  passengers  with  2  full  bedrooms, 
2.5  baths,  and  nearly  1,000  square 
feet  of  living  space. 

Although  the  Marquis  Jet  Card  has 
a  one-year  limit,  unused  hours  can  be 
rolled  over  into  a  new  card.  That's 
usually  not  necessary  since  most  card 
members  consume  their  hours  in 
about  nine  months.  The  rapid  con- 
sumption rate  emphasizes  the  tremen- 
dous value  that  personal  and  business 
travelers  accrue  as  they  take  advan- 
tage of  private  jet  benefits. 

CITATIONSHARES 

CitationShares  recently  introduced 
its  Vector  JetCard,  adding  a  new  level 
of  affordability  to  business  jet  bene- 
fits. Cardholders  gain  all  of  the 
advantages  of  CitationShares  frac- 


tional ownership,  available  in  single- 
priced,  25-hour  increments  and  on  a 
choice  of  three  CitationShares  aircraft 
including  the  small-cabin  Cessna 
CJ 1 ,  the  Citation  Bravo  and  the 
Excel/XLS.  The  competitively  priced 
Vector  JetCard  offers  guaranteed 
availability  anywhere  across  the 
nation  as  well  as  in  Canada,  Mexico 
and  the  Caribbean  with  as  little  as 
eight  hours'  notice.  Although  the 
Vector  JetCard  must  be  used  within 
18  months,  average  cardholders  run 
through  their  hours  in  five  to  seven 
months  or  less. 

FLIGHT  OPTIONS 

Flight  Options'  JetPASS  travel 
card  program  is  one  of  the  company's 


^^^^^^^^^^^^^^^^^^ 


latest  introductions.  Focused  on 
Flight  Options'  highly  successful  frac- 
tional ownership  model,  the  card  is  a 
hot  commodity.  Sales  in  the  first  six 
months  exceeded  projections  by  40%. 

Designed  for  those  who  need  less 
than  50  hours  of  flight  time  per  year, 
JetPASS  offers  the  same  quality,  safety 
and  customer  care  received  by  Flight 
Options  fractional  share  owners.  The 
single-payment  card  is  also  an  excel- 
lent trial-size  introduction  to  frac- 
tional ownership.  It  is  perfect  for 
individuals  with  limited  flight 
requirements  and  for  corporations 
that  have  existing  aircraft  fleets  and 
need  additional  flexibility  at  peak 
demand  times. 

JetPASS  provides  25-hour,  fixed 
price  access  to  Flight  Options'  fleet  of 
Beechjets  and  Hawkers  or  the  large- 


cabin  Embraer  Legacy.  The  Fl 
Options  JetPass  card  is  fully  reft 
able  and  carries  no  expiration  lin 

DELTA  AIRELITE 

Delta  AirElite,  a  subsidiar; 
Delta  Air  Lines,  through  an  exck 
partnership  with  Bombardier  Fie 
provides  access  to  the  Flexjet  fle< 
25-hour  increments  for  a  onet: 
all-inclusive  membership  fee.  M 
bers  have  a  choice  of  Learjet  t 
Learjet  45,  Learjet  60  or  Challe 
604  models. 


►  FLIGHT  LOG 


VIKING  RANGE 
CORPORATION 

As  the  passion  for  j 
food  and  gourmet  cool 
took  off  in  the  early  19 
Fred  Carl  Jr.  got  busy  ini 
kitchen.  What  he  cookec 
has  transformed  kitel 
across  the  country, 
invented  the  first  profess 
al-grade  stove  designed 
home  use,  the  Viking  ra 
His  company,  Viking  R; 
Corporation,  is  now  a  m 
manufacturer  of  prem 
kitchen  appliances,  and  b 
ness  aviation  has  been  a  key  ingi 
ent  in  its  recipe  for  success. 

Carl  wanted  to  base  the  comj 
in  his  hometown  of  Greenwood, 
But  building  a  national  distribu 
network  required  extensive  travc 
a  real  challenge  from  the  sleepy  t 
—  so  he  turned  to  business  aire 
gaining  quick  access  to  thousanc 
destinations  from  his  local  airpc 
The  nearest  commercial  airp 
are  two  hours  away  by  car,  Carl  : 
"and  we  could  be  in  Dallas  via 
vate  plane  by  the  time  we  d 
[there] ." 

AIRBORNE  STATION  WAGON 

After  trying  a  succession  of  aire 
the  company  now  owns  a  Cessna  ( 
tion  Ultra,  which  flies  a  whopping 
hours  per  year.  "It's  called  Vikinj 


YOU'VE  WORKED  YOUR  WAY  TO  THE  POT  OF  GOLD  AT  THE  END  OF  THE 


FOR  THE  TRIP  BACK,  CONSIDER 


ND  JUST  AS 


JCH  LUXURY,  IT'S  HARD  TO  BELIEVE  IT  COSTS  MILLIONS  LESS  THAN  THE  COMPETITION. 


irgest  cabin  and  baggage  area  in  its  class.  A  3,250  nm  range.  And  room  for  up  to  16  passengers.  All  for  millions  less  than  comparably  sized  jets. 


LEGACY* 

BY  EMBRAER 


Business  savvy  business  jets.  _ 

EMBRAER 

Corporate  Jets 
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here  within  the  company,"  Carl  says 
of  the  Ultra.  "We  use  it  as  the  com- 
pany's truck  or  station  wagon."  A 
recent  company  utilization  check 
found  that  in  the  preceding  12 
months,  1  19  of  the  company's  1,200 
employees  had  boarded  the  aircraft. 
"If  someone  has  a  need  to  go  some- 
where that's  en  route  for  the  primary 
flight  purpose,  they  can  get  a  seat  on 
the  plane,  so  we're  often  fully 
loaded,"  Carl  says. 

While  New  York,  Chicago, 
Atlanta,  Dallas  and  Phoenix  are  fre- 
quent destinations  for  the  Citation 
Ultra,  the  plane  often  flies  to  airports 
far  from  the  nearest  commercial  hub 
to  drop  in  on  Viking  dealers.  Just  as 
important  is  the  plane's  role  in  bring- 
ing dealership  management 
and  VIPs  to  Greenwood  for 
training. 

"It's  hard  to  get  those  guys' 
attention,"  Carl  says  of  some 
of  his  major  customers.  "We 
can  send  the  plane  for  them, 
and  let  them  spend  one  night 
and  most  of  two  days  here,  so 
that's  one  of  the  biggest  bene- 
fits. It's  not  easy  to  get  to 
Greenwood,  MS." 

Having  the  plane  has  also 
helped  in  retaining  key 
employees,  Carl  says,  "because  they 
know  they  can  do  extensive  travel  and 
still  have  a  life.  Our  employees  are 
much  more  effective,  they're  happier, 
they're  more  rested.  And  their  fami- 
lies are  happier,  too." 

So  where  would  Viking  Range  be 
without  business  aircraft?  "We'd 
probably  be  half  the  size  we  are  now," 
says  Carl.  "If  we  see  an  opportunity 
somewhere,  we  pounce  on  it,  and  we 
just  would  not  have  been  able  to  do 
that  if  it  hadn't  been  for  corporate 


aviation.  That's  something  that's  just  been 
a  real  asse*:  and  a  major  tool  for  us." 


ACCESSIBILITY,  SIMPLICITY  AND 
CONVENIENCE 

Fractional  ownership,  charter  and 
jet  travel  cards  have  made  business  air- 
craft benefits  available  to  thousands 
who  never  dreamed  it  possible.  Now 
American  Express  is  making  accessi- 
bility even  easier  when  you  can  pay 
with  plastic. 

While  many  charter  and  fractional 
ownership  providers  accept  the  Amer- 
ican Express  Card,  the  company 
launched  its  Private  Jet  Services  Pro- 
gram —  which  offers  special  benefits 
for  Platinum  Card®  and  Centurion 


Card®  members  —  giving  them  more 
options  and  value  when  booking  travel 
on  a  private  jet.  The  program  offers 
charter  and  membership  service 
options  for  domestic  and  international 
travel  through  six  leading  charter  and 
jet  travel  card  providers,  including 
Bombardier  Skyjet,  CitationShares, 
Delta  AirElite  Business  Jets,  Le  Bas 
International,  Sentient  Jet  and  TAG 
Aviation.  In  addition,  Card  members 
receive  a  variety  of  amenities,  including 
complimentary  additional  hours  of 


There  is  only  one  nonrenewable  resource  in  the 
world,  and  that's  time.  No  one  has  figured  out  how 
to  manufacture  it,  but  a  business  aircraft  comes 
close  by  saving  what  you  have." 

GIL  WOLIN 

Vice  President,  Corporate  Communications,  TAG  Aviation 


flight  time,  service  credits  for 
toward  in-flight  catering,  FlightPh 
or  ground  transportation  and  freqi 
flyer  bonus  miles  or  points. 

OUTLOOK  FOR  TOMORROW 

Exponential  growth  in  the  us 
business  aircraft  is  expected  to  conti 
As  more  organizations  and  entrepren 
recognize  the  value  and  multiple  b 
fits  of  these  services,  new  aircraft  mc 
—  even  new  categories  of  jets  — 
take  to  the  skies,  providing  a  wider  s 
trum  of  prices  and  capabilities  to  • 
consumers'  needs.  More  access  opt 
will  also  likely  be  introduced,  attrac 
more  users.  The  difficulties  and  ha 
of  flying  commercially  will  undoub 
ly  foster  this  growth. 

Also  contributing  to  expe 
growth  is  the  revolution 
onboard  communication 
in   the  cabin   and  advai 
flight   control  systems 
avionics  in  the  cockpit.  Br 
band  Internet  access  and 
TV,  already  available  on  s 
business     jets,     will  li 
become  as  common  as 
phone  and  fax  already  onbl 
these  aircraft. 

THE  COCKPIT  AND  CABll 
A  DIGITAL  REVOLUTION 

While  airframe  and  engine  dej| 
are  delivering  more  efficiency 
better  performance,  a  digital  revl 
tion  is  taking  place  in  the  cabin[ 
on  the  flight  deck.  Rockwell  Co 
leading  the  way  with  the  next  get 
tion  of  its  popular  Airshow  sys 
which  can  also  display  multimedia 
3-D  graphics.  This  fully  integr 
cabin  system  provides  the  late 
business  connectivity,  informal 
entertainment  and  cabin  managei 
using  a  digital  backbone.  Design« 
integrate  future  digital  technolc 
and  capabilities,  the  system  pro 
Internet  access,  e-mail  capability 
wireless  networking  for  laptops,  a 
also  controls  the  cabin  environn 
Within  the  next  year,  Internet  su 
at  data  speeds  rivaling  that  of  o 


The 

Ultimate 
Jet  Travel 
Card 
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Client  Benefits: 

•  Available  in  10, 25  or  100-hour  cards 

•  No  capital  risk  -  no  hidden  fees 

•  Occupied  hours  only  -  no  empty-leg  charges 

•  Wide  variety  of  aircraft  to  choose  from 

•  Up  to  40%  round-trip  bonus  feature 

•  Unsurpassed  safety  record 

For  more  information  and  a  complete  travel 
card  program  overview,  contact  one  of  our 
Privileged  TRAVEL'  representatives  today! 

1  888  430  JETS 

www.jetaviation.com/privilegedtravel 
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Jet  Aviation's  aircraft  charters  to,  from  and  within  the  United  States  are  operated  by  New  World  Jet  Corporation,  an  air  carrier  licensed  by  the  FAA 
and  registered  with  the  U.S.  Department  of  Transportation. 
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The  Enlightened  Business  Traveler 


Time  and  comfort  is  worth  more  to  me  than  . 
money.  Life  is  too  short  to  take  all  that  abuse 
flying  commercially.  To  me,  this  is  really  worth  it.' 

ROBERT  HAYES 


Founder,  Hayes  Leasing 

DSL  is  anticipated  and  even  faster 
speeds  are  projected. 

These  new  developments  transform 
business  aircraft  into  airborne  com- 
munications centers.  The  latest  Air- 
show  product  line,  for  example, 
brings  a  new  dimension  of  in-flight 
information  to  passengers,  including 
real-time  moving  maps  and  flight 
information  together  with  up-to-the- 
minute  news,  financials,  sports  and 
weather  data  from  Bloomberg,  The 
Wall  Street  Journal,  CNN,  Intellicast 
and  ESPN.  Another  break- 
through is  next-generation  air- 
borne TV.  Currently  available 
for  only  the  largest  business 
jets,  the  Rockwell  Collins  Fail- 
wind  service  provides  satellite 
television  reception  through- 
out the  U.S.,  Europe  and  the 
Middle  East. 

ENHANCED  SAFETY 

On  the  flight  deck,  "glass 
cockpits"  and  digital  avionics 
are  bringing  flight  crews  a 
wealth  of  critical  information  present- 
ed in  easily  manageable  formats.  This 
greatly  enhances  not  only  safety,  but 
the  utility  of  aircraft  by  enabling  them 
to  fly  in  conditions  that  previously 
would  have  limited  their  operations. 
Rockwell  Collins,  for  example,  has 
developed  an  infrared  enhanccd-vision 
system,  enabling  flight  crews  to  see  in 
periods  of  low  visibility. 

The  latest  Gulfstream  long-range 
jers  are  currently  using  this  enhanced 
vision,  combined  with  military-style 
heads-up  displays,  for  landing  with 
complete  safety  in  nearly  zero-visibility 
conditions.  The  newest  business  jet, 
the  long-range  Dassault  Falcon  7X 
trijet,  which  will  be  the  world's  first 
computer-controlled,  fly-by-wire  busi- 
ness aircraft,  is  scheduled  to  go  into 
service  next  year  and   features  an 


enhanced-vision  system  together  with 
the  latest  terrain  and  traffic  avoidance 
systems. 

Says  Ron  Swanda,  interim  president 
of  the  General  Aviation  Manufacturers 
Association,  "All  the  features  that  we 
once  thought  were  only  dreams  for  the 
corporation  aviation  operator  are  now 
very  much  realities." 

NEW  PLANES,  NEW  OPPORTUNITIES 

Just  ahead,  another  revolution  in 
business  aviation  awaits.  New  engines, 


digital  avionics,  and  composite  con- 
struction are  being  combined  in  a  new 
generation  of  small  jets  in  development. 
These  VLJs,  or  Very  Light  Jets,  will 
make  possible  the  economics  of  afford- 
able, on-demand  air  taxi  services. 

Don  Burr,  who  brought  commercial 
air  travel  to  the  masses  when  he  found- 
ed People  Express  in  the  early  1980s,  is 
currently  working  on  a  venture  called 
Pogo  that  will  offer  on-demand  "jet 
taxi"  service  within  a  500-mile  range. 
Using  new-generation  VLJs,  Pogo  pro- 
jects profitability  with  just  two  passen- 
gers a  flight  and  600  passengers  a  day,  at 
fares  about  twice  that  of  a  first-class  air- 
line ticket. 

Eclipse  Aviation,  based  in  Albu- 
querque, NM,  is  farthest  along  in  devel- 
oping its  VLJ,  the  Eclipse  500,  which  is 
currently  undergoing  flight  tests.  "Even 


a  year  ago,  the  general  consensus 
that  the  VLJ  segment  wasn't  going  tc 
very  important,"  says  Eclipse  Aviati 
chief  executive  officer,  Vern  Raybi 
"And  now  all  the  market  forecasters 
saying  this  is  going  to  be  one  of 
major  segments  of  growth  in  the  coi 
rate  business  jet  market  for  the  next 
years." 

At  the  high  end,  Lockheed  Marl 
Boeing  and  France's  Dassault  are  in 
tigating  the  possibility  of  building  su 
sonic  business  jets.  A  U.S.  comp; 
Reno,  NV-based  Aerion,  has  annourl 
plans  of  its  own  to  create  a  superscl 
business  jet.  New  technologies  arc  hi 
ing  to  reduce  the  sonic  boom,  and 
major  aerospace  companies  are  conl 
ering  a  joint  venture  to  design  and  b| 
the  craft  to  market. 

There  is  no  question  thl 
business  aircraft  offers  sil 
tremendous  benefits,  and  ji| 
ing  by  the  offerings,  there  is 
erally  something  here  for  evl 
body.  And  what  about  the  c| 
"It's  easy  to  think  that  usij 
business  or  private  jet  is 
expensive,"   says  author 
speaker  Todd  Duncan, 
more  important  question  is 
much  more  expensive  is  it  tal 
use  it?" 
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;e  your  American  Express  Card  for  your  next  private  jet  flight. 

Nothing  could  be  more  convenient.  Use  the  Card  to  pay  for  your  private  flights  and  write  one 

s  check  or  avoid  the  task  of  sending  wire  transfers. 
And  when  you  use  an  eligible  and  enrolled  Card,  you  can  earn  one  Membership  Rewards"  point 
virtually  every  dollar  you  charge  -  so  you'll  see  your  Membership  Rewards  points  take  off  too.* 
Whether  you're  booking  a  charter,  purchasing  a  membership,  or  paying  monthly  fees  on  a  fractional 

ire,  do  it  with  your  American  Express  Card  and  make  every  private  jet  flight  more  rewarding. 


USE  THE  AMERICAN  EXPRESS  CARD  AT  THESE  PARTNERS  AND  OTHER  PRIVATE  JET  COMPANIES 

ardier  Flexjet     CitationShares  -  Sentient  Jet  -  Bombardier  Skyjet    TAG  Aviation     Delta  AirElite     LeBas  International 


MAKE  LIFE  REWARDING! 


nbership  Rewards  program  terms  and  conditions  apply.  For  more  information  on  the  Membership  Rewards  program  or  for  program  terms  and  conditions, 
:  wwwamericanexpress.com/rewards  or  call  1-800-AXP-EARN 


]05  American  Express  Company.  All  rights  reserved. 
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Russian 

Roulette 

Soccer  purists  chortled  when  Roman 
Abramovich  bought  financially  crippled 
Chelsea.  Turns  out  the  Russian  billionaire 
just  raised  the  stakes  for  everybody. 

By  Jack  Gage 


T  TOOK  A  RUSSIAN  OIL  TYCOON  TO 
find  value  in  a  sickly  English  soccer 
team.  Roman  Abramovich  shelled 
out  $233  million  for  Chelsea  FC  two 
years  ago  and  has  since  poured  in 
another  $289  million. 


Rich  man's  folly?  Maybe  not.  The 
team  had  lost  $19  million  the  season  be- 
fore Abramovich  stepped  in  and  was  fast 
approaching  bankruptcy'.  The  stadiums' 
redevelopment  plan,  which  included  ho- 
tels and  restaurants,  foundered  and  con- 
tributed to  the  club's  $144  million  in  debt. 
But  the  new  owner  reached  into  his  deep 
pockets  (FORBES  estimates  his  net  worth 
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at  $13  billion)  to  shore  up  working  capital 
and  invest  in  stars  like  Didier  Drogba  and 
Damien  Duff.  With  an  average  age  of  25, 
Chelsea's  squad  could  be  together  for  sev- 
eral years.  Abramovich  also  beefed  up 
marketing,  negotiating  a  buyout  of  the  last 
five  years  of  a  uniform  deal  worth  $44  mil- 
lion with  apparel  maker  Umbro.  Chelsea 
has  replaced  that  sponsorship  with  a  $174 
million,  eight-year  deal  with  global  brand 
Adidas. 

Before  you  could  say  $60  a  barrel, 
Abramovich,  38,  had  created  a  new  face 
for  "Chelski,"  as  the  team  has  become 
jeeringly  known.  Abramovich  hired  Jose 
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Mourinho,  former  coach  of  the  FC  Porto 
club  that  shocked  the  soccer  world  by 
winning  the  Champions  League  in  2004. 
Good  move.  Winning  on  the  Continent 
(Champions  is  a  collection  of  top  teams 
from  various  national  leagues)  is  vital  to 
financial  success  because  it  means  an 
extra  $35  million  or  so  in  ticket,  conces- 
sion and  broadcast  revenue. 

Under  Mourinho,  Chelsea  finds  itself 
ranked  atop  the  Premier  League,  ahead  of 


Cashin'  In 


English  rival  Manchester  United.  Last  sea- 
son the  team  finished  second,  and 
Chelsea's  attendance  averaged  98%  of 
capacity,  boosting  match-day  revenue 
85%,  to  $98  million.  Total  revenue  last 
year  increased  62%,  to  $264  million,  and 
the  team's  operating  loss  (in  the  sense  of 
earnings  before  interest,  taxes,  deprecia- 
tion and  amortization)  fell  by  our  esti- 
mates to  $7  million  versus  $19  million  the 
prior  year.  We  put  Chelsea's  value  at  $449 
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million  (see  FORBES  list  of  Ma 
Valuable  Soccer  Teams,  p.  144 
33%  more  than  last  year  and  or| 
a  little  less  than  what  Abramovi« 
has  invested.  By  comparison,  tl 
New  York  Yankees  brought  in  $2? 
million  in  2004,  and  last  year  \ 
put  the  team's  value  (with  its  ri» 
TV  pact)  at  $832  million. 

Harboring  $135  million 
debt,  Chelsea  still  depends  c 
Abramovich  for  financing.  But  tl 
team's  chief  executive,  Pet 
Kenyon,  believes  the  turnaround 
imminent,  saying,  "We  look  to  I 
financially  independent  of  ai 
benefactors  on  an  operating  baj 
within  five  years." 

Still,  it's  nice  to  have  benefa 
tors  around.  Cash  goes  a  long  w 
in  the  European  game,  where  tl 
talent  auction  is  pretty  much  j 
open  market.  In  the  absence  of ; 
enforceable  cap  on  player  salari 

CHELSEA  FINDS 
ITSELF  ATOP  TH 
PREMIER  LEAGUI 
AHEAD  OF  RIVAL 
MANCHESTER 
UNITED. 


like  the  ones  benefiting  American  foe 
ball  and  basketball  teams,  rich  socc 
clubs  like  Manchester  United  and  Spaii 
Real  Madrid  will  continue  to  escals 
player  costs. 

Manchester  United  had  revenue 
$315  million  last  season  and  leads  o 
value  estimate  table  at  $1.3  billion.  Than 
to  its  superior  stadium  operations,  M 
U's  match-day  revenue  (mainly  gate  i 
ceipts  and  concessions)  was  $112  millic 


Manchester  United  and  the  New  York  Yankees  are 

arguably  the  world's  two  most  recognizable  names  in  team 
sports,  leveraging  their  famous  names  into  tremendous  wealth. 
The  Yankees  are  worth  $832  million,  thanks  to  the  $47  million 
they  earn  from  luxury  seating.  Man  U's  sponsorship  and 
merchandise  sales  are  more  than  double  the  Yankees',  in  large 
part  because  of  the  $38  million  it  earned  from  sponsor  Nike. 


Matchday      Broadcasting  ■  Sponsorship  &  merchandisir 
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50%      ^P|fflJ  36% 


$290  million 


36% 

$315  million 

Before  revenue  sharing  '2003-04  seai 
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OUR  KNOWLEDGE  OF 
WHAT  CIOs  NEED  GOES  BACK 

and  fo  rzuard 


A   LONG  WAY. 


While  the  title  of  CIO  may  not  have  existed  65  years 
ago,  that's  how  long  Fujitsu  has  been  developing 
innovative  technology  solutions  for  the  world's 
leading  companies. 

Today,  we're  leveraging  our  multi-billion  dollar 
annual  R&D  budget  to  give  CIOs  the  powerful  new 
enterprise  solutions  they  need  to  automate  even 
the  most  complex  business  infrastructures.  Our 
customers  and  business  units  work  closely  with  our 
research  teams  to  guide  new  product  development. 
This  teamwork  ensures  our  discoveries  make  it  out  of 
the  lab  and  into  the  enterprise. 

Of  course,  there's  a  lot  more  to  a  $45-billion 
company  than  just  R&D.  Our  high-performance  mobile 
computers,  scalable/reliable  servers,  and  managed  and 
professional  services  also  give  CIOs  all  the  tools  they 
need  for  a  world-class  IT  partnership.  For  details  go  to 
us.fujitsu.com/computers  or  call  I  -800-83  I  -3  1 83. 


FUJITSU 


THE    POSSIBILITIES    ARE  INFINITE 


PRIMEPOWER"  Servers 


LifeBook'  Notebooks 


Stylistic'  Tablet  PCs 


PRIMERGY  Servers 


'82001  Fujitsu  Compt 
Fujitsu  Limited  in  the  I 
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Website:  http://www.cpfoods.net/ 

If  Charoen  Pokphand  Foods  Pic.  (CPF),  has  set  rts  sights 
on  satisfying  the  appetites  of  global  consumers,  it  is  for  a 
very  good  reason.  Having  risen  from  a  small  seed  shop  in 
Bangkok,  CPF,  a  member  of  the  Thailand-based  Charoen 
Pokphand  Group  (CP  Group)  agro-industrial  conglomerate, 
has  achieved  recognition  as  the  "kitchen  of  the  world." 
And  rightly  so;  today  CPF  is  Asia's  largest  provider  of  a 
full  range  of  fresh,  frozen  and  ready-to-eat  food  products, 
from  chicken,  pork,  duck  and  eggs  to  shrimp  and  fish,  that 
are  distributed  and  sold  around  the  world. 

When  Asia's  economy  livened  up,  so  did  its  agriculture, 
as  demand  for  foodstuffs 
took  on  more  and  more 
importance.  By  the  mid- 
1970s,  CPF  was  already 
making  its  mark  as  a  key 
provider  in  the  burgeoning 
food  market;  first  as  an 
animal  feed  provider  and 
then,  10  years  later,  enlarg- 
ing its  vision  and  expertise 
to  include  livestock,  chicken 
and  swine,  as  well  as  shrimp 
and  fish. 
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from  the  ground  up.  As  a  result,  it  was  well  prep 
when  avian  flu  hit  Thailand  in  2004.  To  date,  not  a  sir 
CPF  chicken  has  been  contaminated. 

Today  CPF's  poultry  operations  are  among  the  rr 
technologically  advanced  in  the  world.  Its  water-coo 
computer-controlled  farms  allow  one  farmer  to 
100,000  chicks.  Even  more  important  for  health-consci 
consumers;  CP  chickens  are  hormone-free  and  antibic 
free. 

Food  safety  and  quality  are  CPF's  top  priorities, 

nowhere  is  this  m 
evident,  said  CPF  Presic 
and  CEO  Adirek  Sripra 
than  at  its  brand-r 
US$200  million  integra 
broiler  complex  in  Nak 
Ratchasima.  "It  inclui 
a  state-of-the-art  feed 
the  largest  in  Asia,  which 
produce  1 .2  million  toi 
year  and  sets  new  stand 
in  international  feed  safe 


Today,  CPF  is  the  largest      CPF's  cooked  chicken  processing  plant  in  Nakhon  Ratchasima 

listed  agricultural  business 

in  Thailand,  with  domestic  and  overseas  operations  in  nine 
countries  around  the  world. 

At  the  heart  of  CPF's  success  is  the  more  than  US$3.5 
million  cutting-edge  research  and  development  that 
underlies  the  worldwide  acceptance  of  its  products. 
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"The  broiler  breeder  fa 
supply  nearby  hatchenlr 
which  have  an  anr|r; 
capacity  of  2  million  chicks  per  week,"  he  said.  "The  br 
farms  supply  330,000  chickens  per  day  to  the  64,000-sqi 
meter  slaughterhouse  and  processing  plant,  which,  v\» 
it  hits  full  capacity  in  mid-June,  will  produce  60,000 
of  processed  and  cooked  chicken  a  year." 


Vertical  integration  and  quality  control  at  every  stage 
of  the  process  have  been  the  key  to  CPF's  success.  Those 
factors,  plus  strategic  partnerships  with  leaders  in  their 
fields,  are  behind  CPF's  more  efficient  farm-to-market  rearing, 
processing  and  distribution  systems. 

New  technology  and  the  desire  to  build  an  export 
market  meant  the  company  put  a  premium  on  bio-security, 
food  safety  and  traceability  at  all  stages  of  its  chicken, 
shrimp,  pork,  duck,  feed  mill  and  food  processing  plants  — 


Adirek  disclosed  that  in  2004,  CPF  posted  a  10%  incra 
in  consolidated  sales  over  2003  to  US$2.38  bill 

"With  our  strategies  launched  last  year  to  handle; 
chicken  crisis,  a  shift  in  focus  to  cooked  chicken 
investments  as  well  as  joint  ventures,  both  in 
country  and  overseas,  notably  Japan,  we  strongly  ex| 
to  be  able  to  generate  sales  revenues  of  at  least  US$i 
billion  this  year,"  said  Adirek. 

CPF  has  been  awarded  the  most  prestigious  internati. 


to 
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safety  certificates,  including  GMR 
HACCR  ISO,  HALALand  EST/TH. 
It  is  equally  committed  to  animal 
welfare  and  is  the  only  food 
producer  outside  the  European 
Union  to  have  been  awarded  its 
"Animal  Welfare  Standard" 
for  humane  husbandry. 


ay,  these  visionary  strategies  and  investments  are  paying 
CPF's  products  have  gained  the  confidence  —  and  the 
tracts  —  of  leading  international  marketers  whose 
:erning  customers  put  a  high  premium  on  taste,  health 
food  safety. 

ek  said:  "Our  health  and  safety  systems  are  so  advanced 
so  rigorously  enforced  that  the  tougher  the  EU  or  U.S. 
:e  it  to  obtain  import  licenses,  the  better  it  is  for  us.  We 
a/  we  have  the  products  to  win  and  our  competitors  do 


:-tracking  this  successful  model  into  shrimp  farming 
;  the  agenda.  To  breed  healthy  shrimp,  the  group  has 
sloped  a  unique  system  called  pro-biotic  aquaculture 
controls  all  aspects  of  the  breeding  and  growing 
:ess  —  water  is  treated  and  ponds  are  lined  to  avoid 
lamination  and  to  make  the  use  of  chemicals  or 
miotics  unnecessary.  Crop  losses  have  gone  from  50% 
.5%,  and  CPF's  frozen  and  processed  shrimp  are  fast 
)ming  export  winners. 

'■'  invested  US$77.9  million  in  cold  storage  plants  to 
lift  exports  of  seafood  to  45,000  tons  over  the 
jird  12,000  tons  in  exports  last  year.  It  also  introduced 
iw  breed  of  white  Vannamei  shrimp  yielding  four  times 
|  of  the  Black  Tiger  shrimp  from  the  same  size  pond. 

►or  swimming  pools  for  shrimp  offering  total 
[ronmental  control  are  also  being  prototyped  by 
'  to  improve  yield,  quality  and  taste,  confirmed 
?k.  "With  pro-biotic  shrimp  farms,  CPF  hopes  to  meet 
;expand  demand  in  Europe,  Japan  and  especially  its 
market,  the  U.S.,"  he  said. 


In  its  global  kitchens,  CPF  creates  between  50  and  60 
different  processed  food  lines.  Seeking  higher  returns 
from  value-added  operations,  CPF  is  fast  developing  its 
own  brands  such  as  "Thai  Thai,"  "CAPTN'S  PACK"  and  its 
core  brand,  "CP."  "Brand-building  is  a  major  focus  for 
the  group,"  said  Adirek.  "We  want  people  to  know  our 
food  is  safe,  better  tasting  and  more  nutritious  and  to 
choose  our  brands  over  the  competition.  Our  biggest 
challenge  is  to  develop  new  and  ready-to-eat  quality 
products.  In  this  year  of  the  rooster,  we'll  see  how  versatile 
chicken  really  is." 

To  achieve  synergy,  another  strategic  direction  for  CPF 
is  to  leverage  the  strengths  of  the  group's  core  brand, 
"CP,"  whose  equity  is  well  developed  among  consumers 
in  Asia,  to  become  the  umbrella  brand  for  various  products. 
A  variety  of  ready-to-eat  foods  like  seaweed  roll  chicken, 
grilled  teriyaki  and  corn  crust,  to  name  just  a  few,  are  being 
developed  for  distribution  through  the  group's  3,000  7- 
Eleven  stores.  Distinctive  and  sumptuous  menus  are  also 
offered  through  the  group's  own  fast-food  Chester's  Gril! 
restaurants  and  its  casual  eatery  chain,  Thai  Thai,  which  it 
plans  to  launch  overseas. 


In  its  bid  to  become  the 
"kitchen  of  the  world,  " 

CPF  is  fast  proving  that  there 
is  no  limit  to  what  this 
innovative  and  committed 
company  can  bring  to  the 
global  table. 


"  Many  food  producers  are 
content  to  look  for  niches, 
but  CPF,  the  "kitchen  of 
the  world,"  provides 
food  that's  safe,  healthy 
and    suitable  for 
everyone,  everywhere.  There  is  no  other  serious 
food  producer  today  that  is  doing  that,"  said  Dhanin 
Chearavanont,  CP  Group  Chairman  and  CEO. 

Sarah  Hardy 


□□□□■■■■^^■■■■■■■■■■■^^■■■■■i  Socce 

TheJVLost  Valuable  Soccer  Teams  

The  biggest  financial  winners  during  the  past  year  were  those  clubs  that  capitalized  upor 
match-day  success  (Glasgow  Rangers,  Olympique  Marseille,  Chelsea),  big  increases  in 
merchandise  sales  (Real  Madrid,  Celtic)  or  improved  broadcasting  agreements  (Barcelor 
AC  Milan).  The  big  losers  were  those  clubs  that  performed  poorly  on  the  pitch  (Borussk 
Dortmund,  AS  Roma,  Shalke  04)  or  sold  assets  to  pay  the  bills  (Leeds  United). 


RANK 


CLUB/Country 


CURRENT 

VALUE1  CHANGE 
(SMIL)        IN  VALUE 


REVENUE 

(SMIL) 


OPERATING 
INCOME2 
(SMIL) 


DEBT/ 
VALUE 


OWNER/MAJORITY  SHAREHOLDER 


Manchester  United/England 


Bayern  Munich/Germany 


$1,251 


5% 


$315  $105.7 


0% 


John  Magnier,  J. P.  McMani 


920 


23 


287 


26.3 


893 


18 


270 


-8.0 


club  members 


Silvio  Berlusconi 


837 


262 


23.6 


Agnelli  family 


627 


202 


48.0 


Adidas-Salomon  AG 


Internazionale  Milan/Italy 


613 


27 


211 


41.8 


13 


Danny  Fiszman,  Henry  Non 


608 


203 


6.2 


19 


Massimo  Moratti 


449 


32 


264 


-7.2 


30 


Roman  Abramovich 


441 


-1 


170 


57.0 


David  Moores 


Newcastle  United/England 


391 


166 


37.0 


24 


Freddy  Shepherd 


12  iic^^^l  Olympique  Marseille/France 


389 


13 


206 


7.1 


40 


club  members 


305 


NA 


107 


15.0 


NA 


Robert  Louis-Dreyfus 


Tottenham  Hotspur/England 


298 


122 


17.6 


Daniel  Levy 


Schalke  04/Germany 


295 


-13 


111 


26.2 


Veltins  Brewery 


Celtic/Scotland 


16  JZL-aJs  Manchester  City/England 


273 


36 


127 


8.8 


11 


Dermot  Desmond 


262 


NA 


114 


7.3 


23 


D.M.  Makin,  J.C.  Wardle 


AS  Roma/Italy 


Aston  Villa/England 


252 


-17 


132 


-24.7 


32 


Sensi  family 


236 


NA 


103 


6.5 


Herbert  D.  Ellis 


Glasgow  Rangers/Scotland 


SS  Lazio/ltaly 


Olympique  Lyonnais/France 


225 


224 


36 


105 


14.9 


40 


David  Murray 


38 


121 


-100.9 


100 


AtaHotels 


209 


139 


6.3 


NA 


Jean-Michel  Aulas 


Borussia  Dortmund/Germany 


197 


-45 


T>  FC  Porto/Portugal 


182 


NA 


119 


-40.3 


18 


140 


-14.5 


Norman  Rentrop  Verlag 


Jorge  Nuno  Pinto  da  Costa 


24 


Leeds  United/England 


135 


85 


-48.2 


33 


Ken  Bates 


25     <T^_y  Ajax  Amsterdam/Holland 


126 


NA 


78 


6.1 


25 


Vereniging  AFC  Ajax 


LEAGUE  AVERAGES 


Revenues  and  operating  income  are  for  the  2003-04  season  and  converted  to  U.S.  dollars  based  on  June  30.  2004  exchange  rates.  Team  values  are  Forbes  estimates  based  on  the  most 
recent  transactions  and  the  enterprise  values  of  publicly  traded  teams.  NA:  Not  available;  not  applicable.  'Value  of  team  based  on  current  stadium  deal  (unless  new  stadium  is  pending) 
without  deduction  for  debt  (other  than  stadium  debt).  'Earnings  before  interest,  taxes,  depreciation  and  amortization.  'Includes  stadium  debt. 
Sources:  Deloitte  &  Touche.  U.K.;  FKG  Sports  Consulting,  Switzerland;  Worldscope  via  FactSet  Research  Systems. 


$14  million  more  than  Chelsea's.  Man  U's 
media  revenue  of  $1 1 5  million  is  $1 1  mil- 
lion above  Chelsea's.  Despite  a  rich  pay- 
roll, Man  U  had  an  operating  profit  for 
last  year  of  $106  million  (for  the  first  six 
months  of  this  year  Man  U  had  operating 
income  of  $23  million). 


The  team  recendy  bought  19-year-old 
striker  Wayne  Rooney  from  Premier 
League  rival  Everton  for  $40  million,  then 
signed  Rooney  to  a  six-year,  $36  million 
contract.  Yet  because  of  its  huge  revenue, 
boosted  by  media  sales  in  Asia,  Man  U's 
payroll  remains  under  50%  of  total  rev- 


enue for  the  second  straight  year. 

Real  Madrid,  number  two  on  our  li 
with  a  value  of  $920  million,  has  invest 
$210  million  since  2000  for  marqu 
names  Ronaldo,  David  Beckham,  Zinedi 
Zidane  and  Luis  Figo.  Two  years  ago  t 
team  posted  an  operating  loss  of  $9  m 
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CONVERGES 

•  •  •  •  • 

Outthinking  Ou  tdoing. 


H»llf  M£M 


Catch  Me  If  You  Can 


David  Beckham's  $23  million  in  endorsement  deals,  the  highest  of  any  team  athlete,  keeps  him  way  out  in  front  of  the  pack 
total  earnings.  "Beckham  is  an  icon  the  world  recognizes,  a  commercial  package  and  a  sponsor's  dream,"  says  Michael  Stirlir 
head  of  pricing  strategies  for  player  endorsement  deals  at  the  London  law  firm  Field  Fisher  Waterhouse.  Teen  phenom  Way 
Rooney  could  become  Beckham's  match  in  ball  playing,  and  Rooney's  $6  million  salary  with  Manchester  United  makes  him  tl 
highest  paid  ever  for  his  age  (certainly  a  long  stretch  from  soccer  legend  Pele,  whose  first  contract  in  1956  paid  him  $10 
month).  But  Rooney,  who  lacks  Beckham's  model  looks,  movie  title  (Bend  It  Like  Beckham)  and  marriage  to  a  Spice  Girl,  vi 
probably  never  match  Beckham's  endorsement  earnings  no  matter  how  many  goals  he  scores.     —Lesley  Kump  with  Maya  Ror, 


% 
jai 

" 
n 
w 
me 


Compensation  based  on  salary,  bonus  and  endorsements.  Sources:  Forbes  estimates;  Michael  Stirling  of  Field  Fisher  WaterhOL 
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m.  But  last  year  revenues  rose  30%,  to 
!87  million,  as  the  team  advanced  to  the 
larterfinals  of  the  Champions  League, 
rning  $23  million  from  the  European 
impetition  run.  Sales  of  jerseys  and  other 
erchandise  climbed  26%  above  the  pre- 
ous  year,  to  $105  million.  Operating  in- 
line came  in  at  $26  million. 

Betting  the  house  on  star  players  can 
so  spell  disaster  if  the  players  don't 
:liver.  Without  enough  success  on  the 
tch  to  qualify  for  the  Champions 
■ague  and  the  millions  of  dollars  that 
e  tournament  generates  for  its  teams, 
:eds  United  found  itself  on  the  brink  of 
jikruptcy  in  2003.  The  team  was  forced 
sell  its  stadium  and  best  players  to  cut 
:bt.  The  issue  now  facing  Leeds  and 
ajority  owner  Ken  Bates,  who  sold 
lelsea  to  Abramovich,  is  how  to  gener- 
e  cash  without  those  key  assets.  Leeds 
venue  plummeted  20%  last  year  to  $85 
Ulion,  and  its  value  fell  8%  to  $135  mil- 
>n.  In  this  spiral  the  team  lost  $50  mil- 
in  last  year  and  has  $44  million  in  debt. 


Says  Christine  Oughton,  management 
professor  at  Birkbeck,  University  of  Lon- 
don, "As  incentives  grow,  clubs  are  more 
willing  to  bet  on  talented  players  for  a 
piece  of  the  pie.  Demand  for  players  goes 
up,  and  the  clubs  that  fail  on  the  pitch  are 
left  with  mountainous  wages  to  pay." 

Germany's  Borussia  Dortmund  over- 
reached. Following  the  club's  2000  listing, 


and  in  concert  with  already  strong  spon- 
sorship deals  and  match-day  revenue, 
Borussia  was  flush  with  cash  and  had  the 
highest  payroll  in  German  league  history. 
But  the  team  has  not  won  the  European 
Cup  since  1997  and  did  not  qualify  for 
the  Champions  League  the  past  two  sea- 
sons. The  stadium  was  sold.  Last  season 
Borussia's  revenue  fell  24%  to  $119  mil- 
lion. The  team  lost  $40  million  and  has 
$36  million  in  debt. 


"Were  it  not  for  the  overpaying  of 
players  who  failed  to  live  up  to  their  con- 
tracts on  the  pitch,  Borussia  would  easily 
be  one  of  the  richest  clubs  in  Germany," 
says  Jgor  Licini,  research  specialist  with 
FKG  Sports  Consulting  in  Switzerland. 

With  grand  ambitions  of  becoming 
"London's  team"  en  route  to  expanding  its 
global  fan  base,  Chelsea  faces  a  north  Lon- 


don rival,  Arsenal,  which  has  a  big  advan- 
tage. Chelsea  has  only  a  42,500-seat  capac- 
ity at  Stamford  Bridge,  whereas  Arsenal's 
new  $685  million  Emirates  Stadium  will 
hold  60,000.  Chelsea  has  plans  to  expand 
Stamford  Bridge  within  five  years. 

Abramovich's  rescue  has  raised  the 
bar  for  all  soccer  teams.  A  few  will  achieve 
glory  and  put  something  on  the  bottom 
line.  The  rest  may  end  up  scrambling  to 
find  an  oil  tycoon  with  a  checkbook.  F 


BETTING  THE  HOUSE  ON  STAR  PLAYERS 
SPELLS  DISASTER  IF  THEY  DON'T  DELIVER. 


F  YOU  WAN 

DRDINARY 


iO  TO  WALL  STREET. 


Challenge  the  ordinary. 


Be  E  Hraordinary 
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Dreamer 


Long  on  moxie  and  short 
on  money,  an  American-born 
do-gooder  crusades  for 
defendant  rights  in  a  reluctant 
China  |  By  Robyn  Meredith 


G  4 


43^ 


Asking  for  it:  Karen  Tse  ha 
raised  money  from  the  powerfi 
to  help  the  powerless  in  Asi: 
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Changing  China 


S  A  GRAD  STUDENT  AT 
jH  A  Harvard  five  years  ago, 
^M^^k      Karen  Tse  drafted  a 

^9f  business  plan  for 

mj  impossible  dream:  She 

A  wanted  to  form  a  char- 
^^^^^^^  ity  to  push  defendant 

■  ■A  rights  in  China,  a 
oming  market  where  political  enemies 
•  thrown  in  jail  and  suspects  are  urged 
confess  to  avoid  a  beating.  Tse,  40, 
rted  her  nonprofit,  the  grandly  named 
ernational  Bridges  to  Justice,  on  her 
n  dime  in  2000,  basing  it  in  Geneva 
d  blowing  through  most  of  her  savings. 
2001,  when  a  helpful  professor  at  a 
inese  university  in  Beijing  lined  up  her 
it  meeting  with  the  chief  of  the  govern- 
:nt's  legal  aid  program,  Tse  had  to  use  a 
,000  donation  from  an  old  friend  to 
ike  the  trip. 

Since  then  Tse  (pronounced  "Cheh") 
s  led  a  staff  of  eight  on  a  budget  of 
30,000  a  year.  She  started  out  with  not 
ingle  contact  in  China  and  little  ability 


to  speak  Mandarin.  Yet  she  has  parlayed 
an  abundance  of  moxie  and  tread-lightly 
charm  to  pull  off  a  number  of  small  vic- 
tories that  would  have  seemed  all  but 
impossible  in  China  a  few  years  ago.  Her 
group  has  trained  hundreds  of  public 
defense  lawyers,  opened  spartan  lawyer- 
training  centers  in  Beijing  and  Anhui 
Province  and  distributed  thousands  of 
posters  informing  people  of  their  guaran- 
teed rights. 

"We  are  at  a  unique  time  in  history 
because  there  is  so  much  we  can  do,"  says 
Tse.  China's  bulging  economy  makes  this 
an  ideal  time  to  advance  defendants' 
rights.  "China  is  moving  forward." 

Yet  China  remains  one  of  the  world's 
most  obstinate  abusers  of  basic  human 
rights.  It  didn't  outlaw  police  torture  and 
threats  until  1996,  when  it  also  dictated 
for  the  first  time  that  defendants  have  the 
right  to  a  lawyer  and  are  to  be  presumed 
innocent  until  proven  guilty.  In  mainland 
China  dissidents  are  routinely  arrested 
and  held  incommunicado,  according  to  a 


recent  U.S.  report.  Members  of  Falun 
Gong,  a  dissident  movement  the  Chinese 
government  views  as  an  "evil  cult,"  are 
beaten,  tortured  and  brainwashed;  tens  of 
thousands  have  been  imprisoned  or 
detained  in  labor  camps.  And  though 
China's  laws  are  improving,  "the  Shang- 
hai judicial  bureau  is  locking  lawyers  up" 
when  they  press  too  hard  in  defending 
the  accused,  says  Jerome  Cohen,  a  China 
scholar  at  New  York  University. 

Karen  Tse,  undaunted,  focuses  on  the 
positive.  She  is  spunky,  relentlessly  perky 
and  less  than  5  feet  tall,  an  unabashed 
optimist  wary  of  saying  anything  that 
might  miff  her  China  contacts.  She  has 
lined  up  big  donations  from  the  billion- 
aire financier  George  Soros.  A  professor  at 
Harvard's  Kennedy  School  of  Govern- 
ment may  do  a  case  study  on  Tse's  efforts. 
"She's  a  spark  plug,"  says  Robert  B. 
Oxnam,  president  emeritus  of  the  Asia 
Society  in  New  York  and  a  professor  at 
Beijing  University.  "She's  like  Tinkerbell — 
she  goes  into  rooms  and  lights  them  up." 


BP 

SMARTER 

THAN  THE  AVERAGE  BEAR.  OR  BULL. 


Challenge  the  ordinary. 

Be  E  ftraordinary 
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Her  dream  of  a  nonprofit  rights  group 
evolved  from  a  childhood  nightmare.  One 
of  three  children  horn  to  Chinese  parents 
who  had  immigrated  to  the  U.S.  from 
I  long  Kong  in  the  1950s,  she  grew  up 
hearing  harrowing  tales  of  rights  abuses 
in  Asia.  "Sometimes  it  seemed  so  hope- 
less," she  says.  By  age  8  Tse  started  having 
a  recurring  dream  that  she  was  witnessing 
a  prisoner  being  tortured  but  was  power- 
less to  help  him. 

As  an  undergrad  at  Scripps  College  in 
Claremont,  Calif,  she  wrote  outraged  let- 
ters demanding  fair  trials  for  political  dissi- 
dents around  the  world.  In  1986  she  got 
accepted  to  UCLA's  law  school  and  Har- 
vard's divinity  school,  but  she  deferred  en- 
rolling at  either  to  take  a  one-year  scholar- 
ship to  work  for  "the  forgotten  people"  at 
refugee  camps  in  Hong  Kong  and  Thailand. 
She  returned  to  the  U.S.,  graduated  from 
UCLA  law  school  in  1990  and  spent  three 
years  as  a  public  defender  in  San  Francisco. 

Then  she  went  back  to  Asia,  working 
in  Cambodia  to  help  rebuild  the  justice 
system  destroyed  by  the  brutal  Khmer 
Rouge  regime,  which  had  systematically 
murdered  thousands  of  lawyers,  judges 
and  other  intellectuals.  When  she  arrived 
in  1994,  only  10  lawyers  were  left  in  a 
country  of  13  million  people.  She  helped 
train  25  Cambodian  public  defenders,  the 
first  ones  in  the  country's  history.  And 
that  is  when  Tse's  childhood  nightmares 
began  to  fade. 

While  there  she  visited  a  prison  and 
met  a  boy  who  had  been  jailed  and 
beaten,  with  no  trial  in  sight.  "When  I 
looked  into  his  eyes,"  she  says,  "I  realized 
that  for  all  of  those  years  I  wrote  letters 
on  behalf  of  political  prisoners,  I  would 
never  have  written  one  for  him  because 
he  wasn't  a  political  prisoner — he  was  a 
12-year-old  kid  who  stole  a  bike." 

She  wanted  some  big,  powerful  group 
to  crusade  for  defendant  rights  across  Asia 
but  found  no  takers.  Thus  when  she 
enrolled  at  the  Harvard  Divinity  School 
in  1997,  she  began  devising  the  business 
plan  for  International  Bridges  to  Justice 
(and  later  became  an  ordained  minister 
in  the  Unitarian  Universalist  Church). 
When  she  formed  IBJ  in  2000,  experts, 
friends  and  family  told  her  she  was  crazy 
to  tackle  the  rights  issue  in  China;  her 


mom  and  dad  even  refused  to  make  a 
donation  (they  later  gave  $10,000). 

In  2001,  two  days  before  she  was  to 
leave  to  make  her  first  official  trip  to  meet 
the  Ministry  of  Justice's  legal  aid  chief, 
Gong  Xiaobing,  he  tried  to  bail  out.  "I  just 
need  15  minutes,"  she  told  his  staff,  insist- 
ing she  would  drop  by  anyway.  He  re- 
lented, and  when  she  arrived  from  the  air- 
port, he  took  her  out  for  Chinese  food  at 
a  local  restaurant.  At  dinner  he  declared:  "I 

ROUNDTABLES, 
POSTERS  AND  SOME 
CONCESSIONS  FROM 
BEIJING— THE  SLOG 
OF  DEFENSE  WORK. 

don't  know  exactly  why,  but  I  think  I  want 
to  work  with  you." 

Tse's  group  could  set  up  in  China, 
train  lawyers  and  do  other  things  in  sup- 
port of  defendant  rights,  he  offered,  but 
for  a  price:  Tse  had  to  come  up  with  400 
desktop  PCs  for  government  legal  aid  out- 
lets setting  up  across  the  country.  "My  jaw 
dropped,"  she  says — she  hadn't  yet  raised 
any  money,  and  IBJ  had  a  staff  of  one:  her- 
self. Nonetheless  she  shot  back: 

"No  problem." 

A  few  months  later  she  had  signed  a 
formal  memorandum  of  understanding 
with  the  Chinese  government,  granting 
her  nonprofit  the  right  to  train  defense 
lawyers.  But  Tse  then  endured  a  year  of 
fruitless  efforts  to  raise  money.  Her 
friends  kept  telling  her,  "Get  a  job."  Jus- 
tice officials  were  growing  impatient. 
"The  Chinese  were  really,  really  angry, 
and  they  almost  refused  to  see  me,"  Tse 
recalls.  "But  I  couldn't  say  I  didn't  have 
any  money." 

Friends  threw  a  fundraiser  for  her  in 
Hong  Kong,  and  that  led  to  a  business- 
man giving  her  $25,000;  he  insisted  on 
anonymity,  fearing  China  might  retaliate 
against  his  business  there.  An  even  bigger 
break:  Another  attendee  introduced  her 
to  a  program  officer  at  George  Soros' 
Open  Society  Institute.  The  Soros  group 
handed  Tse  a  $300,000  grant  in  the  sum- 
mer of  2002.  "They  took  a  huge  risk  on 
us — we  had  done  nothing,"  she  says. 
Smaller  donations  followed. 


■■■Changing  Chin 

In  early  2003,  still  searching  for  h< 
400  free  PCs,  Tse  finagled  an  invite  to  tt 
World  Economic  Forum  in  Davo 
Switzerland.  There  she  schmoozed  wil 
the  merely  powerful  and  the  immense 
wealthy.  At  one  dinner  she  regaled  h 
tablemates  with  the  advances  taking  pla< 
in  China,  and — hint,  hint — how  publ 
defenders  there  can't  even  look  up  cas 
online  because  they  don't  have  compu 
ers.  Sitting  next  to  her  was  Michael  De 
the  billionaire  founder  of  Dell  Comput< 

An  Accenture  official  took  her  asid 
told  her,  "You  need  to  ask  people  f< 
money,"  and  donated  $5,000.  Afterwa: 
Tse  worked  up  the  nerve  to  ask  Micha 
Dell  and  another  Davos  luminary,  Jof 
Chambers  of  Cisco,  for  the  same  amour 
"I  probably  could  have  asked  them  f» 
$50,000,  but  I  asked  for  $5,000,  so  thl 
gave  me  $5,000." 

In  the  two  years  since,  Internation 
Bridges  to  Justice  has  accomplished  smi 
but  critical  steps  toward  a  better  justi 
system  in  Asia.  It  has  trained  500  legal  a 
lawyers  in  China  and  has  begun  simil 
efforts  in  Vietnam  and  Cambodia.  It  h 
produced  a  poster  codifying  defendan 
rights;  in  the  U.S.  a  single  ten-item  Bill 
Rights  in  the  Constitution  makes  it  eai 
but  in  China  the  rights  are  spread  acre 
myriad  bodies  of  law. 

So  far  half  a  million  posters  have  be' 
handed  out,  and  they  have  been  reprint' 
in  the  languages  of  China's  most  oppress 
groups:  Tibetan,  Mongolian  and  Uigh 
Last  year  Tse's  group  staged  49  roundtah 
of  judges,  lawyers  and  prosecutors  to  hig 
light  the  emerging  role  of  lawyers  in  Chir 
In  December  IBJ  worked  with  the  Cor 
munist  Youth  League  to  have  3,000  law  st 
dents  blanket  police  stations  nationwi 
with  a  second  poster,  listing  rights  duri; 
interrogations. 

Plenty  more  is  needed.  Legal  a 
lawyers  in  China  have  sparse  funding  ai 
antiquated  equipment.  In  Beijing  t 
main  office  is  housed  in  a  dingy  gr 
building  with  a  rickety  elevator  and  i 
heat;  staff  members  wear  parkas  indoc 
in  winter.  And  despite  her  efforts  Kar 
Tse  thus  far  has  lined  up  only  a  few  of  t 
400  PCs  she  promised.  Yet  2,800  legal  a 
offices  have  opened,  and  she  needs  at  le; 
one  for  each.  No  problem. 
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/here  nearly  everybo 
mows  your  name:  Ja 
Daniel's  is  a  hit  at  Ba 
Bar  in  Shenzhen,  Chir 


Drinkin 

To  the  Dollar 


How  distiller  Brown-Forman  gets  rich  by  exploiting  the  greenback' 
fall — and  pushing  its  brands  abroad  By  Matthew  Swibe 


BAR  PATRONS  IN  THE  SOUTHERN 
Chinese  city  of  Shenzhen  love 
the  free  guitar-shape  plastic  cig- 
arette lighters,  the  watches  that 
look  like  drums  and  the  die-cast 
miniature  hot  rods.  Such  gewgaws  would 
not  bring  tingles  of  excitement  to  Western 


pub  crawlers,  but  they  have  helped  Brown- 
Forman,  maker  of  29  booze  brands,  in- 
cluding Southern  Comfort  and  Canadian 
Mist  whiskey,  push  75,000  cases  of  its  lead- 
ing spirit,  lack  Daniel's  bourbon,  last  year 
in  China.  That's  up  from  1 1 ,000  only  four 
years  ago  and  zilch  in  1994. 


In  Britain  the  Louisville,  Ky.  bevera 
maker  created  something  called  the  St 
dent  Broadcast  Network  and  fed  mus 
programming,  sponsored  by  Jack  Daniel 
to  London  college  radio  stations.  "We  h; 
bands  come  on  the  show  and  do  a  li; 
set,"  says  Garvin  Brown  IV,  the  brand  c 
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rector  for  Jack  Daniel's  in  Europe,  Afr 
and  Eurasia,  and  great- great-grandson 
the  founder.  "The  legal  drinking  age  in  i  [ 
U.K.  is  18,  you  know."  (Last  month,  acn  •,  - 
the  pond,  the  liquor  lobby  in  Washingtc 
D.C.  was  pummeled  by  Congress  for  < 
posing  America's  youth  to  excessive  aJc  ,, 
hoi  advertising  in  magazines.) 

But  such  shenanigans  abroad  ms 
for  very  good  business — particularly 
boozers  are  paying  in  pounds  sterling 
euros  or  yen  or  practically  anythi 
besides  U.S.  dollars.  Thanks  in  no  sm^ 
measure  to  the  weak  dollar  and  the  coi 
pany's  recent  volume  gains  abroa 
Brown-Forman's  earnings  for  the  fis 
year  ending  Apr.  30  should  be  near  $3 
million,  or  $2.47  a  share,  the  latter  figi 
a  48%  gain  over  three  years.  Brown  a  c 
his  relatives  own  73%  of  the  compan 
voting  shares.  Since  2002  their  total  sta 
in  the  company  has  ballooned  in  val 
from  $4  billion  to  $6  billion. 

Serendipitously  or  not,  Brown-Ffl 
man  started  pushing  sales  abroad  [m 
across  Continental  Europe,  South  Afr 
and  Russia — around  the  time  the  doL 
started  dipping  in  early  2002.  Led  by  t 
U.K.  and  Australia,  overseas  sales  a 
approaching  30%  of  the  total,  a  te 
point  surge  from  the  April  2002  fist 
year.  (Besides  booze,  Brown-Forman  st 
luggage  and  china  dishes  under  sd 
brands  as  Hartmann  and  Lenox.  The 
diversions  account  for  23%  of  sales  tt 
only  4%  of  pretax  net.) 

With  hard-liquor  sales  in  the  U.S.  jt 
coming  out  of  a  coma,  most  of  the  futi 
growth  lies  in  developing  regions  abroa 
Yet  135-year-old  Brown-Forman — towa 
the  bottom  of  the  world's  ten  largest  sp 
its  producers  by  sales — didn't  take  intt 
national  markets  seriously  until  the  1; 
decade.  It  spent  most  of  the  1990s  hiri 
bodies  on  the  ground  on  every  continei 
Sales  reps  educate  bartenders  the  way  dr 
companies  "detail"  doctors.  On  the  who 
they  tend  to  get  more  out  of  throwing  pa 
ties  than  airing  TV  ads. 

Most  distillers  expand  abroad 
scooping  up  established  labels  in  ne 
markets.  Brown-Forman  has  taken  a  d| 
ferent  tack,  what  you  could  call  the  Mai 
boro  approach.  It  is  promoting  its  maij 
stay,  Jack  Daniel's,  which  contribut 
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IBrown-Forman 


'%  of  beverage  revenue,  as  an  Ameri- 
n  label.  The  decision  carries  risk, 
ough.  Cowboys  are  one  thing.  Would 
e  rest  of  the  world  cotton  to  a  dis- 
lct — and  older — U.S.  brand,  with  its 
nts  of  pickup  trucks  and  dungaree-clad 
Iks  lounging  on  the  front  porch? 

Yes  and  no.  In  America-friendly 
)mania,  Brown-Forman  stirred  a  fol- 
wing  last  September  with  a  new  com- 
iny-sponsored  event  celebrating  the 
rthday  of  Jack  Daniel.  (There  is  debate 
out  whether  this  historical  figure  actu- 
y  established  the  oldest  registered  dis- 
lery  in  the  U.S.  in  1866  at  age  17;  the 
impany  insists  that  he  did.)  Well- 
lown  Romanian  actors  entertained  a 
owd  in  Bucharest  by  dressing  up  as  the 
nnessee  backwoodsman  and  perform- 
g  theatrical  monologues.  In  a  Prague 
t  gallery  last  year  the  company  set  up 
i  exhibit  of  50  years  of  Jack  Daniel's 
vertising.  When  Rockwell — London's 
st  bourbon  bar,  featuring  more  than 
>0  brands — opened  in  the  chic  Hilton 
afalgar  in  2002,  Brown-Forman  billed 


ty  the  Numbers 

rown-Forman  is  getting  big 
ileage  out  of  a  cheaper  dollar. 

9vU  Price  of  a  bottle  of 
\CK  DANIEL'S  in  Shanghai. 
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o  Drop  of  U.S.  dollar 
kainst  the  EURO  since  late  2001. 

The  value  of 
1st  year's  exports  of  TENNESSEE 
I'HISKEYto  foreign  markets. 


Where  JACK  DANIELS  ranks 
nong  the  top  50  liquor  brands  in 
rms  of  advertising  expenditure. 


rces:  Adams  Liquor  Handbook  2004;  Middle  Tennessee  State 
'  'ersity;  Brown-Forman 


as  a  special  guest  its  own  master  distiller 
and  southern  charmer,  Jimmy  Bedford, 
for  a  rooftop  launch  party  that  drew  a 
big  turnout. 

But  the  company  had  hell  to  pay  last 
year  when  TV  ads  touting  a  similar  type 
of  folksy  image  soured  Jack  Daniel's  with 
Thai  consumers.  The  spots  suggested 
that  drinking  the  Tennessee  export  made 
you  laid  back,  even  lazy — a  message  that 
clashed  with  Thailand's  work  ethic. 
Brown-Forman  killed  the  ads  after  just  a 
few  weeks. 

In  some  overseas  markets  Jack  can't 
go  it  alone.  Brown-Forman  has  to 
depend  on  rival  Bacardi  to  distribute 
bourbon  and  other  liquors  in  the  U.K. 
On  the  Continent  and  elsewhere  it  co- 
owns  and  operates  various  distributors 
and  sometimes  sells  directly.  Complex 
though  it  is,  Europe's  system  is  a  lot 
simpler  than  booze-handling  in  the 
U.S.,  where  middlemen  still  stock  retail- 
ers' shelves,  a  vestige  of  post-Prohibi- 
tion regulation.  The  mix  of  looser  dis- 
tribution deals  across  the  globe  cuts 
costs,  "a  very  important  com- 
ponent of  how  much  money 
we  net,"  notes  Phoebe  Wood, 
Brown-Forman's  chief  finan- 
cial officer. 

Advertising,  though,  has 
not  been  a  place  to  cut  costs. 
The  company's  beverage 
advertising  has  lately  been 
growing  at  a  faster  rate  than 
revenues,  led  by  a  $27  million 
worldwide  budget  for  Jack 
Daniel's,  notes  Corey  Horsch, 
an  analyst  at  Credit  Suisse 
First  Boston.  Horsch  is 
impressed  by  Brown-For- 
man's penchant  for  finding 
what  he  calls  "high-return 
brand  investment  ideas," 
including  sponsorships  and 
on-premise  giveaways.  Of 
course,  it's  easier  to  take  the 
long  view  with  the  fourth  and 
fifth  generations  of  the  Brown 
family  at  the  helm.  (Garvin 
Brown's  uncle,  Owsley  Brown 
II,  is  chief  executive.) 

A  portion  of  the  ad  budget 
supports  research  that  tells  the 
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company  how  the  natives  take  their  Jack 
Daniel's.  In  Japan,  for  example,  a  dinner 
group  of  four  or  five  might  split  a  bot- 
tle. But  in  Australia  folks  often  like  to  do 
their  drinking  at  home  and  seldom  pre- 
fer Jack  Daniel's  neat.  Hence  the  creation 
of  a  prepackaged  mix  called  Jack  and 
Cola;  the  12-ounce  bottles  and  cans  are 
ubiquitous  in  Aussie  food  stores.  Last 
year,  sales  of  the  ready-to-drink  concoc- 
tion surpassed  1  million  cases. 

But  what  moves  the  spirits  Down 
Under  would  be  a  slow  dance  in  the  U.K. 
Many  Brits  drink  Jack  and  some  form  of 
cola  but  prefer  to  have  bartenders  do  the 
mixing.  You  won't  find  Jack  and  Cola  in 
Spain  either,  where  most  people  drink 
bourbon  straight.  In  China  Brown-For- 
man  learned  to  adjust  to  a  different  habit. 
Perhaps  it's  a  byproduct  of  an  emerging 
ownership  society:  Bar-goers  buy  Jack  by 
the  botde,  slap  their  names  on  the  bottles 


and  leave  them  behind  the  bar  so  they  can 
return  and  polish  them  off  whenever  they 
feel  like  it.  "It's  definitely  an  image  issue," 
says  Yang  Jian,  41,  owner  and  manager  of 
Base  Bar  in  Shenzhen.  This  in  a  country 
where  90%  of  hard-liquor  consumers  still 
drink  baiju,  a  cheap  distillate  made  from 
sorghum. 

Being  popular  has  a  dark  side,  of 


course.  "Counterfeit  bottles  are  a  huge 
problem  in  China,"  acknowledges  Stuart 
Beck,  head  of  Asia  and  Pacific  operations 
for  Brown-Forman.  The  problem  will 
probably  worsen  even  as  tariffs  on 
imported  spirits,  which  last  year  fell  to 
37.5%  from  56%,  continue  to  drop  in  the 
Middle  Kingdom.  Only  the  elite  can  dis- 


cern a  blended  whiskey  from  a  single 
malt.  If  the  masses  can't  taste  the  differ- 
ence, it's  harder  for  Brown-Forman  to 
crack  down  on  faux  Jack. 

Knockoffs  can  be  found  in  the  most 
unexpected  places.  An  online  story  on 
Peru  from  Inside  Out  Travel  magazine 
pointed  out  last  summer  that  capital  city 


Lima  "was  a  bucket  o'  fun  due  to  the 
fact  that  street  markets  sell  everything 
from  imitation  Jack  Daniel's  whiskey  to 
knockoff  Nike  sweatshirts."  In  India 
only  10%  of  the  spirits  imported  and 
retailed  come  through  duty-paid  chan- 
nels, according  to  a  2003  study  by  mar- 
ket research  firm  IMRB  International,  a 
unit  of  ad  agency  WPP.  Things  got  so 


bad  that  Brown-Forman  struck  t 
equivalent  of  a  plea  bargain  with  co 
sumers  in  New  Delhi:  a  free  bottle 
Jack  Daniel's  to  anyone  who  retur 
three  empty  bottles  of  the  brand.  T 
move  was  intended  to  help  the  compa 
learn  about  how  the  bourbon  w 
smuggled  in.  Brown-Forman  declines 


say  what,  if  anything,  it  learned. 

With  nearly  half  its  Jack  Daniel's  bu 
ness  coming  from  overseas,  Brown-Form 
is  pushing  hard  to  take  advantage  of  t 
cheap  dollar.  Countries  like  Poland  art 
perfect  target,  in  part  because  adoption 
the  euro  is  just  four  years  away.  Never  mil 
that  Poland  is  now  a  tiny  whiskey  marl 
where  vodka  accounts  I 
99%  of  distilled  alcoh 
sales.  Just  how  eager 
Brown-Forman?  Li 
year,  a  reduction  of  tari 
and  excise  taxes,  related 
Poland's  entry  into  t; 
EU,  effectively  reduced  t 
price  of  Jack  Daniel's 
30% — with  the  effect 
goosing  demand.  (Whi 
rival  Altia  Corp.  of  F« 
land  slashed  prices  « 
Old  Smuggler  nr. 
months  earlier,  sal 
leaped  500%  off  a  smi 
base.)  That  the  Poli 
zloty  recendy  traded  at 
highest  level  in  two  yea 
against  the  euro  mak 
lower  prices  somewh 
easier  for  Brown-Formi 
to  swallow. 

How  long  can  j 
currency  buzz  last?  In  a  recent  confereni 
call  with  investors  Brown-Formar 
Wood  said  the  company  placed  hedges  f 
only  a  third  of  its  foreign  currency  expi 
sure  in  fiscal  2006.  She  later  confided  si 
thought  the  record  U.S.  budget  defio 
would  sustain  the  dollar's  weakness.  M 
doubt  Brown-Forman's  shareholde 
would  drink  to  that. 


A  TRAVEL  STORY  ON  PERU:  LIMA  BOASTS 
"EVERYTHING  FROM  IMITATION  JACK 
DANIELS  TO  KNOCKOFF  NIKE  SWEATSHIRTS. 
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Up  From  The 

Rubble 

Can  $2,000  loans  help  revive  a  war-torn  economy? 

Entrepreneurs  in  Bosnia  and  Herzegovina 

are  putting  microfinance  to  the  test  By  Kerry  A.  Dolan 


FROM  1992  TO  1995,  DURING  WAR 
and  genocide  in  the  former 
Yugoslavia,  Mejrema  Alimanovic 
made  ends  meet  by  working  at  a 
kiosk  for  a  Belgrade-based  publish- 
ing company.  The  pay  was  mini- 
mal; often  she  was  given  food 
instead  of  cash.  "There  were  times  when  we 
only  had  enough  to  survive,"  says  this  Bosnian 
Muslim  and  divorced  mother  of  two. 

Today  Alimanovic,  48,  is  a  budding  entre- 
preneur in  Lukavac,  a  town  in  northeastern 
Bosnia  and  Herzegovina.  She  employs  seven 
people  at  three  food  shops  and  at  a  stand  at  the 
open  market,  and  nets  $200  on  revenue  of 
$2,800  a  month.  That  puts  her  on  the  road 
toward  joining  the  middle  class. 

She  and  her  new  husband,  a  war  veteran 
who  lost  half  of  one  foot  to  a  land  mine, 
bought  a  Mercedes  van  and  have  added  a  sec- 
ond floor  to  the  home  they  inherited.  Next  Ali- 
manovic dreams  of  buying  her  own  larger 
store  instead  of  renting  space.  As  shoppers  buy 
from  the  crates  of  apples,  kiwis,  carrots  and 
potatoes  that  line  one  store  on  the  ground 
floor  of  the  apartment  complex  where  she 
lives,  she  beams,  "We  have  come  a  long  way." 

Alimanovic's  transformation  to  entrepre- 
neur was  made  possible  by  microfinance — the 
lending  of  small  sums  to  poor  people  who 
would  otherwise  be  shut  out  of  access  to  capi- 


tal. Since  1998  Alimanovic  has  taken  out  ten 
loans,  ranging  from  $300  for  six  months  to  her 
current  three-year,  $20,000  loan.  Her  lender:  a 
nonprofit  group  called  Mi-Bospo,  a  part  of 
Women's  World  Banking,  a  global  nonprofit 
network  of  55  Third  World  lenders  and  banks. 
She  had  no  other  sources  of  capital.  "I  don't 
think  I  would  have  made  it  this  far  without  Mi- 
Bospo,"  says  Alimanovic,  adding  proudly,  "I'm 
one  of  their  best  clients." 

"Any  war-torn  country  should  look  to 
Bosnia  as  a  role  model,"  says  Nancy  Barry,  pres- 
ident of  Women's  World  Banking  in  New  York. 
When  war  in  the  former  Yugoslavia  ended  in 
November  1995,  the  economy  and  its  banking 
system  were  a  shambles.  Nearly  half  the  popu- 
lation had  been  displaced.  Gross  domestic  prod- 
uct fell  from  $11  billion  in  1990  to  $2  billion,  or 
$500  per  capita,  in  1995.  To  the  rescue  came  a 
bevy  of  microfinance  groups  like  Mi-Bospo, 
many  of  them  aided  by  funding  from  the  World 
Bank.  Since  1997,  14  nonprofit  microlenders 
have  made  a  combined  350,000  loans  worth 
$750  million  in  Bosnia  and  Herzegovina.  The 
default  rate  is  only  1.5%,  a  third  the  rate  expe- 
rienced by  a  typical  U.S.  credit  card  lender.  In- 
terest rates  range  from  24%  to  31%,  reflecting 
the  high -percentage  overhead  on  tiny  loans. 

The  economy  of  Bosnia  and  Herzegovina 
remains  shaky — 20%  of  the  population  live 
below  the  poverty  line  and  unemployment  is 


Microenterprise: 
Mejrema 
Alimanovic's  food 
store;  Edina  Bukvic's 
wedding  dress 
rentals;  Muska 
Junuzagic  with  | 
used  clothing. 
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at  an  estimated  20%.  But  since  1996  per 
capita  GDP  has  tripled  to  $1,500.  "Micro- 
credit groups  have  had  a  significant  role 
in  Bosnia  and  Herzegovina  in  the  post- 
war period,  increasing  income  levels, 
reducing  poverty,  developing  businesses 
and  stimulating  employment,"  says 
Kemal  Kozaric,  governor  of  the  country's 
central  bank. 

Microfinance  has  also  helped  in  war- 
ravaged  Afghanistan.  An  arm  of  the  gov- 
ernment and  the  World  Bank  set  up  a 
program  two  years  ago  that  is  similar  to 
one  in  Bosnia.  Lacking  the  alternative  of 
a  functioning  bank  system,  85,000 
Afghans  have  borrowed  money  or  set  up 
savings  accounts  with  12  microfinance 
groups.  Average  loan  size  is  a  minuscule 
$155.  The  default  rate  is  1%. 

Growth  in  microlending  has  been 
much  slower  in  countries  like  Angola  and 
Sierra  Leone.  Efforts  have  stalled  almost 
completely  in  Rwanda.  Iraq  is  too  unsta- 
ble for  microfinance  to  flourish.  Says  Eliz- 
abeth Littlefield,  chief  executive  of  Wash- 
ington, D.C.-based  microfinance  advisory 
and  funding  body  Consultative  Group  to 
Assist  the  Poor:  "You  need  to  have  a  stable 
(as  opposed  to  refugee)  population,  some 
kind  of  cash  economy,  security  and  eco- 
nomic activity.  Without  that  you  can't 
offer  financial  services."  Or  protect 
employees.  Even  in  Afghanistan,  where 
the  armed  conflict  has  ended.  The  head  of 
the  microfinance  support  program  there 
was  killed  in  early  March. 

Organized  microcredit  emerged  in 
the  1970s  in  places  like  Bangladesh  and 
Indonesia.  Nonprofit  lenders  learned 
that  poor  women,  principally  because 
they  had  children  to  take  care  of,  are 
more  responsible.  Since  poor  people 
usually  lack  a  credit  history,  the  first 
loans  were  made  to  groups  of  women; 
each  woman  guaranteed  repayment  of 
all  the  other  members  of  the  group.  In 
many  countries,  including  Bosnia  and 
Herzegovina,  this  type  of  "solidarity" 
lending  is  still  common.  In  this  way 
microlending  is  reminiscent  of  the 
building-and-loan  societies  of  the  19th 
century,  which  enabled  groups  of  immi- 
grant families  in  the  U.S.  to  take  turns 
financing  houses  for  members  of  the 
group.  There  is  one  important  differ- 


ence: With  modern  microlending,  col- 
lateral is  usually  absent. 

Microfinance  groups  in  developing 
countries  have  reached  at  least  80  million 
clients,  helping  a  growing  population  of 
customers  and  workers  (in  Bosnia,  each 
loan  creates  employment  for  an  estimated 
1.9  people).  That's  still  only  a  fraction  of  a 
potential  global  client  base  of  as  many  as  3 
billion  people.  If  there's  any  criticism  of  mi- 
crofinance it's  that  it's  a  halfway  solution 
to  giving  the  poor  access  to  capital.  Brian 
Hooks,  director  of  the  Global  Prosperity 
Initiative  at  the  Mercatus  Center  at  George 
Mason  University,  advocates  the  kind  of 
legal  reform  and  changes  in  property  rights 
pioneered  by  Peruvian  economist  Her- 
nando de  Soto — reforms  that  will  eventu- 
ally enable  the  world's  poor  to  join  formal 
financial  systems. 

Agencies  like  the  World  Bank  or  the 
U.S.  Agency  for  International  Develop- 
ment typically  provide  seed  capital  for 
microlenders.  After  operating  for  a  few 
years  well-run  microfinance  groups  can 
become  self-sufficient.  Mi-Bospo  first  got 
$70,000  from  the  World  Bank  in  1996,  a 
credit  line  since  extended  to  a  5%,  15-year 
term  loan  of  $3.5  million.  That  loan  has 


in  turn  enabled  it  to  borrow  $3  million 
from  commercial  banks;  Mi-Bospo  has  a 
loan  portfolio  of  $10  million. 

In  the  northeastern  Bosnian  village 
of  Zivinice,  the  walls  of  Edina  Bukvic's 
wedding  dress  rental  shop  are  festooned 
with  frilly  white  lace  and  shiny  satin 
gowns.  Bukvic,  35,  spent  the  war  years 
working  nights  in  a  restaurant  she  and 
her  husband  own.  But  she  wanted  to 
spend  time  with  her  two  daughters  in  the 
evening.  And  her  childhood  dream  had 
been  to  make  wedding  dresses  like  the 
ones  she  admired  in  magazines.  Five 
years  ago  she  opened  a  rental  shop  with 
an  initial  $900,  6-month  loan  at  36% 
interest  from  Mi-Bospo.  Her  father-in- 
law  owns  the  shop  and  doesn't  charge 
rent;  instead  she  gives  her  in-laws  money 
every  so  often. 

Bukvic  started  out  making  the  dresses 


herself  but  now  finds  it  easier  to  b) 
them.  She  has  40  to  choose  from  ai 
charges  $100  for  a  rental.  The  hours  2 
much  better  than  running  a  restaura. 
she  doesn't  work  weekends  and  usua 
opens  her  shop  from  just  10  a.m.  to 
p.m.  "I  love  what  I'm  doing,"  she  says, 
have  more  time  for  myself  and  my  fam 
now."  And  more  money:  Bukvic  says  s 
nets  about  $10,000  a  year.  The  prof 
have  enabled  her  and  her  husband  to  ta 
more  weekend  trips  on  their  Bw 
motorcycles  to  places  like  Macedonia  a: 
the  Croatian  coastline. 

In  the  future  Bukvic  envisions 
even  bigger  operation.  She  wants  to  tu 
the  restaurant  they  own  into  a  large  dr< 
store  with  windows.  "It  would  be  the  oi 
wedding  dress  shop  in  the  Zivini 
region,"  she  says.  As  a  step  toward  tt 
day,  Bukvic  is  using  most  of  her  curre 
$7,000,  two-year  loan  to  buy  25  dresj 
from  a  shop  owner  in  western  Bosr 
who  is  selling  out. 

Muska  Junuzagic  has  big  plans,  tc 
Junuzagic,  46,  fled  her  home  in  Skelani 
town  near  Srebrenica  in  eastern  Bosni 
with  her  four  children  in  May  1992.  H 
husband  was  killed,  but  his  body  w 


never  found.  She  and  her  children  livj 
in  Croatia  for  18  months  and  then  spej 
seven  years  in  Germany.  Junuzagic  ma 
a  good  living  cleaning  houses  and  worj 
ing  in  a  nursing  home  but  was  forced 
leave  because  she  was  living  there  ill 
gaily.  She  moved  to  the  town  of  Srebrefl 
in  northeastern  Bosnia  and  bought 
two-room  house  for  $24,000  with  h 
savings.  She  took  out  three  loans  fro 
Mi-Bospo,  including  her  current  $2,80 
12-month  loan,  to  buy  used  clothing  th 
she  sells,  at  a  markup  of  around  1001 
out  of  her  house.  She  wants  to  expafl 
by  adding  a  storefront  to  the  side  of  h 
house  and  hiring  two  young  women 
make  clothes  on  the  two  sewii 
machines  she  owns.  Says  Junuzagj 
whose  education  ended  partway  throuj 
high  school:  "I  feel  that  this  is  progress 
am  moving  forward." 


MICROCREDIT  HAS  HAD  A  SIGNIFICANT  ROLE 
RAISING  INCOME  AND  REDUCING  POVERTY. 
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What  makes  the 
T.  Rowe  Price 
SmartChoice  Rollover 
smarter? 


With  theT.  Rowe  Price  SmartChoice  Rollover  IRA, 
you  get  the  rollover  you  want,  and  we  do  the  work. 

We  select  the  investments  — with  theT.  Rowe  Price  SmartChoice  Rollover  IRA,  you  don't  have  to 
go  through  the  complex  task  of  choosing  individual  funds.  We'll  provide  a  well-diversified  port- 
folio for  you  with  one  of  our  Retirement  Funds.  And  we'll  adjust  the  fund  over  time  to  reflect 
your  need  for  reduced  investment  risk— gradually  making  the  investment  more  conservative 
as  your  retirement  date  approaches. 

Proven  performance  —  with  our  67  years  of  proven  performance,  you'll  feel  confident  knowing 
thatT.  Rowe  Price  is  the  smart  choice  for  your  rollover. 

Low  expenses  — with  no  loads,  sales  charges,  or  commissions,  and  expense  ratios  for  the 
Retirement  Funds  40%  below  their  category  averages,*  aT.  Rowe  Price  Rollover  IRA  is  the 
smarter  choice.  All  funds  are  subject  to  market  risk. 

To  get  started,  just  call.  Our  Rollover  Specialists  will  handle  the  rest.  If  you  want,  we  can 
even  open  your  account  right  over  the  phone  and  handle  most  of  the  paperwork  for  you. 


TROWEPRICE.COM/ROLLOVER 


1-866-729-2072 


Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

Based  on  the  fiscal  year-end  data  available  as  ol  12/31/04.  Ihe  Retirement  Funds'  total  expense  ratios  versus  their  Lipper  category  averages  lor  individual  investor  lunds  are  0.65%  lor  the 
Retirement  2005  Fund  veisus  1 40%  lor  the  balanced  lunds  category,  0.70%,  0.77%,  0.82%,  and  0.82%  lor  the  Retirement  2010, 2020, 2030,  and  2040  Funds,  respectively,  versus  1.47%  for 
the  flexible  portfolio  lunds  category,  0.74%,  0.80%.  and  0.82%  lor  the  Retirement  2015, 2025,  and  2035  Funds,  respectively,  versus  1 .51  %  lor  the  multi-cap  core  funds  category;  and  0.58% 
for  the  Retirement  Income  Fund  versus  1.14%  lor  Ihe  income  funds  category.  (Source  for  data:  lipper  Inc.)  F.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRAR07I270 
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INVEST  WITH  CONFIDENCE 


The  oniy  effective  security  is  preemption.  This  preemptive  power  is  only  available  with  the  Proventia®  Enterprise  Security  Platform 

from  Internet  Security  Systems.  When  software  security  flaws  are  discovered,  Internet  Security  Systems'  world-renowned  research  team 
updates  Proventia  to  immediately  shield  against  any  attacks  targeting  weak  spots.  Regardless  of  the  size  of  your  business,  this  new 
standard  in  Internet  security  can  help  keep  you  off  the  path  to  disaster  and  reduce  your  total  cost  of  ownership  -  In  fact,  when  we 
manage  Proventia  for  you,  we'll  even  guarantee  protection.  Need  proof?  Get  your  free  whitepaper,  Preemptive  Protection:  Setting 
a  New  Standard  in  Security,  at  www.iss.net/proof/whitepaper  or  call  800-776-2362. 

NETWORK  &  HOST  INTRUSION  PREVENTION   I  VULNERABILITY  MANAGEMENT      MANAGED  SECURITY  SERVICES 

©  2005  Internet  Security  Systems  Incorporated  ftll  r.ghte  reserved. 
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Leading  Companies 

The  members  of  the  Forbes  2000  are  the  biggest,  most 
powerful  public  companies  on  the  globe.  Companies 
are  selected  for  this  list  based  on  a  composite  ranking 
for  sales,  profits,  assets  and  market  value.  For  more, 
go  to  forbes.com/forbes2000. 
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YOU  KNOW  YOUR  BUSINESS. 

YOU  KNOW  WHERE  YOU  WANT  TO  TAKE  IT. 

YOU  KNOW  HOW  YOU  WANT  TO  RUN  IT. 
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k 

11 

UBS 

115,605 
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71,099 

108,041) 

Be 

15 

Berkshire  Hathaway 
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Me 

18 
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ChevronTexaco 
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435,747 

77.702 

lute 

21 

Fannie  Mae 
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h 

25 

Altria  Group 
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Sources.  Exshare;  FT  Interactive  Data.  Reuters  Fund. 
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can  give  you  flexible  solutions  to  help  you  be  successful  in  an 
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GE 

14 

Allianz  Worldwide 

112,346 

GE 

39 

Cardinal  Health 

69,665 

US 

15 

Citigroup 

108,276 

US 

40 

Metro  AG 

67,415 

GE 

16 

Nippon  Tel  &  Tel 

106,295 

JA~ 

41 

IFIL 

65,956 

IT 

17 

AXA  Group 

97,916 

FR 

42 

Bank  of  America 

65.447 

US 

18 

IBM 



96,293 

US 

43 

Aviva 

64,611 

UK 

19 

American  Intl  Group 

95,036 

US 

44 

France  Telecom 

63,985 

FR 

20 

Siemens  Group 

93,491 

GE 

45 

Altria  Group 

63.963 

US 

21 

ING  Group 

92.013 

NE 

46 

Credit  Agricole 

63,348 

FR 

22 

Carrefour  Group 

88,662 

FR 

47 

HSBC  Group 

62,966 

UK 

23 

Hitachi 

82.699 

JA 

48 

Fortis 

62,271 

NE 

24 

Hewlett-Packard 

81,845 

US 

49 

UBS 

62,216 

SZ 

25 

ENI 

79,307 

IT 

50 

Vodafone 

61,917 

UK 

TOP  50  IN 

Sales 


BP,  up  23%,  narrowed  the 
gap,  but  Wal-Mart  Stores, 
up  11%,  still  leads  all  other 
companies  in  revenues. 


TOP  50  IN 

Assets 

13  companies  now  have  $1 
trillion  on  their  balance  sheets 
versus  just  3  one  year  ago. 


See  page  232  for  country  codes.  See  page  242  for  footnotes. 


RANK 

COMPANY 

ASSETS 
(SMIL) 

i 

RANK 

COMPANY 

ASSETS 
(SMIL) 

1 

Citigroup 

1,484,101 

US 

26 

Fortis 

656,005 

2 

Mizuho  Financial 

1,306,600 

JA 

27 

HVB-HypoVereinsbank 

633,595 

3 

BNP  Paribas 

1,228,035 

FR 

28 

Commerzbank 

575,945 

4 

ING  Group 

1,175,157 

NE 

29 

AXA  Group 

554,394 

5 

JP  Morgan  Chase 

1,138,469 

US 

30 

Goldman  Sachs  Group 

531,379 

6 

Allianz  Worldwide 

1,127,655 

GE 

31 

Merrill  Lynch 

494,518 

7 

Royal  Bank  Scotland 

1,119,901 

UK 

32 

General  Motors 

479,125 

8 

UBS 

1,115,904 

SZ 

33 

Lloyds  TSB  Group 

450,020 

9 

Bank  of  America 

1,110,457 

US 

34 

Dexia 

439,576 

10 

HSBC  Group 

1,031,287 

UK 

35 

Banco  Santander 

435,747 

11 

Mitsubishi  Tokyo  Finl 

1,014,559 

JA 

36 

Wells  Fargo 

427,849 

12 

Deutsche  Bank  Group 

1,009,661 

GE 

37 

BBVA-Banco  Bilbao 

422,078 

13 

Barclays 

1,002,092 

UK 

38 

Wachovia 

411.140 

14 

Fannie  Mae 

989,341 

US 

39 

Prudential  Financial 

381,940 

15 

Credit  Agricole 

987,787 

FR 

.  40 

Resona  Holdings 

381,178 

16 

Sumitomo  Mitsui  Finl 

962,866 

JA 

41 

Aviva 

360,038 

17 

Credit  Suisse  Group 

955,228 

SZ 

42 

Lehman  Bros  Holdings 

357,168 

18 

ABN-Amro  Holding 

825,810 

NE 

43 

MetLife 

356.808 

19 

Freddie  Mac 

803.449 

US 

44 

Royal  Bank  of  Canada 

351,737 

20 

American  Intl  Group 

776,420 

US 

45 

Danske  Bank 

340,071 

21 

Morgan  Stanley 

775,410 

US 

46 

Nordea 

330.027 

22 

UFJ  Holdings 

773,304 

JA 

47 

Almanij 

326.577 

23 

General  Electric 

750,330 

US 

48 

Banca  Intesa 

324,109 

24 

HBOS 

729,307 

UK 

49 

Generali  Group 

317.662 

25 

Societe  Generale 

678.360 

FR 

50 

Aegon  Insurance  Group 

311.157 
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OP  50  IN 

3rofits 

he  world's  50  most  profitable  companies 
lade  $433  billion,  up  27%  from  last  year. 


K  COMPANY 


ExxonMobil 


Royal  Dutch/Shell 


Citigroup 


General  Electric 


BP 


Bank  of  America 


ChevronTexaco 


Pfizer 


Toyota  Motor 


American  Intl  Group 


Wal-Mart  Stores 


Microsoft 


ENI 


HSBC  Group 


Altria  Group 


Total 


Royal  Bank  Scotland 


Johnson  &  Johnson 


IBM 


PetroChina 


GlaxoSmithkline 


ConocoPhillips 


ING  Group 


Verizon  Commun 


Fannie  Mae 


Intel 


UBS 


Wells  Fargo 


Procter  &  Gamble 


Berkshire  Hathaway 


Barclays 


Novartis  Group 


Nippon  Tel  &  Tel 


Petrobras 


SBC  Communications 


E.ON 


Gazprom 


Roche  Group 


Merck  &  Co 


Lloyds  TSB  Group 


BNP  Paribas 


ABN-Amro  Holding 


Cisco  Systems 


Mitsubishi  Tokyo  Finl 


Wachovia 


Nestle 


Samsung  Electronics 


Home  Depot 


L'Oreal  Group 


PROFITS 
(SMIL) 


25,330 


18.536 


17,046 


16,593 


15,731 


14,143 


13,328 


11,360 


11,133 


10,909 


10,267 


9,996 


9,887 


9.522 


9,416 


8.843 


8.660 


8,509 


8,430 


8,409 


8,261 


8,129 


8,098 


7,831 


7,688 


7,516 


7,096 


7,014 


6,942 


6,355 


6.273 


6.251 


6.168 


6,153 


5,953 


5,845 


5.844 


5,825 


5,813 


5,811 


5,802 


5.575 


5.387 


5.373 


5,214 


5,010 


5.002 


5.001 


4,920 


BellSouth  4.865 
j  page  232  for  country  codes  See  page  242  for  footnotes. 


TOP  50  IN 

Market  Value 

ExxonMobil  unseated  General  Electric  as 
the  most  valuable  company  in  the  world. 


RANK 

COMPANY 

MARKET 
VALUE 

(SMIL) 

H 

RANK 

COMPANY 

MARKET 
VALUE 
(SMIL) 

i 

1 

ExxonMobil 

405,247 

US 

26 

Cisco  Systems 

112,602 

US 

2 

General  Electric 

372,139 

US 

27 

PetroChina 

111,029 

CN 

3 

Microsoft 

273,746 

us 

28 

Royal  Bank  Scotland 

108,946 

UK 

4 

Citigroup 

247,655 

us 

29 

Nestle 

108,041 

SZ 

5 

BP 

231,877 

UK 

30 

Roche  Group 

107,994 

SZ 

6 

Royal  Dutch/Shell 

221.4921 

NE 

31 

ENI 

104,710 

IT 

7 

Wal-Mart  Stores 

218,562 

US 

32 

Coca-Cola 

103,120 

US 

8 

Pfizer 

197,990 

US 

33 

Wells  Fargo 

100,463 

us 

9 

Johnson  &  Johnson 

194,683 

US 

34 

Verizon  Commun 

99,637 

us 

10 

Bank  of  America 

188,771 

us 

35 

Dell 

99,596 

us 

11 

HSBC  Group 

186,742 

UK 

36 

BHP  Billiton 

91,938s 

HI 

12 

American  Intl  Group 

173,985 

US 

37 

Telefonica 

91,436 

SP 

13 

Vodafone 

170,292 

UK 

38 

PepsiCo 

90,431 

US 

14 

IBM 

152,757 

US 

39 

UBS 

89,165 

SZ 

15 

Total 

151,128 

FR 

40 

Deutsche  Telekom 

88,091 

GE 

16 

Intel 

149,386 

US 

41 

Home  Depot 

87,882 

US 

17 

Toyota  Motor 

140,890 

JA 

42 

United  Parcel  Service 

86,850 

US 

18 

GlaxoSmithkline 

140,385 

UK 

43 

Wachovia 

84,180 

US 

19 

Berkshire  Hathaway 

138,736 

US 

44 

SBC  Communications 

79,422 

US 

20 

Altria  Group 

134,752 

US 

45 

Time  Warner 

79,063 

US 

21 

Procter  &  Gamble 

133,924 

us 

46 

Amgen 

78,253 

US 

22 

ChevronTexaco 

131,524 

us 

47 

Banco  Santander 

77,703 

SP 

23 

JP  Morgan  Chase 

129,979 

us 

48 

Samsung  Electronics 

77,125 

KO 

24 

Novartis  Group 

122.072 

sz 

49 

ConocoPhillips 

76,540 

US 

25 

Sanofi-aventis 

113,154 

FR 

50 

France  Telecom 

74,663 

FR 
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leading  companies  in  the  world 


Rank  101  -  16< 


RANK 

COMPANY 

SALES 
($MIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

I 

RANK 

COMPANY 

SALES 
'SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

101 

RWE  Group 

53,800 

1.199 

119,267 

34.227 

GE 

115 

United  Parcel  Service 

36,582 

3,333 

28,909 

86,850 

UIi 

102 

Philips  Group 

41,138 

3.848 

41,687 

35,534 

NE 

116 

Target 

46,839 

3.198 

32,293 

45  265 

u:i 

103 

Washington  Mutual 

15,962 

2,878 

307,918 

36,684 

US 

117 

Manulife  Financial 

16,106 

2.137 

251,779 

37,191 

C) 

104 

Lehman  Bros  Holdings 

■  

21.250 

2,393 

357,168 

25,184 

US 

118 

Banca  Intesa 

19.501 

1  527 

324,109 

33,616 

11 

105 

BellSouth 

20.300 

4,865 

59,420 

47,240 

US 

119 

Tesco 

57,489 

2  052 

34,578 

45,243 

u* 

105 

Nokia 

39,711 

4,351 

29,913 

73,136 

Fl 

120 

Hartford  Finl  Service 

22.693 

2.138 

259,735 

21.168 

Ui 

107 

Merck  &  Co 

22,939 

5,813 

40,580 

70  297 

US 

121 

Coca-Cola 

21,962 

4,847 

31,327 

103  120 

U4 

108 

United  Technologies 

37,445 

2,788 

40,035 

51,116 

US 

122 

PepsiCo 

29.261 

4,212 

27,987 

90  431 

U:> 

109 

Repsol-YPF 

48.000E 

2,541 

46,678 

33,317 

SP 

123 

Sony 

71.815 

848 

85.142 

35,405 

JM 

110 

Cisco  Systems 

23,579 

5.387 

33,825 

112,602 

US 

124 

Swiss  Re  Group 

29,955 

1,373 

131.164 

23,709 

S3 

111 

Dexia 

20,994 

1,800 

439,576 

27271 

BE 

125 

News  Corp 

23,501 

1,883 

52,905 

50.562 

U» 

112 

BT  Group 

34,168 

2,614 

49,013 

34,221 

UK 

126 

Dell 

49,205 

3.043 

23,215 

99.596 

u:i 

113 

Anglo  American 

26,019 

3,040 

52,206 

37,311 

UK 

127 

BHP  Billiton 

22,542 

3,352 

31.091 

91.938; 

All 

114 

Nordea 

18,911 

1,893 

330,027 

28,556 

sw 

128 

China  Mobile  (HK) 

19.215 

4,308 

36,728 

64,193 

HI1 

129     Bank  of  Nova  Scotia 


13.544      2.406    228.373  32.725 


130     Volkswagen  Group 


120,709 


919    147,982  19.028 


131  Comcast 


20.307 


970    104,694  72.058 


The  Forbes  2000 
saw  double-digit 
gains  for  each 
metric  over  last 
year's  group. 
Profits  jumped  to 
$1.3  trillion,  up 
almost  twofold 
from  last  year. 

NUMBER  OF  COUNTRIES 

52 

TOTAL  SALES 

I30/0 

$22  trillion 

TOTAL  PROFITS 

71% 

$1.3  trillion 


TOTAL  ASSETS 

19% 

$81  trillion 

TOTAL  MARKET  VALUE 

12% 

$27  trillion 

TOTAL  EMPLOYEES 

3% 

66  million 


132     UnitedHealth  Group 


37,218      2,587      27.879  59.585 


133     Peugeot  Groupe 


77,069      1.845      72.275  15,536 


134  Caterpillar 


30.251      2,035      43.091  32,434 


135     El  du  Pont  de  Nemours 


27,995      1.780      35.985  57577 


136  Almanij" 


22,411      1.179    326.577  22,198 


137     Endesa  Group 


23.938      1,871      65.171  24,017 


138     BASF  Group 


41.963      1,145      41,237  40,912 


139     Commonwealth  Bank 


12,993      1,799    213,588  36,638 


140  Canon 


29.774      2.567      28,465  46,943 


141     ANZ  Banking 


12.553      2,049    187693  30.848 


142     Millea  Holdings 


25.990      1,067    105,215  25,747 


143     Toronto-Dominion  Bank       13.149     1,897    255,148  27.071 


144  Moller-Maersk 


26,552      2.919      29,243  38,742 


145  AstraZeneca 


22,362      3,980      25,616  64,735 


146  Mitsubishi 


30,896      1,105      80,196  21,393 


147     St  Paul  Travelers  Cos 


20,612      1,141    109,683  25.686 


148     Danske  Bank 


13,879      1,926    340,071  19.664 


149     Abbott  Laboratories 


19,680      3,236      26.715  71,624 


150     Hutchison  Whampoa 


13.514      1,852      79,225  38,538 


151     Sanpaolo  IMI 


14.921      1.223    252.788  26.861 


152     Duke  Energy 


22.503      1,490      54.450  25.829 


153  Motorola 


31,323      1,539      30,713  38.123 


154     Westpac  Banking  Group      12.243     1,848    177759  27786 


155     Countrywide  Financial 


14,211      2.198    128,496  20.212 


156  Saint-Gobain 


43.453      1.465      37.855  21,146 


157     Canadian  Imperial 


13,730      1,805    227,854  19,472 


158  MBNA 


12.243      2,612      62,052  32,415 


159     Sun  Life  Financial 


18.141      1,401    136.332  18,839 


160     National  Grid  Transco 


16.666      2.028      43.168  30,019 


161     Lukoil  Holding 


23.140      3.872      26,457  28.519 


162     East  Japan  Railway 


24.355      1,148      63,439  21,307 


163     Lowe's  Cos 


36,464      2.176      21.209  45.496 


164  Aetna 
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19.904      2.245      41,834  21.392 
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YOU  SEE  UNCONDITIONAL  LOVE. 
WE  SEE  UNTAPPED  GROWTH  POTENTIAL. 

Our  unique  perspective  helps  us  spot  investment  opportunities  ahead  of  the  pack. 


I  When  our  fund  managers  spotted  a  new  company 

FRANKLIN 

growth    providing  pet  healthcare  services,  they  recognized  its 

FUNDS 

I  stock  had  the  potential  for  impressive  growth  due  to 
changing  demographics  of  pet  ownership.  We  invested  early  in  the 
company,  which  is  now  the  leader  in  its  field,  unleashing  strong 
returns  for  our  shareholders. 

Identifying  opportunities  like  this  requires  a  unique  perspective. 
Ours  comes  from  having  a  research  staff  committed  to  discovering 
companies  with  clear  drivers  of  earnings  growth.  Seeking  strong 
performance  without  taking  unnecessary  risks,  they  search  for 
outstanding  businesses  with  top-notch  management  teams,  strong 
balance  sheets,  sustainable  competitive  advantages,  and  proprietary 
intellectual  properties  or  a  unique  market  niche. 

For  more  information  on  how  our  disciplined  approach  to  growth 
investing  might  benefit  your  portfolio,  see  your  financial  advisor,  call 
1-80O-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PE  RSPECTI VE®  > 


FRANKLIN  FLEX  CAP  GROWTH  FUND 

Class  A'  vs.  Upper  Multi-Cap  Growth  Funds 
Upper  Quartile  Rankings  Based  on  Total  Return"  (as  ot  2/28/05) 


■ 


1-Year 

1st 

99  of  431 


3-Year 

1st 

56  of  363 


5-Year 

2nd 

90  of  236 


10-Year 

1st 

8  of  73 


Although  the  performance  of  the  fund  has  been  negative  during  selected 
leriods,  it  has  generally  performed  well  including  the  most  recent  period 


Before  investing  in  Franklin  Flex  Cap  Growth  Fund,  you  should  carefully  consider 
the  fund's  investment  goals,  risks,  charges  and  expenses.  You'll  find  this  and  other 
information  in  the  fund's  prospectus,  which  you  can  obtain  from  your  financial 
advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance 
does  not  guarantee  future  results. 

The  fund  may  invest  a  substantial  portion  of  its  assets  in  California,  which  may 
involve  increased  volatility  associated  with  economic  or  regulatory  developments 
in  the  state.  Smaller-company  stocks  have  exhibited  greater  price  volatility  than 
larger-company  stocks,  particularly  over  the  short  term.  The  fund  also  invests  in 
technology  stocks,  which  can  be  highly  volatile.  These  and  other  risks  are 
described  in  the  prospectus.  Holdings  subject  to  change. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


the  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance. 
tSource:  Lipper,  Inc.,  as  of  2/28/05.  Lipper  rankings  do  not  include  sales  charges. 
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leading  companies  in  the  world 


Rank  165  -  26 


RANK 

r'AUDAUV 

IUMPANT 

SALES 

PROFITS 

KMII 1 

ASSETS 

/CU1I  \ 
1.31*1117 

MARKET 

VALUE 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 

ASSETS 

ft.MII) 
V3miL/ 

MARKET 
VALUE 

KMII  l  [ 

165 
165 

Norsk  Hydro 

25,614 

2,070 

33.000 

•21,794 

215 

Prudential 

38,516 

371 

287.085 

21,351 

Arcelor 

40,977 

3,121 

29997 

16,050 

LU 

216 

Southern  Co 

11,903 

1,554 

34,171 

23,801 

167 

China  Telecom 

14,309 

2,982 

35,913 

30.872 

CN 

217 

Weyerhaeuser 

22,665 

1,283 

29,051 

16,054 

168 

National  City 

10,560 

2,780 

139,280 

23,134 

US 

218 

Walgreen 

38.677 

1,438 

14,150 

43,746  | 

169 

Bristol-Myers  Squibb 

19,380 

2,388 

26,237 

48,699 

US 

219 

Capital  One  Financial 

10,695 

1,543 

53  747 

18.925 

170 

LM  Ericsson 

19,860 

2,863 

24,263 

46,862 

sw 

220 

First  Data 

10,013 

1  875 

32,719 

32,980  | 

171 

Bank  of  Montreal 

10,875 

1.930 

217,730 

22,294 

CA 

221 

HCA 

23,502 

1.246 

21,465 

22,8141 

172 

Korea  Electric  Power 

19,108 

1,949 

59,044 

17.489 

KO 

221 

Denso 

24,548 

1,054 

24,037 

21,399 

173 

Honeywell 

25,601 

1.281 

31,062 

32,661 

US 

i   1 

223 

CNP  Assurances 

32,237 

733 

205,489 

9,937  1 

174 

3M 

20,011 

2,990 

20,708 

64,929 

US 

224 

SunTrust  Banks 

7,243 

1.460 

127,786 

26,859] 

175 

Exelon 

14.515 

1,841 

41,240 

30,053 

US 

225 

Centrica 

35,131 

2,653 

16,605 

17,076 

176 

Alcoa 

23,478 

1,310 

32,609 

27,984 

US 

226 

Aflac 

12,682 

954 

52,913 

19,394 

177 

Nomura  Holdings 

9,872 

1,651 

284,019 

27,203 

JA 

227 

Valero  Energy 

54,619 

1,804 

15.664 

18,283] 

178 

McDonald's 

19.065 

2,279 

25,525 

41,588 

US 

228 

EnCana 

10.929 

2,525 

24,110 

30,749  | 
16,406] 

179 

Volvo  Group 

30,323 

1,408 

33,544 

18.902 

SW 

229 

Marathon  Oil 

45,135 

1,261 

19,447 

180 

Telstra 

14,501 

2,880 

24,469 

51,957 

AU 

230 

Carnival  Corp 

9,727 

1,854 

27,636 

46  047'] 

180 

Cendant5 

19,785 

1,820 

31.200E 

24,364 

US 

231 

Fuji  Photo  Film 

24,529 

789 

28,181 

19,437  | 

182 

Wyeth 

17,358 

1,234 

29,727 

54,462 

US 

232 

Takeda  Chemical  Inds 

10,408 

2,733 

22,325 

42,528  | 

183 

Lockheed  Martin 

35,526 

1,266 

25,554 

26,346 

US 

232 

LG  Electronics 

38.327 

1,416 

28,547 

10,958] 

184 

British  Amer  Tobacco 

18,875 

1,127 

33,411 

39,352 

UK 

234 

Anheuser-Busch  Cos 

14,934 

2,240 

16,173 

37,489 

185 

Kansai  Electric  Power 

24,335 

863 

65,876 

18,827 

JA 

235 

Mitsui  Sumitomo  Ins 

19,393 

745 

68,272 

12,833  | 

185 

Cardinal  Health 

69,665 

1,250 

21.789 

25,388 

US 

236 

Fifth  Third  Bancorp 

6,598 

1,810 

98,293 

24,77l] 

187 

Royal  KPN 

14,931 

3,435 

28,020 

24,170 

NE 

236 

Bank  of  New  York 

7,144 

1,440 

94,529 

23.538  | 

188 

Hyundai  Motor 

39,088 

1,490 

43,400 

12,552 

KO 

238 

Svenska  Handelsbanken 

7,804 

1,408 

203,025 

16.388  | 

189 

L'Oreal  Group 

19,720 

4,920 

16.977 

51,058 

FR 

239 

Occidental  Petroleum 

11,513 

2,568 

21,391 

27737 

190 

Chubu  Electric  Power 

20,128 

1,099 

56,647 

17,354 

JA 

240 

Lafarge 

17,180 

916 

31,150 

17,854  | 

191 

Eli  Lilly  &  Co 

13,858 

1,810 

24,867 

63,372 

US 

241 

Allied  Irish  Banks 

7,278 

1,427 

138,456 

18.680J 

192 

Rio  Tinto 

11.839 

2,936 

25,711 

56,3376 

UK 

241 

Chubb 

12,722 

1.153 

43,128 

15,2451 

193 

Matsushita  Elec  Indl 

71,656 

404 

67,536 

34.584 

JA 

243 

Pinault-Printemps 

30,642 

811 

30,524 

13,692  | 

194 

Amgen 

10,550 

2,363 

29,221 

78,253 

US 

244 

Kimberly-Clark 

15,083 

1,800 

17,018 

31  862  1 

195 

Dominion  Resources 

13.972 

1,249 

45,446 

23,874 

US 

245 

Costco  Wholesale 

49,164 

915 

16,410 

22,009] 

196 

Northrop  Grumman 

29,101 

1,036 

33,529 

18,781 

US 

246 

Commerzbank 

19,075 

488 

575,945 

13,314  ] 

196 

Iberdrola 

13,995 

1,643 

35.189 

23,837 

SP 

247 

Central  Japan  Railway 

13,259 

692 

51.120 

19,315 

198 

Loews 

15.242 

1,231 

76,642 

15,449' 

US 

248 

ACE 

12,199 

1,302 

54,456 

12,635 

199 

Diageo 

12,149 

2,531 

25,609 

42,897 

UK 

249 

BB&T 

6,666 

1,558 

100,509 

21,548 

200 

FedEx 

27,412 

1,303 

20,037 

29,463 

US 

250 

Devon  Energy 

9.189 

2,186 

29,736 

22,646  1 

201 

JFE  Holdings 

23,698 

1,024 

34,938 

17,992 

JA 

251 

Fortum 

15,828 

1,665 

22,665 

16,757] 

202 

Cigna 

18,335 

1,292 

88,873 

12,190 

US 

252 

UES  of  Russia 

20,286 

923 

37,061 

12,667  | 

203 

Nextel  Commun 

13.368 

2,954 

22.744 

31,832 

US 

253 

Texas  Instruments 

12.580 

1,861 

16.299 

45,479  | 

204 

TeliaSonera  Group 

12,331 

1,951 

29,047 

28,159 

SW 

254 

Emerson  Electric 

15,985 

1,310 

16,956 

27,810 

205 

KDDI 

27,266 

1.121 

25,156 

21,697 

JA 

255 

Bridgestone 

23,587 

1,117 

21,946 

15,365  1 

206 

BCE 

15,994 

1,243 

32.619 

21,633 

CA 

256 

Banco  do  Brasii 

15,049 

1,139 

89.991 

9,587  1 

207 

Mitsui  &  Co 

26,376 

655 

64,029 

16,178 

JA 

257 

TXU 

11,507 

1,133 

26,148 

22,204  1 

208 

Banco  Bradesco  Group 

17,382 

1,152 

69,627 

13,418 

BR 

258 

SEB-Skand  Enskilda 

8,876 

992 

239.478 

13,411  1 

209 

Metro  AG 

67,415 

624 

31,602 

18,391 

GE 

259 

Danone 

16,517 

1,055 

17,994 

26,779^ 

209 

Legal  &  General  Group 

12,994 

891 

291,047 

14,784 

UK 

260 

Posco 

14,925 

1,675 

17,388 

19,579  | 

211 

WellPoint 

20,815 

960 

39,695 

16,941 

US 

261 

Fbrenings  Sparbanken 

8,042 

1,293 

153,569 

12,702  1 

212 

ThyssenKrupp  Group 

48.933 

1,124 

37,531 

11,470 

GE 

262 

Fujitsu 

45,667 

476 

36,171 

13,643  1 

213 

Standard  Chartered 

7,745 

1.544 

141,688 

23,816 

UK 

263 

Medtronic 

9,942 

2,178 

15,695 

62,999  1 

214 

Deere  &  Co 

19,986 

1.406 

28,754 

17,555 

US 

264 

Bouygues  Group 

27.449 

566 

30,649 

14,463  1 
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180°  flat. 
Now  100%  more  comfortable. 


lore  Comfortable  flat' beds*.  After  introducing  the  first  flat  bed  in  business  class,  we're  redefining  the  meaning  of 
)mfort  -  again.  Using  the  latest  cushioning  technology  we  created  softer  flat  beds  to  give  you  an  infinitely  deeper,  more  restful  sleep, 
nd  plumper  pillows  and  cozier  blankets  make  the  experience  even  better.  Of  course,  comfort  isn't  solely  about  sleep.  From  the  champagne 
)u're  handed  prior  to  take-off,  to  the  gourmet  menus  created,  by  celebrity  chefs,  you  can  be  sure  a  flight  in  our  business  class  is  like  no  other. 


To  learn  more,  visit  ba.com 

'Being  introduced  on  long-haul  flights  through  May  2005. 


BRITISH  AIRWAYS 


2  O  O 


•1  leading  companies  in  the  world 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 

/"Mil  \ 

UMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL; 

1 

265 

Oil  &  Natural  Gas 

9,781 

2,164 

19,183 

27,856 

IN 

266 

Archer  Daniels 

37.031 

704 

19,375 

15,774 

US 

267 

Oracle 

10,556 

2,948 

13,137 

67,662 

US 

268 

CVS 

30,594 

959 

14,492 

19.980 

US 

269 

State  Bank  of  India 

12.091 

1,276 

126,997 

8,624 

IN 

270 

Sai  d  Lee 

19.943 

1,408 

15,488 

17,580 

US 

271 

Power  Corp  of  Canada 

12,150 

978 

82,181 

10,208 

CA 

271 

SK  Corp 



33,757 

1,165 

34,661 

8,014 

KO 

273 

Schlumberger 

11,609 

1,224 

16,038 

44,421 

NE 

Banking  leads  in  three  out  of  the 
four  metrics.  Oil  and  gas,  with  99 
of  the  Forbes  2000  companies, 
had  the  greatest  revenues. 


Sales 


OIL  &  GAS  OPERATIONS 

$2,309  bil 

Profits. 


BANKING 


$209  bil 


Assets 


BANKING 


$35,505  bil 

Market  Value_ 


BANKING 


$3,701  bil 


Rank  265  -  323 
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RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

I 

273 

Bear  Stearns  Cos 

8.422 

1.345 

255  950 

10.327 

US 

275 

Bank  of  Ireland 

6,205 

1.160 

130  911 

16.255 

IR 

276 

Nippon  Steel 

28,030 

398 

34,842 

18.627 

JA 

277 

Xerox 

15,722 

859 

24  884 

14,935 

US 

278 

Progressive 

13,782 

1,649 

17184 

17,455 

us 

279 

Indian  Oil 

26,080 

1.728 

15.075 

13.166 

IN 

280 

Standard  Bank  Group 

7,740 

949 

80,728 

14,928 

SA 

281 

Ito-Yokado 

36,013 

492 

22,465 

17,285 

JA, 

281 

Burlington  Northern 

10.946 

791 

28,925 

18.998 

USI 

283 

SLM 

4,997 

1,913 

84,094 

20,673 

us 

284 

Vinci  Group 

22,781 

681 

27,095 

12,501 

FR 

285 

FirstEnergy 

12,453 

878 

31,068 

13.602 

US 

285 

T&D  Holdings9 

23.300E 

365E 

125.000E 

12,874 

JA 

287 

Singapore  Telecom 

7,165 

2,679 

21,483 

26,814 

SI 

288 

Union  Pacific 

12,215 

604 

34,589 

16.471 

us 

289 

Old  Mutual 

18,009 

488 

101,943 

10,515 

UK 

290 

Sumitomo 

15,121 

638 

47,930 

10,931 

JA 

291 

Automatic  Data 

8,056 

970 

28,189 

25.050 

US 

292 

Stora  Enso 

16,819 

1,004 

22,253 

12,523 

Fl 

293 

Sanofi-aventis 

10,123 

2,611 

10,898 

113,154 

FR 

293 

Sharp 

21,625 

582 

20.306 

17442 

JA 

295 

CIC  Group 

14,864 

581 

195,751 

8,748 

FR 

296 

Waste  Management 

12,516 

931 

20,905 

16,622 

USI 

297 

Principal  Financial 

8,304 

831 

113.800 

11,729 

US 

298 

Cadbury  Schweppes 

12.933 

827 

18,687 

20,392 

UK 

299 

Clear  Channel  Commun 

9,418 

846 

28,352 

19,087 

US 

300 

NEC 

47,007 

394 

34,778 

12,543 

JAi 

301 

XL  Capital 

10,028 

1,167 

49,015 

10,399 

BU 

302 

DnB  Holding 

7,286 

806 

105.458 

13  503 

NO) 

303 

PNC  Financial  Service 

6,058 

1,192 

77,297 

14,897 

USI 

303 

Sompo  Japan  Insurance 

17,789 

528 

53,885 

10  477 

JAi 

305 

General  Mills 

11,245 

1,070 

18,649 

19.119 

US 

306 

Entergy 

10,124 

933 

28,242 

14,987 

USI 

307 

Scottish  Power 

10,696 

992 

25,474 

14,457 

UK 

308 

FPL  Group 

10,522 

888 

28,337 

14  726 

US 

309 

Reliance  Industries 

11,817 

1,187 

16,600 

17,809 

IN 

310 

UPM-Kymmene 

13,324 

1,300 

21.141 

11,720 

n 

311 

Schneider  Electric 

14.064 

767 

17.396 

18  104 

FR 

312 

Cathay  Financial 

7,490 

606 

68,837 

16,306 

TA 

313 

Akzo  Nobel  Group 

17,216 

1,161 

15,875 

12,917 

NE| 

314 

Swisscom 

11,759 

1,265 

13,137 

24,917 

H 

315 

BG  Group 

7,835 

1,735 

16,491 

27799 

UK 

316 

J  Sainsbury 

31,625 

731 

23,076 

9,348 

H 

316 

Aeon 

32.554 

508 

23,647 

11,615 

H 

318 

Kyushu  Electric  Power 

13,332 

697 

38.357 

10.308 

JA 

319 

Thomson  Corp 

8,724 

1,089 

19,643 

22,354 

CA 

319 

Ricoh 

17,055 

879 

17,298 

13,784 

JA 

321 

Best  Buy 

26.655 

881 

11,622 

17,723 

US 

322 

General  Dynamics 

19.178 

1,227 

10,486 

21,179 

US 

323 

Golden  West  Financial 

4,473 

1,280 

106.889 

18.971 

US 

See  page  232  for  country  codes.  See  page  242  for  footnote!  1 

We 
want 
you  to 
know 


The  Cost  of  Care 


Now  there's  a 
better  way  to  predict 
health  care  costs. 

When  people  understand  what  things 
really  cost,  they  can  make  smarter 
choices.  That's  the  idea  behind  Aetna's 
Estimate  the  Cost  of  Care,  an  online 
tool  that  helps  your  employees  plan 
for  and  manage  health  care  expenses. 
They'll  get  estimated  cost  information, 
based  on  their  zip  code,  for  200 
medical  and  dental  procedures,  office 
visits,  and  medical  tests,  as  well  as 
over  7,000  different  prescription 
drugs.  This  information  can  also  help 
them  predict  the  annual  cost  of 
treatment  for  a  wide  range  of 
conditions  depending  on  the  level  of 
severity.  To  see  how  our  information 
can  help  your  employees  make  better 
informed  health  care  decisions,  call 
your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 

We  want  you  to  know* 


KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Insurance 
policies  contain  exclusions,  limitations  and  reductions.  The  information  provided  in  this 
tool  is  presented  for  informational  purposes  only.  The  actual  costs  will  most  likely  vary 
from  the  estimated  costs  provided  by  this  tool.  The  availability  of  a  plan  or  program  may 
vary  by  geographic  service  area. 
-200528 
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leading  companies  in  the  world 


Rank  324  -  412 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARUTT 
mflnnt 1 

VAlUE 
(SMIL) 

I 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

mflhr\t  I 

VALUE 
(SMIL) 

324 

Pub  Svc  Enterprise 

10.996 

726 

29,207 

12,967 

US 

374 

Nike 

13,101 

1.094 

8,558 

22,960 

325 

Gillette 

10.4  77 

1.692 

10,669 

49,889 

US 

375 

Telenor 

10012 

862 

14,062 

16,173 

326 

Petro-Canada 

12,239 

1,464 

15,083 

14.449 

CA 

376 

Colgate-Palmolive 

10,584 

1,327 

8,673 

28,063 

327 

State  Street 

5,861 

798 

94,040 

14,625 

US 

377 

Vodafone 

61,917 

-16.633 

269,676 

170  292 

323 

Johnson  Controls 

27,145 

821 

15,677 

11,298 

US 

378 

Accenture 

15.610 

713 

8.912 

24.004 

329 
330 

Illinois  Tool  Works 

11,731 

'  

1,339 

11,352 

26,538 

US 

379 

Lincoln  National 

5,726 

991 

110,377 

8,143 

Mitsubishi  Electric 

31,706 

430 

27,151 

11,299 

JA 

380 

Omnicom  Group 

9,747 

724 

14,355 

16.969 

330 

Areva  Group 

10,384 

489 

32,945 

17,783 

FR 

380 

BCP-Bco  Com  Port 

6,122 

696 

97,257 

9.123 

332 

Banco  Popular  Espanol 

4,979 

1,087 

84,833 

15,779 

SP 

382 

Sears,  Roebuck 

36,099 

332 

22,474 

10,770 

332 

Toshiba 

53,452 

276 

39,153 

14,187 

JA 

383 

Taiwan  Semiconductor 

5,978 

1,392 

11.965 

41,160 

334 

KeyCorp 

5,564 

954 

90,739 

13,450 

US 

384 

Burlington  Resources 

5,618 

1.527 

15,744 

19,254 

335 

SAP 

10,195 

1,779 

10,009 

50,692 

GE 

385 

Sempra  Energy 

9,410 

895 

23,643 

9,336 

336 

EADS 

37,903 

191 

66,529 

25,243 

NE 

386 

Reed  Elsevier 

8,806 

555 

14,930 

24,072" 

336 

Monte  dei  Paschi 

8,890 

557 

153,709 

10,305 

IT 

387 

Apache 

5,333 

1,670 

15,502 

20,591 

338 

Asahi  Glass 

14,403 

764 

18,197 

12,838 

JA 

388 

Sumitomo  Trust  &  Bank 

4,508 

763 

145,820 

11,487 

339 

Coca-Cola  Enterprises 

18.158 

596 

26,354 

10,018 

US 

389 

JC  Penney 

18,424 

524 

14,127 

12,075 

340 

Caremark  Rx 

25,801 

600 

12.310 

17,401 

US 

390 

Regions  Financial 

4,122 

751 

84,077 

15,041 

341 

Raytheon 

20,245 

376 

24,153 

17.287 

US 

391 

Qualcomm 

5,063 

1.881 

11.566 

59,331 

342 

Edison  International 

10,496 

735 

33,738 

10,582 

US 

392 

InBev 

8,860 

635 

13,603 

22,043 

343 

Alcatel 

16,642 

381 

25,830 

17,056 

FR 

393 

Paccar 

11,396 

907 

12,228 

13  074 

344 

Lucent  Technologies 

9,121 

1.838 

16,687 

13,603 

US 

394 

Safeway 

35,823 

560 

15,377 

8,234 

345 

GUS 

13,926 

873 

12,387 

18,221 

UK 

395 

Sasol 

9,775 

965 

11,892 

15,398 

345 

Erste  Bank 

8,454 

444 

161,274 

12,126 

AS 

396 

Centex 

12,062 

942 

19,003 

8.048 

347 

KT 

13,481 

689 

21,094 

11,773 

KO 

397 

Unocal 

8,204 

1.208 

13,101 

14,238 

348 

Firstrand 

5,561 

922 

68,874 

12,618 

SA 

398 

SABMiller 

9,343 

697 

13,799 

16,589 

349 

Sysco 

30028 

935 

8,101 

21,922 

US 

399 

Federated  Dept  Stores 

15,630 

689 

14,885 

9,552 

349 

Applied  Materials 

8,238 

1,558 

12,099 

29,104 

US 

400 

Ingersoll-Rand 

9,394 

1,219 

11,252 

14,509 

351 

EMC 

8.229 

871 

15,423 

30,447 

US 

401 

Gas  Natural  SDG 

8,502 

860 

15,382 

13,290 

352 

Gap 

16.268 

1,141 

9,772 

18,701 

US 

402 

Michelin  Group 

19,333 

399 

20,330 

10,258 

353 

Anadarko  Petroleum 

6,067 

1,606 

20,093 

19,010 

US 

403 

STMicroelectronics 

9,509 

653 

13,741 

16,191 

354 

ConAgra  Foods 

15.100 

794 

14,202 

14,083 

US 

404 

Kellogg 

9,614 

891 

10,790 

18.168 

355 

Air  Liquide  Group 

10,558 

913 

13,843 

19.667 

FR 

405 

ABSA  Group 

6,298 

716 

48,765 

8,931 

355 

Georgia-Pacific 

19,656 

623 

23,072 

9.241 

US 

406 

Orix 

6.055 

518 

53,748 

10,927 

357 

Tohoku  Electric  Power 

14,971 

489 

37,907 

9,232 

JA 

407 

02 

10,506 

306 

24,720 

20,219 

358 

Gannett 

7,381 

1,317 

15,399 

20,101 

US 

408 

Medco  Health  Solution 

35,352 

482 

10,542 

12,104 

359 

CRH 

13.553 

806 

13.919 

14,908 

IR 

409 

Mellon  Financial 

4,926 

796 

37,115 

12,142 

360 

Surgutneftegas  Oil 

7,668 

657 

18,317 

29,760 

RU 

409 

Sberbank  of  Russia 

6,572 

477 

50,531 

11,182 

361 

Cemex 

8.153 

1.308 

17,217 

14,794 

MX 

411 

Canadian  National 

5,457 

1,081 

16,059 

17,617 

361 

Norfolk  Southern 

7,312 

923 

24,750 

14,213 

US 

412 

Consolidated  Edison 

9,778 

547 

22,557 

10,346 

361 

Vale  do  Rio  Doce 

6,723 

1,559 

12,825 

40.318 

BR 

Please  turn  the 
page  for  our 
. — .  special  foldout 
of  Forbes  2000 
£y  highlights. 

364 

Alltel 

8,246 

1,046 

16.604 

17,302 

US 

365 

Christian  Dior 

15,680 

381 

31,765 

11,937 

FR 

366 

Amerada  Hess 

17,125 

976 

16,387 

9,202 

US 

367 

Marks  &  Spencer 

15,316 

1,019 

13.611 

11.114 

UK 

368 

Masco 

12.074 

893 

12.541 

15,107 

US 

 ' 

369 

Hitachi 

82,699 

152 

86,386 

20,966 

JA 

370 

Progress  Energy 

9,625 

688 

26,620 

10,707 

US 

371 

Kyocera 

10,929 

652 

17,194 

14,059 

JA 

372 

Holcim 

10,161 

553 

19,970 

14,948 

SZ 

1 

373 

DBS  Group 

3,905 

1.237 

107,507 

13  692 

SI 
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More  than  50%  of  the  Forbes  2000  companie 
We  deliver  confidence  through  our  commerc 
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[lie  standard  federal 
ax  rate  for  U.S. 
:ompanies  is  35%  of 
>retax  income.  These 
hree  companies  fall  well 
>utside  that  benchmark. 


Newell  Ruhhermaid 

Household  &  personal  products 

122% 

Allmerica  Financial 

Insurance 


2% 


Lucent  Technology 

Technology  hardware  & 
equipment 

-88% 


S.  companies  only. 

itest  12-month  effective  tax  rate:  income  taxes 
i/ided  by  pretax  income. 


lollars,  over  the  past  12 
:rease  of  $7.4  billion. 


U.S.  com  pan 
show  some  c 
the  biggest 
profit  gains- 
well  as  declii 


DECLINES 

INDUSTRY 

$MIL 

Construction 

$-3,206 

Retailing 

-3,065 

Media 

-2,270 

Telecommunications  services 

-1,629 

Insurance 

-1,364 

ITAL 


3ITAL  AND  PEOPLE 


istomer  was  challenged  I 
nsurance  provided  an  in 
is  on  returning  to  profitat 


property  and  business 
errorism  coverage 
roperty  values  in  excess 
ons. 

For  more  information  see  case  on  back  page. 
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FUNDAMENTAL  INTELLECTUAL  AND  FINANCIAL  STRENGTH  AT  WORK 


XL  Insurance:  a  whole-account  property  solution 

A  health  care  equipment  manufacturer  and  service 
provider  with  insurable  property  values  in  excess  of 
USD  1  billion  and  25  foreign  locations  was  seeking  a 
multiyear  commitment,  which  their  incumbent  property 
carrier  was  unwilling  to  consider.  The  manufacturer 
needed  global  risk  management  solutions  as  well  as 
U.S.  terrorism  coverage.  The  XL  Insurance  property 
underwriter  proposed  a  solution  to  insure  the  whole 
account  and  provide  the  needed  limits  of  liability. 
Through  its  owned  operations,  partner  network  and 
worldwide  loss  prevention  capabilities,  XL  Insurance 
was  able  to  meet  the  manufacturer's  need  for  foreign 
policy  issuance  in  six  countries  and  worldwide  engi- 
neering services  at  1 3  locations.  XL  Insurance  provided 
a  customized  all-risk  property  and  business  interruption 
policy  including  U.S.  terrorism  coverage. 

XL  Insurance:  D&O...  even  in  the  most  challenging 
of  circumstances 

A  customer  was  facing  the  financial  challenges  of  bank- 
ruptcy and  still  needed  D&O  coverage.  Our  professional 
liability  underwriter  met  with  a  few  of  the  company's 
directors  for  coverage  discussions,  and  the  directors 
then  approached  the  bankruptcy  trustee  to  discuss 
options.  XL  Insurance's  professional  liability  team  pro- 
posed an  innovative  solution  that  enabled  the  customer 
to  focus  on  the  business  of  returning  to  profitability. 

XL  Re:  real-time  pricing 

An  XL  Reinsurance  client  in  Europe  was  seeking  to 
launch  a  new  line  of  property  insurance  products.  He 
intended  to  develop  a  book  of  business  for  hotels  and 
office  buildings.  The  client  was  looking  for  significant 
amounts  of  solid  reinsurance  capacity,  but  was  facing 
two  particular  constraints:  one  was  knowing  the  likely 
volume  and  two  the  speed  of  development.  Our  faculta- 
tive team  offered  various  solutions  and  later  structured 
a  semi-automatic  reinsurance  product  which  enabled 
automatic  capacity  for  the  selected  occupancies  in 
excess  of  the  client's  treaty  capacity.  The  offer  also 


included  a  pricing  tool  designed  by  XL  Re.  This  pricing 
tool  allowed  the  client  to  monitor,  in  real  time,  the 
reinsurance  cost  to  then  factor  into  his  own  pricing  for 
his  insured.  While  helping  to  avoid  time-consuming 
administration  and  related  costs,  XL  Re  enabled  the 
client  to  develop  a  new  product,  which  in  turn  promoted 
the  development  of  his  book  of  business  and  overall 
commercial  position  in  his  market. 

XL  Capital  Assurance:  financial  guarantee 
for  Houston 

The  city  of  Houston  realized  significant  savings  by 
using  XLCA  to  guarantee  a  portion  of  its  water  and 
sewer  debt  in  2004.  XLCA's  triple-A  guarantee  also 
helped  the  city  to  diversify  its  bond  insurers.  Pro- 
ceeds from  Houston's  revenue  bond  issue  were  used 
to  refund  outstanding  subordinated  lien  commercial 
paper.  The  new  financing  enabled  overall  debt  service 
to  remain  stable,  the  new  term  better  matched  the 
assets  being  financed,  and  the  city  secured  significant 
net  present  value  savings.  With  heightened  awareness 
of  the  need  for  capital  improvements,  Houston  has  a 
multibillion-dollar,  multiyear  debt-financed  capital 
improvement  plan  that  reflects  its  commitment  to  main- 
tain, upgrade,  and  expand  its  water  and  sewer  system. 

XL  Weather  &  Energy:  individual  solutions 
for  energy  industry  risks 

An  electricity  and  gas  supplier  was  exposed  to  three 
common  industry  risks:  1 )  Unplanned  outages  resulting 
in  higher  replacement  costs;  2)  Budget  variances  when 
mild  winters  reduce  sales  of  natural  gas;  3)  Purchasing 
natural  gas  on  the  open  market  when  winters  are 
cold.  These  risks,  either  in  isolation  or  combination,  are 
common  to  many  energy  companies.  XL  Weather  & 
Energy  offered  a  team  of  experienced  energy  risk  man- 
agement professionals  who  worked  with  the  customer 
to  structure  a  generation  outage  transaction,  a  struc- 
tured weather  risk  management  program  and  temper- 
ature-contingent gas  price  risk  management  solution 
that  addressed  each  of  these  types  of  risks. 


XL  Capital  delivers,  through  its  operating  subsidiaries,  an  extensive  and  specialized  range  of  risk  products  and 
services.  Each  XL  company  features:  a  strong  balance  sheet,  a  unique  appetite  for  risk,  a  recognized  depth  of 
professional  experience,  and  locations  in  29  countries,  www.xlcapital.com.  Listed  on  the  New  York  Stock  Exchange 
under  the  ticker  symbol  "XL." 
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leading  companies  in  the  world 


Rank  413  -  487 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL)  | 

413 

Wolseley 

18.448 

723 

9,658 

12,495  | 

414 

Lagardere  SCA 

11,682 

420 

22,587 

11,055 

415 

BOC  Hong  Kong 

2,962 

1,026 

98,221 

20,131  | 

416 

Eastman  Kodak 

13,517 

649 

14,848 

9,744  1 

417 

Munich  Re 

59,810 

-546 

246,800 

28,372  | 

418 

SCA-Svenska  Cellulosa 

13,539 

548 

17,615 

9,149  1 

419 

Shin-Etsu  Chemical 

7,978 

717 

13,156 

17,338  | 

420 

Aon 

10,174 

654 

26,503 

7,756  | 

420 

Dai  Nippon  Printing 

12,972 

507 

14,258 

12,192  | 

422 

Carso  Global  Telecom 



12,466 

770 

23,258 

6,454  | 

423 

Chunghwa  Telecom 

5,276 

1,428 

13,571 

19,873  1 

424 

Natexis  Banques 

11,953 

333 

170,955 

7,116  | 

425 

PTT  Public  Company 

12,469 

994 

8,152 

15,788~| 

426 

May  Dept  Stores 

14,441 

524 

15,109 

10,076  1 

427 

Turkiye  Is  Bankasi 

11,402 

338 

30,764 

10,895  1 

428 

Sampo 

 *  

5,332 

1,057 

50,172 

7,953~| 

429 

Albertsons 

37,469 

379 

18,712 

8,241  1 

430 

AES 

9,471 

395 

29,640 

10,861  1 

430 

Canadian  Natural  Res 

5,447 

1,174 

15,342 

15,294  1 

432 



Constellation  Energy 

12,550 

540 

17,347 

9,074 

433 

Henkel  Group 

11,869 

653 

11,404 

12,342 

434 

ABB  Group 

22,460 

213 

30,413 

12,551  1 

435 

George  Weston 

24,832 

357 

14,831 

11,326 

436 

Kroger 

55,772 

211 

21,091 

13,172 

437 

Suzuki  Motor 

21,066 

420 

14,357 

10,102 

438 

Kirin  Brewery 

11.800E 

479 

17,625 

9,855  1 

439 

EDP-Elec  de  Portugal 

8,777 

479 

22,693 

10,603  | 

440 

UFJ  Holdings 

23,602 

-3,859 

773,304 

28,274  1 

441 

AMP 

4,304 

731 

55,404 

10,809 

442 

Apple  Computer 

9,763 

508 

9,362 

36,658  | 

443 

Depfa  Bank 

8,420 



465 

218,819 

5,806  1 

444 

Suez  Group 

49,836 

-2,724 

87,988 

27,700 

445 

Scottish  &  Southern 

9,455 

826 

10,002 

14,492  | 

446 

Pulte  Homes 

11,711 

987 

10,407 

9,952  | 

447 

Baxter  International 

9,509 

388 

14,191 

21,983 

448 

Viacom 

22,526 

-16,150 

89.849 

59,506  1 

449 

Kingfisher 

12,866 



419 



13,031 

13,178  | 

150 

Computer  Sciences 

14,261 

589 

13,099 

8,835] 

451 

Kohl's 

11,701 

730 

7,979 

16,424  | 

152 

Sibneft 

7,027 

2,384 

8,150 

16,500  1 

153 

America  Telecom 

12,102 

492 

13.978 

10,639 

154 

China  Unicom 

8,194 

511 

18,061 

11,195 

154 

Vivendi  Universal 

32,053 

-1,438 

69,080 

33,942 

156 

Staples 

14.448 

708 

7,071 

15,644^] 

157 

Northern  Rock 

6,360 

588 

82,131 

6,375 

158 

Suncor  Energy 

7,184 

907 

9,837 

17,653 

159 

Solvay  Group 

10,688 

664 

12,844 

9,865 

60 

DR  Horton 

11,156 

1,030 

9,699 

10,235 

60 

Mitsubishi  Estate 

6,514 

335 

29,381 

15,826 

62 

West  Japan  Railway 



11,647 

450 

22,468 

7,898 

HANK 

rniiDituy 
lulHrAN? 

SALES 
(imlL) 

PROFITS 

ASSETS 

MARKET 
VALUE 

463 

HVB-HypoVereinsbank 

26.937 

-2,831 

633.595 

18,247 

GE 

464 

CIT  Group 

4,673 

754 

51,111 

8,481 

US 

465 

Compass  Group 

21,326 

326 

15,150 

10,397 

UK 

466 

Reckitt  Benckiser 

7,430 

1,125 

7,374 

22,885 

UK 

467 

Alliance  &  Leicester 

4,673 

675 

86,472 

7,703 

UK 

467 

Imperial  Tobacco 

5,493 

806 

11,647 

19,465 

UK 

469 

US  Steel 

14,108 

1,071 

10,956 

7,090 

US 

470 

Tokyo  Gas 

11,034 

429 

15,477 

10,702 

JA 

471 

Rohm  &  Haas 

10,933 

729 

10,011 

10,851 

US 

471 

Kmart  Holding 

20,120 

1,067 

7.665 

8,692 

US 

473 

Hilton  Group 

22,828 

501 

9,798 

9,553 

UK 

474 

Mitsubishi  Heavy  Inds 

22,738 

209 

35,375 

9,089 

JA 

474 

HJ  Heinz 

8,795 

743 

9,953 

13,149 

US 

476 

United  Overseas  Bank 

2,920 

890 

82,647 

12,862 

SI 

477 

Itausa 

7,083 

540 

42,299 

6,487 

BR 

478 

Marubeni 

24,551 

331 

39,622 

4,811 

JA 

479 

Bayer  Group 

35,933 

-1,712 

45,468 

27,322 

GE 

480 

Cepsa 

13,964 

770 

7,819 

10,644 

SP 

481 

Air  Prods  &  Chems 

7,718 

639 

10,653 

14,252 

US 

482 

RJ  Reynolds  Tobacco 

6,437 

639 

14,428 

12.092 

US 

483 

Hannover  Re 

11,810 

446 

34,922 

5,185 

GE 

484 

Natl  Bank  of  Greece 

3,912 

453 

67,562 

12,684 

GR 

485 

PPL 

5,812 

700 

17761 

10,310 

US 

486 

National  Thermal  Pwr 

4,495 

925 

13,928 

17,588 

IN 

487 

Boston  Scientific 

5,624 

1,062 

8,170 

27,581 

US 

Thanks  to  rising 
oil  prices,  the  oil 
and  gas  sector  is 
the  Forbes  2000 
group  with  the 
best  return  on 
equity  over  the 
past  12  months. 


SECTOR 

OIL  &  GAS  OPERATIONS 
HOUSEHOLD  &  PERSONAL  PRODUCTS 
SOFTWARE  &  SERVICES 
DRUGS  &  BIOTECHNOLOGY 
FOOD,  DRINK  &  TOBACCO 

Based  on  the  median  company. 


LATEST- 
12-MONTH 
RETURN  ON 
EQUITY 

20.1% 

19.7 

17.3 

17.3 

16.7 


ee  page  232  for  country  codes.  See  page  242  for  footnotes 
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leading  companies  in  the  world 


Rank  488  -  56: 


RANK 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

1 

488 

Husky  Energy 

7,033 

838 

11,032 

12,348 

CA 

489 

Sprint  FON 



27,428 

-1,012 

41,321 



34,833 

US 

490 

WPP 

7,332 

372 

19,103 

13,597 

UK 

491 

Cnooc 

4,961 

1,398 

8,879 

23,829 

HK 

492 

MOL 

10,816 

1,154 

8.866 

9,102 

HU 

493 

Marriott  Intl 

10,099 

596 

8,668 

14,334 

US 

494 

Tribune 

5,712 

677 

14,113 

12,914 

US 

495 

Porsche 

7,643 

741 

9,947 

12,667 

GE 

496 

AmerisourceBergen 

53,463 

424 

11,310 

6,655 

US 

497 

Lennar 

10,505 

946 

9,165 

9,436 

US 

498 

M&T  Bank 

3,242 

723 

52,939 

11,419 

US 

499 

PPG  Industries 

9,513 

683 

8,932 

12,388 

US 

500 

CSX 

7,929 

395 

24,365 

8,875 

US 

500 

Mitsubishi  Chemical 

18,445 

331 

18,685 

7,399 

JA 

502 

Textron 

10,242 

365 

15,875 

10,720 

US 

503 

TPG 

14,824 

377 

9,698 

13,321 

NE 

504 

Norilsk  Nickel 

5,436 

901 

11,253 

13,692 

RU 

505 

Shinhan  Financial 

5,711 

305 

116,731 

9,136 

KO 

506 

TransCanada 

4,256 

904 

18,442 

11,715 

CA 

507 

Praxair 

6,594 

697 

9,878 

14,557 

US 

DUO 

Danaher 

6,889 

746 

8,494 

16,734 

US 

509 

Altadis 

11,916 

369 

11,499 

12,049 

SP 

510 

Friends  Provident 

7,984 

343 

60,016 

6,509 

UK 

511 

Chugoku  Electric  Pwr 

9,264 

411 

25,410 

7,017 

JA 

512 

Daiwa  Securities 

4,348 

408 

102,730 

9,098 

JA 

The  99  companies 
in  the  Forbes  2000 
oil  and  gas  group 
easily  outpaced 
the  other  sectors  in 
total  return  over 
the  past  12  months. 


52-WK 
TOTAL  RETURN 


(IN  SUS) 

OIL  &  GAS  OPERATIONS 

50.5% 

CONSTRUCTION 

39.6 

TRADING  COMPANIES 

37.6 

CAPITAL  GOODS 

34.3 

CHEMICALS 

33.6 

Based  on  the  median  company. 

HANK 

rnuDAbv 
LUmrANT 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

4 

513 

Mitsui  Trust 

3.891 

487 

119,492 

8,729 

j. 

514 

Formosa  Petrochemical 

6,966 

558 

9.504 

16,450 

Tt 

515 

Aiful 

4,536 

599 

22,206 

10.839 

Jt 

516 

MAN  Group 

20,281 

438 

12.009 

6,821 

Gl 

517 

Toyota  Industries 

11.155 

322 

19,241 

8,697 

Jt 

517 

Assoc  British  Foods 

9,357 

620 

8,900 

11.739 

UH 

519 

St  George  Bank 

3,691 

558 

50,854 

9.993 

Al 

520 

Eaton 

9,817 

648 

9,075 

10.595 

u; 

521 

Akbank 

4,168 

1,071 

20,760 

9.386 

TLi 

522 

Merck 

7.245 

894 

7,528 

14,687 

CEi 

523 

Rolls-Royce 

11,399 

392 

14,918 

8,605 

Ub 

524 

Continental 

14,509 

395 

10.220 

10.193 

Gl 

525 

Hon  Hai  Precision  Ind 

10,940 

672 

6,036 

15,025 

t; 

526 

Electrolux  Group 

18.157 

474 

11,277 

7,019 

SVi 

527 

Sun  Hung  Kai  Props 

2,790 

888 

22,030 

22,396 

CN 

528 

Nortel  Networks 

10,904 

354 

12,161 

11,320 

c/ 

529 

Syngenta 

7,879 

499 

11,062 

11.424 

Si 

530 

Veolia  Environnement 

35,979 

-2,585 

48,844 

14,124 

FF 

531 

Telus 

6,318 

472 

14,782 

11,129 

Ct 

532 

Union  Fenosa 

6,994 

469 

17,415 

8,776 

SF 

533 

Bunge 

25.168 

469 

10,939 

6,037 

Bl 

533 

Scania 

9.062 

614 

10.568 

9,013 

SV 

535 

Comerica 

3.094 

757 

51766 

9,731 

u: 

536 

Resona  Holdings 

10,003 

-15,941 

381,178 

23,339 

jt 

536 

Nucor 

11,377 

1.121 

6,133 

9,918 

US 

538 

Magna  International 

16,415 

537 

9,637 

7,189 

ct 

539 

Ping  An  Insurance 

7,573 

280 

24  545 

10,724 

cr 

540 

Natl  Bank  of  Canada 

3,917 

595 

72,646 

7,268 

ct 

541 

American  Electric 

13,830 

150 

34,822 

13,216 

US 

542 

Kookmin  Bank 

13,931 

-623 

156,229 

15,507 

KC 

543 

Acorn 

4,167 

674 

19,872 

10,914 

Jt 

544 

Ferrovial 

7,580 

428 

18,278 

8,386 

SI 

545 

Mediobanca 

2.754 

654 

45,946 

13,359 

IT 

546 

Marsh  &  McLennan 

12,159 

180 

18,337 

17.204 

u;> 

547 

Ameren 

5.160 

530 

17,434 

10,047 

UJ 

547 

International  Paper 

25,532 

-35 

34,278 

18,174 

us 

549 

DTE  Energy 

7,114 

431 

21.297 

7,704 

us 

550 

Heineken  Holding 

13,575 

365 

14,136 

7.577 

Nl 

551 

Phelps  Dodge 

7,089 

1,046 

8,594 

10.209 

us 

552 

Sabanci  Group 

7,196 

578 

24,999 

5,209 

™ 

553 

Ahold 

70,526 

-1 

28,795 

14,079 

554 

Portugal  Telecom 

7,251 

302 

15.379 

14,198 

Pt 

555 

Xcel  Energy 

8.345 

401 

20,205 

7,094 

u; 

556 

AT&T 

30,537 

-6,110 

32,673 

15  464 

us 

557 

OMV  Group 

9,616 

493 

9,440 

10,417 

AS 

558 

Sumitomo  Chemical 

11,097 

329 

14,660 

8,847 

JA 

559 

Limited  Brands 

9,408 

738 

7,873 

9,665 

U! 

559 

Newmont  Mining 

4,590 

482 

12,762 

18.354 

u: 

561 

BAA 

3,629 

696 

19  236 

12,540 

UI 

562 

Charles  Schwab 

4,202 

286 

47,100 

14,143 

U! 
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Can  your 
network 
transform  your 
business? 


EVOLVE  AT  WILL.  Can  your  network  turn  a  tight  race  into  a  commanding  lead?  Can  it 
move  quickly  into  global  markets,  help  drive  down  costs  and  be  nimble  in  the  face  of 
changing  competition?  Can  it  offer  both  ultra-flexible  IP-VPNs  and  business  continuity 
services?  Can  it  deliver  innovative  security  and  IP  management  expertise?  With 
networking  solutions  from  AT&T,  you  can  integrate  your  entire  value  chain  into  a  single, 
globally  networked  community.  So  not  only  will  your  enterprise  be  able  to  reach  the 
entire  world— it  might  even  be  capable  of  changing  it.  CAN  YOUR  NETWORK  00  THIS? 


f'He 

5ij 

^pAT&T 

To  find  out  how  AT&T's  networking  solutions 

can  help  evolve  the  way  you  do  business,  go  to: 

The  world's  networking  company5" 

att.com/transform 

©2005  AT&T 
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leading  companies  in  the  world 


Rank  562  -  66( 


RANK 

COMPANY 

SALES 
/Cull  \ 

PROFITS 

ASSETS 

MARKET 
VAMJE 

/CUM  1 

1 

nnnn 

rflMPAMY 

SALES 

/CUII  1 

PROFITS 

/CUM  1 

ASSETS 
/cuii  i 

MARKET 
VALOE 
/cuii  i 

562 

Swiss  Life  Holding 

17525 

188 

129,121 

•  5,171 

SZ 

613 

Sekisui  House 

12,544 

357 

10,921 

7578 

564 

Adecco 

19,973 

375 

7,932 

10,255 

sz 

614 

Nippon  Oil 

30.435 

-1.279 

31.050 

11,279 

565 

Sunoco 

23,186 

605 

6,922 

7,247 

us 

615 

BAE  Systems 

17457 

-896 

29.198 

15.087 

566 

Sumitomo  Metal  Inds 

10,738 

295 

18.748 

8,245 

JA 

616 

Marshall  &  llsley 

2.908 

594 

38.980 

9.203 

567 

Fortune  Brands 

7,021 

784 

7,884 

11,688 

US 

617 

Singapore  Airlines 

5.831 

507 

11,941 

8.999 

568 

Kac 

8,647 

626 

6,744 

13,011 

JA 

618 

Mazda  Motor 

27,937 

325 

16,302 

4.213 

569 

Yum  Brands 

9,011 

740 

5,696 

14,146 

US 

618 

Irish  Life/Permanent 

6.027 

329 

49.323 

5,495 

570 

TJX  Cos 

14,913 

664 

5,028 

11,767 

US 

620 

Enbridge 

5.450 

544 

12.300 

8,622 

571 

Alcan 

26,809 

58 

32,685 

14,825 

CA 

621 

Starwood  Hotels 

5.368 

395 

12.298 

11,948 

572 

OTP  Bank 

3,343 

775 

23,041 

10,495 

HU 

622 

Atlas  Copco 

7,322 

640 

7.106 

10,474 

573 

Sandvik 

8,218 

670 

7,710 

- 

10,789 

SW 

623 

Toppan  Printing 

12,429 

299 

13,829 

7,081 

574 

Cheung  Kong 

1,091 

1,264 

25,847 

22,050 

HK 

624 

Baker  Hughes 

6,104 

529 

6.759 

15  861 

575 

Hellenic  Telecom 

6,182 

517 

12,954 

9,551 

GR 

625 

Ebay 

3,271 

778 

7.991 

56  798 

576 

Sanlam 

10,143 

282 

28,951 

6,376 

SA 

626 

British  Airways 

13,948 

240 

22,327 

5,578 

577 

Japan  Tobacco 

19,110 

-73 

27,854 

21,363 

JA 

627 

Flextronics  Intl 

16,063 

282 

11,263 

7,468 

578 

Tyson  Foods 

26,388 

394 

10,344 

6,010 

US 

628 

Osaka  Gas 

9,114 

451 

11.295 

6,735 

578 

Sumitomo  Electric 

14,776 

246 

16,044 

8,370 

JA 

629 

CLP  Holdings 

3,638 

990 

9,779 

13,803 

580 

Nationwide  Financial 

4,180 

505 

116,878 

5,600 

US 

629 

Harley-Davidson 

5,320 

890 

5,483 

18,193 

581 

Novo-Nordisk 

5,295 

914 

6,687 

18,478 

□E 

631 

Woolworths 

19,534 

511 

4,161 

12,810 

582 

Seiko  Epson 

13.539 

364 

11,537 

7,758 

JA 

632 

Suncorp-Metway 

3,932 

432 

30,160 

8,043 

583 

H&M  Hennes  &  Mauritz 

7,995 

1,083 

4,183 

29,227 

SW 

633 

Liberty  Media 

7,590 

-883 

47,132 

28,388 

584 

Yahoo 

3,575 

840 

9,092 

44,365 

US 

634 

NiSource 

6,666 

436 

16,988 

6,127 

585 

Nippon  Yusen 

13,396 

333 

13,162 

7,343 

JA 

635 

Safeco 

6,566 

526 

14,666 

6,057 

586 

TUI  Group 

24,170 

346 

16,106 

4,662 

GE 

636 

McGraw-Hill  Cos 

5,251 

756 

5.863 

17,442 

587 

TDC  Group 

8.494 

304 

16,001 

9,766 

DE 

637 

United  Utilities 

3,801 

666 

17,563 

8,507 

588 

Fidelity  National 

8.296 

741 

9,258 

7,858 

US 

638 

Northern  Trust 

2,830 

507 

45,279 

9.256 

589 

Hana  Bank 

4,827 

451 

68,953 

5.494 

KO 

638 

Avon  Products 

7,748 

846 

4,148 

20,228 

590 

Accor 

8.521 

340 

13,781 

9,707 

FR 

640 

North  Fork  Bancorp 

1,827 

553 

60,667 

13,559 

591 

Mitsui  OSK  Lines 

9.554 

531 

9,567 

8,243 

JA 

641 

DSM 

10,518 

356 

12,125 

6,822 

592 

AmSouth  Bancorp 

2,996 

605 

49,688 

8,901 

US 

642 

Nikko  Cordial 

3,264 

371 

57,267 

9,041 

593 

ACS  Group 

11,101 

289 

14,076 

9,019 

SP 

642 

China  Life  Insurance 

9,500 

-173 

39,709 

18,703 

594 

Fondiaria-SAI 

12,320 

273 

37,330 

4,666 

IT 

644 

Acciona 

4,862 

2,450 

10,287 

5,968 

595 

Finmeccanica 

9,430 

237 

23,320 

8,691 

IT 

645 

QBE  Insurance  Group 

4,825 

431 

15,333 

9,111 

596 

Coles  Myer 

22,643 

433 

6,130 

9,295 

AU 

646 

McKesson 

77,843 

-202 

18,684 

11,023 

597 

Boots 

9,825 

761 

6,460 

9,465 

UK 

647 

KeySpan 

6,650 

464 

14,515 

6,352 

598 
599 

Schering  Group 

6,658 

678 

6,779 

13,921 

GE 

648 

Oji  Paper 

11.309 

300 

15,269 

6.008 

Aisin  Seiki 

15,378 

333 

13,036 

6,472 

JA 

649 

Delhaize  Group 

23,674 

215 

11,950 

7.335 

600 

Eurohypo 

12.819 

8 

283,653 

10,864 

GE 

650 

Banca  Naz  del  Lavoro 

5,842 

177 

100,699 

8,507 

601 

Jefferson-Pilot 

4,102 

563 

35,104 

6,699 

US 

651 

Capitalia 

9.244 

39 

159,549 

11,297 

601 

Campbell  Soup 

7,414 

666 

7074 

11,397 

US 

652 

AutoNation 

19,425 

434 

8,699 

5,162 

601 

Unibanco  Group 

7.342 

483 

29,876 

4,397 

BR 

653 

Halliburton 

20,466 

-979 

15,796 

19,414 

604 

Kerr-McGee 

5,179 

404 

14,495 

11,796 

US 

654 

Monsanto 

5,527 

324 

9,999 

15.652 

605 

Malayan  Banking 

2,519 

638 

46  920 

11,809 

MA 

655 

Franklin  Resources 

3,615 

774 

8,451 

17.574 

606 

Telkom 

6,487 

719 

8,311 

10,430 

SA 

656 

BOC  Group 

7,039 

478 

8,317 

9.531 

607 

Takefuji 

3,684 

716 

18,194 

10,052 

JA 

657 

Teva  Pharmaceutical 

4,980 

344 

9,632 

18,642 

608 

Electronic  Data  Sys 

20,623 

158 

17,515 

10.945 

US 

658 

China  Steel 

4,451 

1,089 

7,107 

11,667 

609 

BPVN  Group 

3,996 

407 

60,897 

7,280 

IT 

659 

Assurant 

7,413 

351 

23,969 

4,815 

610 

Pepsi  Bottling  Group 

10,906 

457 

10,793 

6,778 

US 

660 

PG&E 

11,080 

NA 

34,540 

13,948 

611 

Fiat  Group 

60,813 

-2,390 

78,841 

7,344 

IT 

660 

Yamanouchi  Pharma 

4.897 

575 

8.454 

11,665 

612 

Williams  Cos 

12,461 

164 

24,067 

10,506 

US 

660 

Baoshan  Iron  &  Steel 

5.340 

843 

7.349 

9,615 
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KNOW 


S  software  gives  you  the  power  to  know  more  about  your  customers,  suppliers,  markets,  finances 
d  overall  performance.  With  4  million  users  at  more  than  40,000  locations  around  the  globe,  SAS 
ers  the  most  widely  used  and  well  supported  business  intelligence  and  analytics  software  on  the 
rket.  Find  out  why  $4%  of  the  FORTUNE  Global  500"  rely  on  SAS  to  not  only  make  decisions,  but 
ke  the  right  ones... taking  them  Beyond  Bl. 


sas.com/profit 


The  Power  to  Know* 
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leading  companies  in  the  world 


Rank  663  -  737 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

4 

663 

Orkla 

5,283 

2,434 

6,881 

7,542 

NO 

664 

Southwest  Airlines 

6,530 

314 

11,337 

10,855 

US 

664 

Asahi  Kasei 

12,009 

265 

11,741 

7,441 

JA 

666 

InterActiveCorp 

6,193 

165 

22,399 

15,584 

US 

667 

Banche  Popolari  Unite 

4,547 

252 

78,923 

7,068 

IT 

668 

Pitney  Bowes 

4,957 

481 

9,821 

10,576 

US 

669 

Komatsu 

11,462 

258 

12,215 

7,452 

JA 

670 

Skanska 

18,249 

399 

9,177 

4,999 

SW 

671 

Imperial  Chemical  Ind 

10,751 

403 

9,474 

6,274 

UK 

672 

Brascan 

3,605 

434 

20,010 

9,529 

CA 

673 

Banco  de  Sabadell 

2,826 

442 

57,387 

7,819 

SP 

674 

Hypo  Real  Estate 

11,151 

145 

187,304 

5,499 

GE 

675 

Mitsui  Fudosan 

10,565 

138 

27,507 

10,240 

JA 

676 

Qantas  Airways 

7.939 

453 

12,289 

5,382 

AU 

677 

Royal  Caribbean 

4,555 

475 

11,964 

9,481 

LI 

678 

Allied  Domecq 

4,705 

641 

7,850 

11,070 

UK 

679 

Oversea-Chinese  Bank 

1.848 

562 

49,731 

10,984 

SI 

680 

Daiwa  House  Industry 

11732 

357 

9,686 

6,249 

JA 

681 

Nan  Ya  Plastic 

5,055 

506 

8,582 

10,651 

TA 

682 

Simon  Property  Group 

2,642 

450 

22,070 

13,650 

US 

683 

Sovereign  Bancorp 

2,706 

454 

54,471 

7,940 

US 

684 

Agilent  Technologies 

7,196 

381 

7,150 

11.784 

US 

685 

Inco 

4,609 

650 

10,723 

7,806 

CA 

686 

EnBW-Energie  Baden 

-1  t;ni 

0±,  f  to 

GE 

687 

Noranda 

7,518 

590 

9,611 

5,476 

CA 

H 

W. 

■ 

1 

Measured  by  total  number  of 
employees,  the  five  biggest  sectors 
in  the  Forbes  2000  keep  nearly  24 
million  people  gainfully  employed. 


RETAILING 


BANKING 


Employees  (mil) 

6.3 


5.8 


CONSUMER  DURABLES 


5.2 


FOOD  MARKETS 


TRANSPORTATION 


3.3 
3.2 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

688 

Itochu 

15,388 

-306 

41,751 

8.375 

689 

Becton  Dickinson 

5,038 

537 

5.973 

15.142 

690 

Murphy  Oil 

7,508 

626 

5,602 

9,205 
7062 

691 

Popular 

2,825 

490 

44.397 

692 

Nippon  Express 

15,969 

261 

12,094 

5,343 

692 

Nipponkoa  Insurance 

10,114 

185 

32,879 

5.479 

694 

IFIL 

65,956 

-57 

77,202 

4,682 

695 

Hanson 

6,649 

372 

12,048 

7,109 

696 

Parker-Hannifin 

7,762 

537 

6,681 

7,907 

697 

Ajinomoto 

9,959 

348 

8,185 

8.014 

698 

Talisman  Energy 

3,396 

760 

8.769 

13,234 

699 
700 

Skandia  Insurance 

9,273 

173 

47,160 

5,490 

Dixons  Group 

11,551 

499 

6.815 

5,943 

701 

Cinergy 

4,688 

401 

14,982 

7,585 

702 

Cincinnati  Financial 

3,614 

584 

16,107 

7,470 

702 

British  Sky  Broadcast 

6,647 

585 

4,113 

20,705 

704 

Sankyo  (pharma) 

5.713 

416 

8,751 

9.741 

705 

Celesio 

23,320 

314 

6,866 

6,446 

706 

All  Nippon  Airways 

11,665 

237 

14,626 

5,836 

707 

Promise 

3,746 

398 

16,428 

9,396 

708 

Nintendo 

4,932 

318 

9,588 

14.469 

709 

Pernod  Ricard 

4,445 

583 

8,860 

9,820 

710 

Bank  of  Yokohama 

2,253 

455 

101,419 

8,762 

711 

Insurance  Australia 

4,717 

465 

11,216 

8,083 

712 

Shinsei  Bank 

1,359 

636 

60,553 

7,986 

713 

Kobe  Steel 

11,680 

211 

17,860 

5,406 

714 

Sanyo  Electric 

24.907 

128 

24.350 

6,261 

715 

EFG  Eurobank  Ergasias 

2,629 

343 

35,109 

10,948 

716 

Secom 

5,053 

394 

10,246 

9,322 

717 

Richemont 

4,126 

391 

8,381 

18,222 

717 

Yamato  Transport 

9.689 

477 

6,182 

7,268 

719 

Nippon  Paper  Group 

11,426 

232 

15,533 

5,375 

720 

Inditex 

5.734 

557 

4,377 

19,294 

721 

Macquarie  Bank 

2.901 

378 

33,375 

8,583 

722 

Fubon  Financial 

2,787 

414 

37,037 

7,832 

723 

MGM  Mirage 

4,238 

405 

11,104 

10.370 

724 

Asahi  Breweries 

8.600E 

299 

11,917 

6,328 

725 

American  Standard 

9,510 

314 

6,843 

9,845 

726 

MBIA 

1,569 

804 

32,912 

8.247 

727 

Directv  Group 

11,360 

-1,639 

14,324 

20,799 

728 

Edison 

6,652 

181 

20,748 

8,892 

729 

Fuji  Heavy  Inds 

13,790 

370 

12,646 

3,647 

729 

Aioi  Insurance 

9,981 

281 

25,791 

3,644 

731 

ITT  Industries 

6,764 

432 

7,277 

8,119 

732 

TDK 

6,312 

403 

7,053 

9,597 

733 

Everest  Re  Group 

5,009 

495 

15,073 

4,839 

734 

MCI 

20,690 

-3,889 

26,759 

7,232 

735 

ASF-Auto  Sud  France 

2,816 

408 

16.014 

12,138 

735 

Public  Power 

4,903 

383 

13,025 

7,200 

737 

FCC  Group 

7,611 

388 

8,841 

6,745 
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SAS  gives  you 


TO  KNOW 

SAS""  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to  maximize  value,  minimize  risk 
and  optimize  performance.  You'll  get  to  know  your  customers,  markets,  finances  —  your  entire  business  — 
in  a  whole  new  way.  And  gain  the  ability  to  look  forward  using  the  world's  best  business  intelligence  and 
analytics  software.  More  than  4  million  users  at  over  40,000  locations  —  including  94%  of  the  FORTUNE 
Global  500  —  rely  on  SAS  to  increase  profits,  reduce  costs  and  make  a  recognized  impact  on  business. 


www.sas.com/BeyondBI 


The  Power  to  Know® 
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RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

1 

' 

738 

Royal  &  Sun  Alliance 

20,871 

-682 

89,216 

4,711 

UK 

739 

Lear 

16,960 

422 

9,944 

3,511 

US 

739 

Land  Securities  Group 

2,372 

532 

17,849 

12,363 

UK 

741 

Reuters  Group 

5,537 

676 

4,733 

11.399 

UK 

742 

Bank  Hapoalim 

4,236 

309 

58,800 

4,550 

IS 

743 

Sch<jring-Plough 

8,272 

-946 

15.102 

27.938 

US 

744 

Murata  Manufacturing 

3,968 

465 

8,000 

12,561 

JA 

745 

Wesfarmers 

5,204 

611 

5,039 

11,734 

AU 

746 

Office  Depot 

13,565 

338 

6,715 

6,014 

US 

747 

Mega  Financial 

2,374 

533 

51,773 

6,688 

TA 

748 

Unipol 

9,821 

185 

36,827 

4,284 

IT 

749 

Obayashi 

12,898 

203 

17,387 

4,580 

JA 

750 

Premcor 

15,335 

478 

5,690 

4,895 

US 

751 

Rohm 

3,407 

610 

8,057 

11,982 

JA 

752 

Kinki  Nippon  Railway 

12,433 

159 

20,462 

5,651 

JA 

753 

Anglo  Irish  Bank 

2,076 

472 

42,668 

8,837 

IR 

754 

Guidant 

3,766 

524 

5,372 

23,676 

US 

754 

Koq  Group 

11,008 

271 

10,357 

5,374 

TU 

756 

Whirlpool 

13,220 

406 

8,123 

4,271 

US 

757 

Icici  Bank 

3,184 

365 

30,057 

6,387 

IN 

757 

Woori  Finance  Holding 

7,897 

47 

107,806 

7,323 

KO 

759 

Mobile  TeleSystems 

3,579 

966 

4,866 

15,925 

RU 

760 

Toray  Industries 

10,428 

200 

12,178 

6.622 

JA 

760 

Amazon.com 

6,921 

588 

3,249 

14,414 

US 

762 

Synovus  Finl 

2.600 

421 

24,389 

8,419 

US 

763 

BHW  Holding 

8,365 

189 

143,549 

3.347 

GE 

764 

Xstrata 

3,778 

301 

10,964 

13,304 

UK 

765 

Alliance  UniChem 

17,080 

321 

6,751 

5,018 

UK 

766 

Sun  Microsystems 

11.230 

-106 

13.734 

14.255 

US 

767 

L-3  Communications 

6,897 

382 

6,392 

8,303 

US 

768 

Mediaset 

3,810 

465 

5,880 

16,658 

IT 

769 

Degussa 

14,374 

-200 

17,006 

9.026 

GE 

770 

Thales 

13.294 

141 

13,687 

7,802 

FR 

771 

Ashland 

9.134 

438 

7,563 

4,706 

US 

772 

Supervalu 

19,996 

389 

6,166 

4,292 

US 

773 

Qwest  Communications 

13,809 

-1.794 

24,324 

7,085 

US 

774 

Deutsche  Lufthansa 

20,072 

-1,238 

20.826 

6.595 

GE 

775 

Delphi 

28.867 

153 

21,230 

3,855 

US 

775 

JS  Group 

9,269 

312 

9,134 

5,327 

JA 

777 

Tenaga  Nasional 

4.662 

214 

16,684 

8.715 

MA 

778 

Swire  Pacific 

2,263 

634 

12,511 

12,515 

CN 

779 

Belgacom 

6,764 

216 

6,745 

14,779 

BE 

780 

Autostrade 

3,218 

197 

18,793 

15.913 

IT 

781 

Linde 

11,311 

136 

14,821 

8,232 

GE 

782 

White  Mountains  Ins 

4,553 

238 

19,015 

7.040 

BU 

783 

Starbucks 

5,603 

425 

3,820 

20,661 

US 

783 

Bank  Mandiri 

3,240 

546 

29,405 

3,937 

ID 

785 

Gallaher  Group 

4,618 

441 

6,250 

9.897 

UK 

786 

Eisai 

4.792 

480 

5,727 

9,674 

JA 

787 

Ambac  Financial  Group 

1,405 

725 

17629 

8.471 

US 
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Rank  738  -  837 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

! 

788 

Snecma 

8,089 

229 

9,903 

6,953 

FR 

789 

Outokumpu 

9682 

520 

9,602 

3,299 

Fl 

790 

Wm  Morrison  Supermkts 

9,022 

361 

4,071 

11,462 

UK 

791 

Nippon  Mining 

21,216 

142 

14,874 

5,045 

JA 

792 

Sodexho  Alliance 

14,000 

223 

9,206 

5,013 

FR 

792 

Zimmer  Holdings 

2,981 

542 

5,696 

21,072 

US 

794 

H&R  Block 

4,246 

571 

6,141 

8,779 

US, 

795 

adidas-Salomon 

8,790 

426 

5,043 

6,882 

GE 

796 

MTN  Group 

3,796 

588 

5.031 

13,689 

SAI 

797 

Isuzu  Motors 

13,703 

524 

10,244 

2,610 

JAi 

798 

Toyota  Tsusho 

24,670 

198 

9,877 

4,326 

JAi 

799 

Yamaha  Motor 

9,958 

392 

6,680 

4,838 

JAI 

799 

Sacyr-Vallehermoso 

4,193 

421 

14,269 

4,903 

SPI 

801 

KB  Home 

7,053 

481 

5,836 

5.958 

USI 

801 

United  Microelectron 

2,818 

413 

10,308 

11,881 

TAI 

803 

GKN 

6.687 

1,107 

7,169 

3,582 

UK) 

804 

Electric  Power  Devel 

5,459 

265 

19.465 

4,446 

JAI 

805 

Vattenfall  Europe 

10,636 

-175 

19,407 

8,455 

GEI 

806 

Dean  Foods 

10,822 

285 

7,756 

5  149 

USI 

807 

Eletrobras 

6.699 

112 

40,784 

7.858 

BRI 

808 

Japan  Airlines  Sys 

18,506 

-849 

19,771 

5.950 

JAI 

809 

Femsa 

6,749 

276 

9,314 

6,373 

MM 

810 

Dassault  Aviation 

4,693 

418 

7,909 

7,043 

FRI 

811 

Nexen 

3,166 

661 

10,042 

6,553 

CA 

812 

Mattel 

5,103 

573 

4,757 

8,681 

USI 

813 

Bank  Leumi  Group 

3,910 

261 

55,771 

4,173 

ISI 

814 

Hokkaido  Electric  Pwr 

4,955 

391 

13,444 

4,364 

JAI 

815 

UnumProvident 

10,465 

-253 

49,718 

5,017 

USI 

816 

Equity  Office  Prop 

3,196 

171 

24,672 

12,166 

US) 

817 

Alpha  Bank 

2,101 

321 

38,701 

9,058 

GR 

818 

Alstom 

20,526 

-2,258 

21,111 

5,107 

FRi 

819 

Lexmark  International 

5,314 

569 

4,124 

10,344 

USI 

820 

Stryker 

4,262 

466 

4,084 

19,964 

USI 

821 

Hershey  Foods 

4,429 

591 

3,798 

15,503 

USI 

822 

Genuine  Parts 

9,097 

396 

4,455 

7,558 

us) 

823 

China  Netcom  Group 

7,257 

-1,346 

21,373 

9,595 

HK 

824 

Telekom  Indonesia 

3,227 

724 

5,984 

9,636 

ID 

825 

Fanuc 

2,537 

549 

7  268 

14,789 

JA 

826 

Samsung  SDI 

6,039 

545 

5,378 

5,704 

KG 

827 

Torchmark 

3,072 

476 

14,252 

5,633 

US 

828 

ITV 

3,948 

267 

10,700 

9,106 

UK) 

829 

Smiths  Group 

4,979 

388 

5,563 

9,240 

ukJ 

830 

Abertis 

1,543 

447 

12.182 

13,110 

H 

831 

Steel  Auth  of  India 

5,137 

600 

5,371 

6.205 

H 

832 

Electronic  Arts 

3,174 

587 

4,436 

19,859 

us 

833 

Humana 

13,104 

280 

5.658 

5,332 

us 

834 

International  Steel 

9,016 

1,027 

4,489 

4,092 

H 

835 

WR  Berkley 

4,512 

439 

11,451 

4,328 

836 

Shikoku  Electric  Pwr 

5,383 

263 

13,169 

4,997 

837 

El  Paso 

6.078 

-617 

31.795 

7,948 

See  page  232  for  country  codes  See  page  242  for  footnote; 


In  a  tempting  market, 
how  do  you  protect  yourself  from  yourself? 


How  does  the  wise  investor  resist  chasing  performance?  At  Nuveen  Investments,  we  preach  the  wisdom  of  discipline, 


diversification,  and  our  closed-end  exchange-traded  funds.  Our  closed-end  ETFs  seek  to  provide  attractive  monthly  income. 


And  with  over  100  closed-end  ETFs,  you'll  have  more  ways  to  achieve  balance  and  keep  today's  market  from  coming  back  to 


bite  you.  Contact  your  advisor  or  visit  nuveen.com.  As  always,  there  are  risks  inherent  in  any  investment,  including  the  possible 


loss  of  principal.  Closed-end  exchange-traded  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  a  prospectus  containing  this  and  other  information  about 
veen's  funds,  contact  your  advisor  or  Nuveen  at  1-800-257-8787.  Read  the  prospectus  carefully  before  you  invest  or  send  money.  ©2005  Nuveen  Investm 


NUVEEN 


Investments 


Smarter  ways  to  be  conservative: 


0 

0 

0 

leading  companies  in  the  world 

Rank  837  -  937 

RANK 

COMPANY 

SALES 
($MIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

UADI/fT 

MAnntl 

VALUE 
(SMIL) 

I 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALOE 

(SMIL) 

837 

Black  &  Decker 

5,398 

456 

5,531 

6,808 

US 

888 

OPAP 

4,315 

686 

998 

10.145 

839 

Turkiye  Garanti  Bank 

3,054 

381 

17,883 

5.585 

TU 

889 

Kinder  Morgan 

1,165 

522 

10,034 

9.931 

840 

Rockwell  Automation 

4,606 

487 

4,278 

11,446 

US 

890 

NCR 

5.984 

285 

5,777 

7.268 

841 

VF 

6.055 

475 

5.008 

6,638 

US 

891 

Banca  Antonveneta 

3,888 

-1.060 

59,206 

8.498 

842 

PacifiCare  Health 

12,277 

303 

5,227 

5.476 

US 

892 

Indl  Bank  of  Korea 

4,489 

188 

61,102 

3.518 

843 

Quest  Diagnostics 

5,127 

499 

4,204 

9,751 

US 

893 

Softbank 

4,957 

-1,026 

13.334 

15.264 

844 

First  Tennessee  Natl 

2,362 

469 

28,295 

5,239 

US 

894 

Valeo 

12,809 

204 

8.708 

4,023 

845 

Telekom  Malaysia 

3,105 

366 

9,445 

9,759 

MA 

895 

Grupo  Modelo 

3,282 

430 

5,718 

9.909 

846 

Tokyu 

11,720 

-118 

18,768 

6,104 

JA 

896 

Yara  International 

7.128 

620 

4,305 

4.599 

847 

Forest  Labs 

3,240 

932 

3,920 

15,004 

US 

897 

Kajima 

15.536 

-43 

17,393 

4,349 

848 

SKF  Group 

6,746 



445 

5,244 

5,672 

sw 

898 

Publicis  Groupe 

4,859 

189 

13,346 

5,991 

849 

Reliant  Resources 

8,559 

260 

13,083 

3,581 

us 

899 

Tele2 

6,476 

286 

6,784 

5.276 

849 

Clorox 

4,377 

1,119 

3.710 

9,209 

us 

900 

Thomson 

10.640 

33 

11,673 

7.390 

849 

Dover 

5,174 

392 

5,520 

7,864 

us 

901 

Infineon  Technologies 

8,949 

76 

12,840 

7,819 

852 

Siam  Cement 

3,757 

504 

6.056 

8,466 

TH 

902 

British  Land 

930 

316 

18,837 

8,602 

853 

PKO  Bank  Polski 

2,029 

329 

22,584 

9.520 

PL 

902 

Symantec 

2,427 

533 

5,444 

15,617 

854 

MTR 

978 

573 

13,185 

8,517 

HK 

904 

Google 

3,189 

399 

3.313 

51,399 

855 

Huaneng  Power  Intl 

2,825 

656 

6,683 

9,352 

CN 

905 

Seagate  Technology 

6.129 

324 

4,310 

8,423 

858 

Severn  Trent 

3,718 

340 

11,905 

6,077 

UK 

906 

Compass  Bancshares 

1,891 

370 

28,185 

5.597 

857 

Nordstrom 

7,131 

393 

4,466 

7,531 

us 

907 

Bankgesell  Berlin 

9,711 

-264 

191,247 

3,130 

858 

HeidelbergCement 

8.015 

147 

13,491 

6.582 

GE 

907 

EchoStar  Commun 

6.734 

147 

6,170 

13.521 

859 

Estee  Lauder  Cos 

6,079 

403 

3,955 

9.909 

us 

909 

Mitsubishi  Motors 

24,136 

-2,064 

19,249 

3,554 

859 

Beiersdorf 

6,168 

407 

4,214 

8.670 

GE 

910 

Hongkong  Electric 

1,449 

780 

7,305 

9,715 

861 

AutoZone 

5,641 

567 

4,020 

7,719 

us 

910 

Pepco  Holdings 

7,016 

191 

13,529 

4,142 

862 

Zions  Bancorp 

1,923 

406 

31,470 

5,938 

us 

912 

Chiba  Bank 

1,699 

264 

78,120 

5.439 

862 

Shizuoka  Bank 

1,601 

258 

77,634 

7,243 

JA 

912 

Public  Bank 

1,295 

334 

24,166 

6,554 

864 

Air  France  Group 

15,175 

114 

15,798 

5,069 

FR 

914 

Bharat  Petroleum 

12,772 

469 

5,375 

2.943 

865 

Vornado  Realty 

1,707 

593 

11.581 

8,740 

US 

915 

VNU 

4,883 

163 

11,607 

7.854 

866 

Verbund 

4,176 

319 

8,463 

7,343 

AS 

916 

Pearson 

7,229 

98 

11,350 

9,869 

867 

Fiserv 

3,730 

378 

8,383 

7,421 

US 

917 

Wm  Wrigley  Jr 

3,649 

493 

3,167 

14,964 

868 

China  Merchants  Bank 

1,959 

263 

59,490 

7,215 

CN 

918 

Scottish  &  Newcastle 

8,507 

77 

12,689 

7,714 

869 

Harrah's  Entertain 

4,548 

368 

6,579 

7,350 

US 

919 

E-Trade  Financial 

2,077 

389 

31,053 

4,935 

870 

Cez 

3,301 

231 

10,658 

11.312 

CZ 

919 

Storebrand 

4,438 

350 

28.439 

2,601 

871 

Equity  Residential 

1,890 

472 

12,645 

9,353 

US 

921 

Aramark 

10.464 

268 

4,994 

5,178 

872 

Ciba  Specialty  Chems 

6,164 

273 

9,499 

4,698 

SZ 

922 

Conseco 

4,358 

281 

30,926 

2,859 

872 

Micron  Technology 

4,557 

311 

7,893 

7,059 

US 

923 

Toys  "R"  Us 

11,265 

152 

9,718 

4,918 

874 

Olympus 

6,070 

322 

6,465 

5,812 

JA 

924 

Manpower 

14.930 

246 

5,843 

3,942 

874 

Man  Group  Pic 

2,542 

625 

8,792 

7.988 

UK 

925 

Providian  Financial 

2.660 

419 

14,421 

5,034 

876 

WMC  Resources 

2,996 

1,038 

5,971 

7,062 

AU 

926 

Antarchile 

4,505 

363 

7,607 

5,094 

877 

RR  Donnelley  &  Sons 

7,156 

185 

8,560 

7,293 

US 

927 

Amcor 

7,277 

242 

7,026 

5,024 

878 

Formosa  Chems  &  Fibre 

3,134 

521 

5.464 

10.509 

TA 

928 

Old  Republic  Intl 

3,436 

449 

10,386 

4,374 

879 

Korea  Exchange  Bank 

5,365 

-729 

55,666 

5,773 

KO 

929 

Jardine  Matheson 

8.476 

66 

8.839 

10,950 

879 

Quanta  Computer 

8,775 

390 

4.596 

5,534 

TA 

930 

General  Growth  Prop 

1,803 

268 

25,603 

7,633 

879 

Corporation  Mapfre 

6,583 

178 

22,683 

3,869 

SP 

931 

Hilton  Hotels 

4,146 

238 

8,178 

8.130 

882 

Bed  Bath  &  Beyond 

4,978 

468 

3,367 

11,354 

US 

931 

Lyondell  Chemical 

5.968 

54 

15,930 

8,278 

883 

Huntington  Bancshs 

2,205 

401 

31,807 

5.211 

US 

933 

Daiei 

18,301 

167 

20,561 

1.049 

884 

Telekom  Austria 

4,993 

169 

9,814 

9,836 

AS 

934 

Freescale  Semiconduct 

5,715 

211 

6,622 

7,560 

885 

Brambles  Group 

5,197 

214 

6.390 

10.661:; 

AU 

935 

Bombardier 

16,091 

-67 

18,770 

3,774 

886 

PartnerRe 

4,173 

492 

12,511 

3,437 

BU 

936 

Analog  Devices 

2,609 

561 

4,612 

13,679 

887 

Caesars  Entertainment 

4,206 

297 

9,597 

6.280 

US 

937 

Sherwin-Williams 

6,114 

393 

4,274 

6,262 

198     FORBES"  April  18,2005 


See  page  232  for  country  codes.  See  page  242  for  footnolesi 


'OUR  AUSTRALIAN  OPERATION  IS  SETTING 
3ENCHMARKS  FOR  TOYOTA  GLOBALLY. 

N  AUSTRALIA  TOYOTA  ENJOYS  THE  BENEFITS  OF  AN  ESTABLISHED 
NDUSTRY  WITH  WORLD-CLASS  TECHNICAL,  MANUFACTURING  AND 
SPORTING  CAPABILITIES,  HIGHLY  SKILLED  AND  MOTIVATED  PEOPLE, 
^S  WELL  AS  A  SOLID  INFRASTRUCTURE." 


UJIO  CHO,  PRESIDENT,  TOYOTA  MOTOR  CORPORATION. 


Australia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


ith  almost  half  of  global  trade  now  focussed  in  the  Asia-Pacific 
:he  world's  fastest  growing  region  -  Australia  is  the  contemporary 
jsiness  base  for  Asia-Pacific  investment. 


jstralia's  unigue  geographic  and  time  zone  advantage,  its  cultural 
finity  with  Asia  and  its  American/European  business  environment 
ake  it  your  perfect  business  bridge  to  Asia. 

;rvices  account  for  almost  80%  of  economic  activity  in  Australia, 
lis  fact,  coupled  with  our  strong  resource  industries,  highly  skilled 
S.D  capability,  world-class  information  technology  and  efficient 
wernance  practices  make  Australia  an  ideal  investment  location. 


Toyota  Motor  Corporation  is  one  of 

the  world's  leading  automakers,  offering 
a  wide  range  of  models,  from  small 
passenger  cars  to  trucks. 

Toyota  Motor  Corporation  Australia 
(Toyota  Australia)  is  one  of  Toyota's 
global  manufacturing  centres  with  a 
long  term  commitment  to  the  domestic 
and  export  markets. 

Toyota  Australia's  head  office  function 
and  manufacturing/engineering  activities 
in  Melbourne  are  complemented  by 
comprehensive  sales  and  marketing 
operations  based  in  Sydney.  Toyota 
employs  over  4500  people  and 
thousands  more  are  employed  in 
its  supplier  and  retail  networks. 

Toyota  is  Australia's  largest  vehicle 
exporter  and  in  2004  exported  more 
than  65,000  cars  to  over  10  markets, 
supplying  right  and  left  hand  drive 
Camry  vehicles  to  the  Middle  East, 
South  Africa  and  Oceania  markets. 


AUSTRALIA  I  AT  A  GLANCE 


Most  resilient  economy  in  the  world  for 
the  third  successive  year  (WCY  2004) 

Ranked  as  one  of  the  top  four  nations  in 
the  world  in  which  to  grow  a  competitive 
business  (WCY  2004) 

Ranked  as  having  the  lowest  risk  of  political 
instability  in  the  Asia-Pacific  region  (WCY  2004) 

Home  to  the  most  multilingual  workforce 
in  the  Asia-Pacific  region  (ABS  2004) 

Easiest  place  in  the  world  to  start  a  business 
with  regulatory  procedures  taking  just  two 
days  (World  Bank  2004) 

Modern  and  effective  intellectual  property 
regimes,  ranked  ahead  of  all  other  countries 
in  the  Asia-Pacific  region  (WCY  2004) 

Fourth  largest  investment  funds  under 
management  in  the  world  -  US$532b  (FEFSI) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visiting 

www.investaustralia.com 


Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  in  Sydney  on  August  3D-  September  1,  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 


Wmslt 


#1  leading  companies  in  the  world 


Rank  938  -  986 


RANK 

I.UMPANY 

SALES 

f  (Mil  '■ 

PROFITS 

ASSETS 

MARKET 
VALUE 

I 

938 

Tatneft 

4,550 

494 

7,136 

-3,976 

RU 

938 

Kone 

6,034 

442 

4,396 

5  456 

Fl 

940 

Chesapeake  Energy 

2,709 

515 

8,245 

6,312 

US 

941 

Securitas 

8,982 

221 

5,452 

5,831 

sw 

942 

Henderson  Land 

862 

392 

12,093 

8,515 

HK 

943 

Bangkok  Bank 

1,766 

287 

34,411 

5,536 

TH 

943 

Pirelli  &  C 

8,391 

-50 

12,524 

6,911 

IT 

945 

Formosa  Plastics 

2,802 

489 

5,542 

9,348 

TA 

946 

George  Wimpey 

5,769 

597 

5,459 

3,543 

UK 

947 

Shimizu 

14,854 

88 

16,718 

3,876 

JA 

948 

SunGard  Data  Systems 

3,556 

454 

5,195 

7,542 

US 

949 

Dentsu 

2,817 

296 

11,108 

7,185 

JA 

949 

Hua  Nan  Financial 

1,585 

297 

42,884 

4,813 

TA 

951 

Express  Scripts 

14,663 

265 

3,593 

5,721 

US 

951 

Daikin  Industries 

5,994 

274 

5,118 

6,588 

JA 

953 

Corus  Group 

14,202 

-545 

11,137 

5,087 

UK 

954 

Chinatrust  Financial 

1,857 

227 

35,690 

6,773 

TA 

955 

Sojitz  Holdings 

51,875 

-297 

29,536 

1,149 

JA 

956 

EOG  Resources 

2,271 

625 

5,799 

10,805 

US 

957 

Foster's  Group 

2,733 

559 

5,634 

8,244 

AU 

958 

Kubota 

8,912 

112 

10,447 

7,289 

JA 

959 

Mohawk  Industries 

5,880 

369 

4,403 

5.984 

US 

959 

Shiseido 

5,980 

264 

5,713 

5,655 

JA 

961 

Fujisawa  Pharma 

3,788 

397 

4,750 

8,439 

JA 

962 

Cummins 

8,438 

350 

6.527 

3,252 

US 

963 

Fresenius 

8,886 

145 

10,376 

4,786 

GE 

964 

XTO  Energy 

1,948 

508 

6,110 

11,850 

US 

965 

PKN  Orlen 

6,534 

264 

4,659 

6,763 

PL 

965 

Gecina12 

620 

674 

8,930 

6,677 

FR 

967 

Cooper  Industries 

4,463 

340 

5,341 

6,428 

BU 

967 

New  York  Community 

1,172 

355 

24,008 

4,869 

US 

969 

Sumitomo  Realty 

5,498 

61 

19.996 

6,094 

JA 

970 

Taisei 

15,314 

99 

16,475 

3,580 

JA 

971 

Kawasaki  Kisen  Kaisha 

6,942 

318 

5,319 

4,444 

JA 

972 

Ingram  Micro 

25,462 

220 

6,927 

2,793 

US 

973 

Potash  Saskatchewan 

3,495 

322 

5,127 

9,832 

CA 

974 

Luxottica  Group 

3,553 

336 

4,922 

9,654 

IT 

974 

Neptune  Orient  Lines 

6,760 

974 

4,327 

3,210 

si 

976 

Televisa  Grupo 

2,633 

388 

6,635 

9,419 

MX 

977 

Wharf  (Holdings) 

1,449 

392 

10,447 

8,330 

HK 

978 

Tenet  Healthcare 

10,628 

-1,572 

12,126 

5,091 

US 

979 

Smithfield  Foods 

10,597 

282 

5.314 

3,779 

US 

980 

Sudzucker 

5.719 

318 

7,524 

3.735 

GE 

981 

MeadWestvaco 

8,227 

-346 

11,671 

6.355 

US 

981 

Turkcell 

2,521 

796 

4,157 

10.900 

TU 

983 

Autoliv 

6,144 

320 

5,306 

4,594 

US 

984 

Serono 

2,664 

536 

4,402 

11,394 

sz 

985 

Dollar  General 

7,430 

313 

2,828 

6,956 

US 

986 

Canadian  Pacific 

3,107 

344 

8,750 

5,668 

CA 

986 

Toll  Brothers 

3,893 

409 

4,906 

6,717 

US 

-re- 
united States  711 


Mexico  18    j:"  Cayman  Islands  5 
Panama  1  ^^^B 


Peru 


Brazil 


19 


NORTH  AMERICA 


PACIFIC  RIM 


WESTERN  EUROPE 


SOUTH  ASIA 

32 

EASTERN  EUROPE 

30 

SOUTH  AMERICA 

26 

AFRICA 

20 

MIDDLE  EAST 

9 


Company  Totals 

921 


544 

527 


North  American 
companies  once 
again  dominate  the 
Forbes  2000,  even  with 
30  fewer  this  year.  More 
than  half  of  those  spots 
were  filled  by  western 
European  companies. 
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Iceland 


The  Forbes  2000  are  found  around  the  globe,  with 
a  concentration  in  the  U.S.,  Europe  and  Asia. 
(One  square  equals  one  company  on  the  Forbes  2000.) 


Denmark  10  Norway 

Sweden  £0 


Finland 


Russia  13  - 

Czech  Republic  £. 
Germany  63 


Poland  2  a 
Hungary  d. 


South  Africa 


Turkey 
Israel  8 


Italy  45 
Switzerland  37 


South  Korea 


Singapore 


New  Zealand 


Rank  988  - 1019 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

I 

588 

Telecom  of  NZ 

2.909 

479 

4,768 

9,091 

NZ 

1004 

Hanwha 

16,176 

29 

34,972 

1.393 

KO 

)89 

ALFA 

5  282 

391 

8,105 

3,273 

MX 

1005 

Computer  Associates 

3,476 

82 

11,925 

16,020 

US 

)90 

Next 

4,591 

447 

2,013 

7,773 

UK 

1005 

Avaya 

4,246 

317 

5,080 

6,720 

US 

)91 

Archstone-Smith 

873 

542 

9,066 

6,752 

US 

1007 

Finatis 

30,023 

114 

21,601 

1,089 

FR 

)92 

UCB 

4,163 

491 

3,846 

7,351 

BE 

1008 

Joyo  Bank 

1,373 

227 

67,104 

4,448 

JA 

)93 

Owens-Illinois 

6,263 

222 

9,490 

3,738 

US 

1008 

Mittal  Steel 

5,995 

73 

5,100 

27,167 

NE 

194 

Willis  Group  Holdings 

2.275 

427 

10,817 

6,166 

UK 

1010 

Legg  Mason 

2,375 

383 

7,733 

8,542 

US 

195 

Commerce  Bancorp 

1,613 

273 

30,502 

4,898 

US 

1011 

Hudson  City  Bancorp 

932 

239 

20,146 

6,925 

US 

196 

Deutsche  Boerse 

2,072 

361 

10,406 

8,325 

GE 

1011 

Hindustan  Petroleum 

12,030 

456 

4,505 

2,734 

IN 

197 

Teck  Cominco 

2,857 

512 

5,049 

7,700 

CA 

1013 

Konica  Minolta 

8,243 

120 

8,983 

6,314 

JA 

198 

Nagoya  Railroad 

7,506 

200 

12,330 

3,007 

JA 

1014 

Bruxelles  Lambert 

319 

265 

9,233 

12,236 

BE 

199 

Asustek  Computer 

5,769 

341 

3,567 

7,313 

TA 

1015 

Omron 

5,603 

257 

5,221 

5.548 

JA 

.000 

Arab  Bank 

1,272 

224 

24,523 

6,752 

JO 

1016 

Doral  Financial 

1,021 

490 

15,102 

4,280 

US 

.001 

Huntsman 

10,728 

-332 

8,994 

6,166 

US 

1017 

Woodside  Petroleum 

1,689 

848 

4,338 

11,527 

All 

.002 

Mitsui  Chemicals 

10,438 

119 

11,065 

4,574 

JA 

1018 

Cablevision  NY  Group 

4,933 

-669 

11,189 

9,121 

US 

.003 

Bank  of  East  Asia 

770 

312 

27,062 

4,507 

HK 

1019 

AU  Optronics 



3,088 

461 

4,655 

7,737 

TA 

ee  page  232  for  country  codes.  See  page  242  for  footnotes. 
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Rank  1020  - 1118 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VAL'JE 
(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1020 

AMR 

18,645 

-761 

28,773 

1,365 

1070 

Delta  Air  Lines 

15  002 

-5,198 

21  801 

600 

1020 

Agfa-Gevaert 

5,302 

406 

4,564 

4,459 

BE 

1071 

Coventry  Health  Care 

5,312 

337 

2,341 

5,664 

1022 
1023 
1024 

American  Finl  Group 

3,854 

367 

20,197 

2,336 

US 

1072 

Remgro 

1,492 

578 

5  315 

7,758 

Corning 

3,854 

-2,165 

9,710 

16,150 

US 

1073 

Rogers  Communications 

4,674 

-11 

11  061 

7489 

Baloise  Group 

7.631 

74 

50,646 

2,884 

SZ 

1073 

Bluescope  Steel 

4,013 

408 

4.003 

5.692 

1025 

S-Oil 

6,772 

214 

4,031 

8,165 

KO 

1075 

Ecolab 

4,185 

310 

3,716 

8  172 

1026 

Fisher  Scientific 

4,663 

166 

8,089 

7,113 

US 

1076 

Bankinter 

1,433 

221 

39,900 

4.094 

1027 

Inbursa  Financiero 

1,288 

482 

9,169 

6,181 

MX 

1077 

ASML  Holding 

3,345 

319 

4,128 

8,969 

1028 

Transocean 

2,614 

152 

10,758 

15.588 

CI 

1078 

Taiheiyo  Cement 

8,425 

158 

12.342 

2,793 

1029 

Rinker  Group 

4,088 

327 

4,127 

8,518 

AU 

1079 

Temple-Inland 

4,732 

71 

20506 

4  491 

1030 

Energy  East 

4,684 

228 

10,717 

3,779 

US 

1080 

Hokuriku  Electric  Pwr 

4,325 

157 

14.807 

4.066 

1031 

Constellation  Brands 

3,931 

292 

6,080 

5,800 

US 

1080 

Franz  Colruyt 

4,742 

364 

1,830 

5,965 

1032 

CenterPoint  Energy 

8,412 

-41 

19,586 

3,688 

us 

1082 

Orient 

2,918 

279 

39,688 

2.123 

1033 

Kaupthing  Bank 

1,212 

225 

24,905 

5,623 

IC 

1083 

First  American 

6,722 

365 

4,750 

3,276 

1034 

Technip-Coflexip 

6,976 

6 

17,331 

4,285 

FR 

1084 

MGIC  Investment 

1,613 

553 

6.381 

6,072 

1035 

Avery  Dennison 

5,341 

280 

4,398 

6,076 

US 

1085 

Barrick  Gold 

2,081 

267 

6.177 

13  294 

1036 

Nitto  Denko 

4,337 

320 

3,706 

9,010 

JA 

1086 

PICC  Property  &  Cas 

4.915 

175 

10,216 

3,893 

1037 

Eiffage 

8,936 

176 

7,400 

3,855 

FR 

1087 

Rentokil  Initial 

4,457 

412 

3,388 

5,525 

1038 

SES  Global 

1,556 

312 

8,376 

9,867 

LU 

1088 

Intl  Game  Technology 

2.518 

435 

4,009 

10510 

1039 

Navistar  Intl 

9,724 

247 

7,592 

2,762 

US 

1089 

Leggett  &  Piatt 

5,086 

285 

4.197 

5,282 

1040 

Malaysia  Intl  Ship 

2,002 

603 

5,882 

7,684 

MA 

1090 

Tele  Norte  Leste 

4,842 

74 

9.729 

7,574 

1040 

Galeries  Lafayette 

6,956 

145 

12,386 

3,796 

FR 

1091 

KarstadtQuelle 

19.208 

135 

11,544 

2,321 

1042 

Scana 

3,885 

265 

8,996 

4,273 

US 

1091 

Severstal 

3,202 

598 

3, 8<i4 

5,574 

1042 

Hyundai  Mobis 

4,679 

438 

3,441 

5,761 

KO 

1093 

William  Hill  Org 

10.617 

224 

1,601 

4  579 

1044 

W&W-Wustenrot 

8,837 

46 

68.403 

1.637 

GE 

1094 

Goodyear 

17,447 

-442 

15,675 

2.536 

1044 

Weatherford  Intl 

3,132 

330 

5,000 

8.099 

BU 

1095 

Fluor 

9.380 

186 

4,047 

5,258 

1046 

Taisho  Pharmaceutical 

2,744 

392 

5,689 

7.095 

JA 

1096 

Washington  Post 

3,300 

333 

3,902 

8,594 

1046 

Veritas  Software 

2,042 

411 

5,854 

10,224 

US 

1097 

Samsung  Fire  &  Marine 

5.278 

149 

11,192 

3,982 

1048 

Swatch  Group 

3,101 

397 

4,451 

8.096 

SZ 

1098 

Shinsegae 

5.437 

253 

3,854 

6,090 

1049 

CSN-Cia  Siderurgica 

2,413 

357 

7,563 

7,336 

BR 

1099 

Bank  of  Fukuoka 

1,510 

191 

67475 

3.838 

1050 

LG  Chem 

7,400 

400 

4,895 

3,008 

KO 

1099 

Ameritrade  Holding 

973 

293 

17,084 

4.285 

1051 

Wisconsin  Energy 

3,431 

306 

9.565 

4.063 

US 

1101 

Maxim  Integrated 

1.662 

523 

2,809 

14,055 

1052 

Bradford  &  Bingley 

4,003 

62 

68,057 

3,944 

UK 

1102 

Tobu  Railway 

6,368 

125 

14,930 

3,445 

1053 

NOVA  Chemicals 

5,677 

282 

5,047 

4,360 

CA 

1103 

Banco  BPI 

2,376 

261 

32,578 

3,157 

1054 

Ball 

5.440 

296 

4,478 

5,000 

US 

1103 

Hachijuni  Bank 

1,606 

220 

55,196 

3,474 

1055 

Marui 

5,574 

198 

6,606 

4,620 

JA 

1105 

Tomkins 

5,720 

331 

4,100 

4.170 

1056 

Altana 

3.440 

434 

3,085 

8,409 

GE 

1106 

Cable  &  Wireless 

6,244 

-437 

9,054 

5,831 

1057 

BPER-Emilia  Romagna 

2,960 

163 

48,830 

3,698 

IT 

1106 

Arrow  Electronics 

10646 

208 

5,509 

3,117 

1058 

OfficeMax 

12,934 

182 

7,819 

2,791 

US 

1106 

Axis  Capital  Holdings 

2,205 

495 

9,030 

4,336 

1059 

NVR 

4,328 

523 

1,778 

5,208 

US 

1109 

Eastman  Chemical 

6,580 

170 

5,915 

4,491 

1060 

Taylor  Woodrow 

4.767 

361 

6,389 

3,389 

UK 

1110 

Pioneer 

6.714 

238 

6,689 

3,090 

1060 

UAL 

16,391 

-1,644 

21,979 

117 

US 

1111 

Nabors  Industries 

2,448 

302 

5,863 

8,582 

1060 

Kasikornbank 

1,168 

374 

20.729 

3,705 

TH 

1112 

Publish  &  Broadcast 

2,010 

467 

5.189 

8,128 

1063 

Affiliated  Computer 

4,145 

380 

3,965 

6,549 

US 

1113 

Hyundai  Heavy  Inds 

8,017 

116 

11,329 

3,791 

1064 

Usiminas 

2,994 

452 

4,914 

6,005 

BR 

1114 

Odakyu  Electric  Rail 

5,987 

77 

12,239 

4  468 

1065 

Cathay  Pacific 

3,810 

168 

9,665 

6.175 

CN 

1114 

Las  Vegas  Sands 

1,023 

434 

2,786 

16,765 

1066 

Fuji  Television 

4,368 

237 

5,963 

5,417 

JA 

1116 

Hibernia 

1,390 

293 

18,548 

3,980 

1067 

Randstad  Holding 

7,821 

271 

2,632 

5,139 

NE 

1117 

Bank  Central  Asia 

1,620 

285 

15,830 

4,338 

1068 

Whitbread  Holdings 

3,336 

307 

6,541 

5,186 

UK 

1118 

Associated  Banc-Corp 

977 

258 

20,520 

4,160 

1089 

Interpublic  Group 

6,077 

-703 

11,202 

5,557 

US 

1118 

Aluminum  of  China 

2.808 

429 

4,221 

7,068 
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elcome  to 


HEDA 


HANGZHOU  ECONOMIC  & 
HrDA  TECHNOLOGICAL  DEVELOPMENT  AREA 


Hangzhou,  a  Famous  Eastern  Garden 
City  and  Paradise  for  Tourists. 

Located  on  the  south  bank  of  Hangzhou 
Bay  off  the  East  China  Sea,  Hangzhou  is 
an  important  city  in  the  Yangtze  River 
Delta  Area.  The  capital  of  Zhejiang 
Province  and  home  to  6.43  million  people, 
Hangzhou  is  a  political,  cultural  and 
economic  hub,  covering  16,596  square 
kilometers. 

Ranking  third  among  China's  provincial 
cities  for  overall  economic  strength  and 
special  advantages,  Hangzhou  has  been 
called  the  "best  human  habitat"  by  the 
United  Nations,  "best  city  investment 
environment"  by  the  World  Bank,  "interna- 
tional garden  city"  by  the  World  Health 
Organization  and  "best  city  for  public 
security"  by  the  Chinese  Security  Ministry. 

Hangzhou  Economic  and  Technological 
Development  Area  (HEDA)  is  a  national- 
class  development  zone  with  a  planned 
area  of  104.7  square  kilometers  as  ap- 
proved by  the  State  Council  in  April  1993. 
Comprehensive  development  ranks  in  the 
top  15  among  49  national  economic  de- 
velopment zones.  For  13  years,  HEDA 
has  been  an  important  base  for  industrial 
modernization,  foreign  economic  involve- 
ment, high  education  and  research.  Atotal 
of  370  foreign  enterprises  from  30  coun- 
tries have  settled  within  HEDA,  bringing 
contracted  foreign  capital  of  US$3.56 
billion  and  actual  foreign  capital  of 
US$1.61  billion.  Fifty-plus  world-famous 
companies  and  multinationals  are  in- 
volved. Among  them  are  24  enterprises 
listed  in  the  Fortune  500.  Relying  on  the 
pillar  industries  of  electronic  information, 
bio-pharmaceu-ticals,  home  appliances, 
auto  parts,  textiles  and  light  foodstuffs, 
HEDA  plows  forward  and  becomes  in- 
creasingly high-tech  oriented.  Within 
HEDA,  a  large  University  Town  and  the 
Zhejiang  Export  Processing  Zone  utilize 
the  location,  human  resources,  environ- 
ment and  export  /  industrial  infrastructure. 

Five  Advantages: 

/  Location 

Hangzhou  Economic  and  Technological 
Development  Area  lies  in  the  Yangtze 
River  Delta  near  Shanghai.  Through 


HEDA's  Zhejiang  Express  Hub,  a  four- 
hour  transport  and  economic  circle  ex- 
tends across  Zhejiang  Province, 
Shanghai,  South  Jiangsu,  South  Anhui 
and  parts  of  Jiangxi  and  Fujian.  These 
prosperous  areas  have  China's  fastest 
economic  growth  and  biggest  market. 
Moreover,  HEDA,  right  in  the  middle  of 
Shanghai  and  Ningbo,  has  the  access  to 
two  seaports  within  a  90-minute  drive. 
The  Xiaoshan  Interna-tional  Airport,  with 
direct  links  to  Japan,  Hong  Kong,  Macau, 
Korea,  Singapore  and  Thailand,  waits 
only  15km  away.  Air  links  to  Australia  and 
the  US  are  expected  in  2005. 

2  Human  Resources 

Hangzhou  boasts  35  education  institutes, 
including  the  prestigious  Zhejiang 
University.  There  are  more  than  30  na- 
tional laboratories  and  technology  centers. 
Hangzhou  Xiasha  High  Education  Park  in 
HEDA,  the  largest  of  its  kind  in  Zhejiang 
province,  more  than  10  square  kilometers, 
plans  15  institutes  for  160,000  students, 
focusing  on  science,  engineering  and  fi- 
nance. So  far,  14  institutes  have  been  es- 
tablished to  serve  120,000  students.  Fifty- 
two  key  state-research  projects  and  state 
laboratories  there  work  in  bio-engineering, 
optic-engineering  and  automatic  engi- 
neering. All  this  provides  ample  human  re- 
sources and  scientific  research  for  high- 
tech industries. 

The  14  universities  and  colleges  are: 

Hangzhou  University  of  Electronic 
Science 

Zhejiang  University  of  Science 

China  National  University  of  Metrology 

Zhejiang   Industrial  and  Commercial 

University 

Zhejiang  Institute  of  Communication  and 
Media 

Zhejiang  University  of  Finance  and 
Economics 

Hangzhou  Teachers  College 

Hangzhou  Vocational  and  Technical 

College 

Zhejiang   Water   Resources  and 

Hydroelectric  College 

Zhejiang   Technology  Institute  of 

Economics 

Zhejiang  Finance  Polytechnic  College 
Zhejiang  Police  Vocational  Academy 
Zhejiang  Economic  and  Trade  Polytechnic 
College 

Zhejiang  Yuying  College 


3  Export  Ease 

Hangzhou  Export  Processing  Zone  of 
Zhejiang  (HEPZ),  with  a  planned  area  of 
almost  three  square  kilometers  within 
HEDA,  implements  special  preferential 
policies  of  "inside  the  country,  outside  cus- 
toms". This  is  a  special  location  super- 
vised and  managed  by  Customs  through 
a  fully-closed  mode  and  applying  elec- 
tronic custom  clearance.  HEDA  Customs 
can  take  advantage  of  independent  status 
in  working  with  commodity  inspection,  for- 
eign currencies  administration,  state  taxa- 
tion and  banks  to  provide  convenient,  effi- 
cient, normative,  and  well-organized  ser- 
vices. 

4  Environment 

HEDA  received  ISO  14001  accreditation 
from  the  National  Environmental 
Protection  Bureau  and  works  hard  to  cre- 
ate a  model  national  environmental  pre- 
lection zone. 


5  Industrial  Prowess 

Relying  on  the  city  of  Hangzhou's  indus- 
trial foundation,  HEDA  has  built  industrial 
bases,  such  as  the  Export  Processing 
Zone  and  High-Tech  Industrial  Park.  New- 
business  impact,  product-matching  and 
industrial  images  are  greatly  enhanced. 
Consistent  with  Hangzhou's  goal  to  de- 
velop high-tech  industries,  HEDA  works 
hard  on  an  IT  Port  and  New  Medicine  Port, 
with  establishments  in  mobile  telecommu- 
nications, IC,  photo-electronics,  digital 
home  appliances  and  electronic  units, 
plus  new-medicine  pharmaceutical  busi- 
nesses in  bio-pharmaceuticals  and  natu- 
ral-herbs research. 

As  a  target  for  successful  and  profit- 
seeking  investors,  HEDA  strives  to  excel 
and  provide  strong  services.  Overseas  in- 
vestors are  welcome  to  visit  and  consider 
the  possibilities. 


dB\*  Http://www. heda.gov.cn 
M       Http://www. investhz.com 
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leading  companies  in  the  world 


Rank  1120  - 118: 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

lA 

w 

1120 

Hoya 

2,600 

379 

2,748 

12,118 

JA 

1151 

RadioShack 

4,841 

337 

2,517 

4,684 

u:<  S 

1121 

Oneok 

5.988 

242 

7.193 

2,961 

US 

1151 

Family  Dollar  Stores 

5,417 

254 

2,227 

5,521 

1121 

Italmobiliare 

5,531 

212 

10,216 

2,755 

IT 

1153 

Newell  Rubbermaid 

6,748 

•116 

6,666 

6,125 

1123 

Smurfit-Stone 

8,058 

-128 

10,072 

4,224 

US 

1154 

Lend  Lease 

5,739 

233 

4,808 

3,925 

Al 

1123 

Tate  &  Lyle  Group 

5,303 

284 

4.018 

4,875 

UK 

1155 

Radian  Group 

1.447 

519 

7,001 

4,441 

u: 

1125 

Adobe  Systems 

1,667 

450 

1.959 

15  079 

US 

1156 

Oaiichi  Pharma 

3.092 

255 

4,966 

6,936 

j/ 

•' 

hi. 

h: 
;. 

1126 

Calpine 

9,230 

-221 

27,000 

1,769 

US 

1157 

Tesoro  Petroleum 

12,262 

328 

4,074 

2,455 

u: 

1126 

Univision  Commun 

1,787 

256 

8,227 

8,512 

US 

1158 

Johnson  Matthey 

8.289 

225 

3,512 

4,303 

Ul 

1128 

Gilead  Sciences 

1,325 

449 

2,156 

14957 

US 

1159 

Mitsubishi  Materials 

9.084 

-51 

13,385 

2,949 

j/ 

1129 

Coca-Cola  HBC 

5,112 

145 

6,123 

6.437 

GR 

1160 

Cosmo  Oil 

18,358 

78 

12,041 

2,125 

j/ 

1130 

GFNorte 

2,805 

235 

15,765 

3,494 

MX 

1161 

1KB 

4,176 

132 

45,407 

2,598 

Gl 

k 

1131 

Banca  Lombarda  Group 

2,509 

141 

39,548 

4,476 

IT 

1162 

Bidvest  Group 

8,330 

250 

2,874 

3.942 

S; 

1132 

WW  Grainger 

5,050 

287 

2,810 

5,555 

US 

1163 

InterContl  Hotels 

3,843 

27 

9,429 

8.010 

Ul 

j:: 

1133 

St  Jude  Medical 

2,294 

410 

3,231 

13,980 

US 

1163 

Mediolanum 

2,815 

163 

11,946 

5.338 

11 

1134 

Yamaha 

5,171 

417 

4,707 

3,114 

JA 

1165 

Citic  Pacific 

3,372 

168 

7,167 

6,356 

CI 

r 

1134 

Inpex 

2,096 

333 

4.992 

10.862 

JA 

1166 

SPX 

5,262 

193 

7,501 

3,345 

u: 

r 

:: 

1136 

Liberty  International 

720 

239 

11,424 

6,247 

UK 

1167 

Tata  Consultancy 

1,643 

372 

864 

15.206 

1* 

In 

1137 

Brunswick 

5,229 

270 

4,346 

4,487 

US 

1168 

Moody's 

1.438 

425 

941 

12,413 

U: 

1137 

Astra  International 

3,750 

526 

3,205 

4,723 

ID 

1169 

Peabody  Energy 

3,632 

175 

6,179 

6,274 

U: 

r 

•' 

1139 

Boston  Properties 

1,400 

284 

9,063 

6.597 

US 

1170 

Braskem 

4.161 

260 

5,493 

4,118 

Bl 

1140 

Unibail 

809 

297 

9.766 

5,629 

FR 

1171 

Grupo  Carso 

5,060 

176 

5,887 

4,358 

M 

r 

1141 

Tokyo  Electron 

5,074 

79 

5,283 

11.459 

JA 

1171 

CenturyTel 

2,407 

337 

7,797 

4,527 

U: 

r 

r 

1142 

American  Natl  Ins 

3,030 

248 

16,429 

2.890 

US 

1173 

BJ  Services 

2,738 

395 

3,424 

8,116 

U: 

1143 

HHG 

3,986 

-1,513 

53,300 

3,262 

UK 

1174 

Exel 

8,904 

173 

3,898 

4,678 

U! 

r 
h 

1144 

Promina  Group 

2,589 

358 

8.147 

4,248 

AU 

1175 

Rockwell  Collins 

3,065 

323 

2,885 

8,215 

U: 

¥ 

1145 

Credit  Saison 

2,111 

215 

12,884 

6,049 

JA 

1175 

Advanced  Micro 

5,001 

91 

7,844 

6,405 

U 

1145 

Sekisui  Chemical 

7,806 

144 

6,867 

3,959 

JA 

1177 

Jones  Apparel  Group 

4,650 

302 

4.551 

3.883 

U 

1147 

Solectron 

11.632 

7 

5,805 

4,807 

US 

1178 

Sonae  SGPS 

7,874 

144 

9,438 

2.922 

Pi 

I 

1148 

Shanghai  Pudong  Bank 

1,634 

191 

44,592 

3,661 

CN 

1179 

RMC  Group13 

7,884 

-279 

7,648 

4.385 

U! 

1149 

Advanced  Info  Service 

2,480 

521 

3,116 

8,465 

TH 

1179 

Tenaris 

3,503 

232 

4,179 

7.833 

LI 

1150 

Korea  Gas 

6,934 

242 

8,111 

2,426 

KO 

1181 

Carlsberg 

6,563 

87 

10,347 

3,948 

1 

Companies  from  the  U.S.  and  the  U.K.  make  up  this  list  of  Forbes  2000 
companies  with  the  best  return  on  equity  over  the  past  12  months.  But  most  of 
these  companies  made  it  to  this  list  by  having  slashed  their  equity  in  prior  years. 


COMPANY 





INDUSTRY 


LATEST-I2-MONTH 
RETURN  ON 
EQUITY  


AUTOZONE 
AVON  PRODUCTS 
NEXT 

COLGATE-PALMOLIVE 
REUTERS  GROUP 


US 
US 
UK 
US 
UK 


retailing 

household  &  personal  products 
retailing 

household  &  personal  products 
media 


184% 

128 

128 

124 

113 
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2  lOlO  O 


leading  companies  in  the  world 


Rank  1182  - 1279 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

I 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

L182 

Northeast  Utilities 

6,687 

168 

11,644 

2,409 

US 

1232 

Friedman  Billings 

1,052 

350 

12,928 

3,133 

US 

L183 

Teijin 

8,378 

81 

8,729 

3,868 

JA 

1233 

Commerce  Asset 

1.665 

206 

25,684 

3,285 

MA 

L184 

Wiener  Stadtische 

4,596 

46 

15,755 

3,918 

AS 

1234 

Health  Management 

3,272 

333 

3,632 

5,605 

US 

1185 

CDW 

5,738 

241 

1,521 

4,776 

US 

1235 

Stockland  Australia 

586 

402 

5,038 

5,787 

AU 

L186 

Punjab  National  Bank 

2,321 

276 

24,124 

2,786 

IN 

1236 

Daito  Trust  Construct 

4.202 

268 

3,420 

5,080 

JA 

L187 

Shoppers  Drug  Mart 

3,936 

263 

2,916 

6,960 

CA 

1237 

Xilinx 

1,586 

376 

2,991 

10,525 

US 

L187 

Teekay  Shipping 

2,219 

757 

5,504 

4,122 

BA 

1238 

Tiipras-Turkiye  Petrol 

6,573 

293 

3.108 

3,330 

TU 

L189 

Pinnacle  West 

2,900 

243 

9,536 

3,823 

US 

1239 

Mercantile  Bkshs 

873 

229 

14,426 

3,855 

US 

1190 

Cap  Gemini 

7,238 

-248 

6,742 

4,930 

FR 

1239 

New  Century  Financial 

1,733 

376 

19.026 

2,454 

US 

L191 

Oriental  Land 

3,224 

178 

6,249 

6,586 

JA 

1241 

Ishikawajima-Harima 

10,034 

-367 

12,740 

2,104 

JA 

L191 

UST 

1,838 

531 

1,659 

9,030 

US 

1242 

Apollo  Group 

1,922 

303 

1,290 

13,559 

US 

L193 

Barratt  Developments 

4,575 

474 

4,131 

3,114 

UK 

1243 

Sanmina-SCI 

12,487 

-6 

7,626 

2,884 

US 

L194 

Canadian  Tire 

5,961 

243 

4,349 

3,746 

CA 

1244 

Imperial  Holdings 

5.733 

264 

3,729 

3,658 

SA 

L195 

Cattolica  Assicurazio 

5,308 

146 

18,582 

2,277 

IT 

1245 

Kawasaki  Heavy  Inds 

11,115 

61 

10,945 

2,490 

JA 

L196 

Northwest  Airlines 

11,279 

-848 

14,216 

608 

US 

1246 

Compal  Electronics 

5.215 

333 

3,844 

3,247 

TA 

L196 

NTL 

4,175 

-970 

10,178 

5,688 

US 

1247 

Allergan 

2,046 

377 

2,257 

10,093 

US 

L198 

China  Minsheng  Bank 

1,453 

165 

43,571 

3,715 

CN 

1248 

Persimmon 

3,362 

418 

3,537 

4,316 

UK 

L199 

Hong  Kong  &  China  Gas 

939 

393 

2,803 

11,831 

HK 

1249 

Iberia 

5.538 

181 

5,886 

3,263 

SP 

L200 

Visteon 

18,691 

-1,489 

10,343 

872 

US 

1250 

New  York  Times 

3,304 

293 

3,950 

5,318 

US 

L200 

Quebecor 

9,152 

134 

11,936 

1,658 

CA 

1250 

Cintas 

2,938 

285 

2,994 

7,518 

us 

l202 

Hankyu 

4.517 

30 

15,683 

3,829 

JA 

1250 

GAIL  (India) 

2,753 

431 

4,019 

4,674 

•N 

L202 

Banca  Pop  di  Lodi 

3,157 

53 

55,347 

3,364 

IT 

1250 

Infosys  Technologies 

1,120 

287 

1,202 

13,826 

IN 



L204 

Linear  Technology 

950 

391 

2.196 

11,994 

US 

1254 

Fast  Retailing 

3,111 

287 

2,199 

6,750 

JA 

- 

L205 

Laboratory  Corp  Amer 

3,085 

363 

3.537 

6,625 

US 

1254 

Toyo  Seikan  Kaisha 

6.383 

114 

8,455 

3,720 

JA 

.206 

Bank  Rakyat  Indonesia 

1,905 

298 

11,175 

4,152 

ID 

1256 

Taishin  Financial 

1,290 

215 

18,503 

3,483 

TA 

-207 

LG  Corp 

731 

563 

5,183 

4,800 

KO 

1257 

TCF  Financial 

1,113 

255 

12,341 

3,793 

us 

L208 

Enterprise  Inns 

1,291 

267 

9,508 

5.043 

UK 

1257 

Placer  Dome 

2,034 

306 

5,144 

7,137 

CA 



1209 

Jabil  Circuit 

6,577 

180 

3,775 

5,185 

US 

1259 

Genl  Property  Trust 

457 

316 

5,794 

5,859 

AU 

h— — 
l.210 

Pioneer  Natural  Res 

1,847 

313 

6,647 

6.059 

US 

1260 

Canara  Bank 

2,151 

318 

23,377 

2,052 

IN 

\— 
1211 

Paychex 

1,365 

317 

4,035 

12.080 

US 

1261 

BCV  Group 

1,223 

127 

27,622 

4,930 

SZ 

L212 

WellChoice 

5,827 

246 

3,390 

4.341 

US 

1262 

Knight  Ridder 

3,014 

326 

4,097 

5,044 

US 

F~ 
.213 

r 

SMC 

2,368 

309 

4,450 

8,770 

JA 

1263 

Telephone  &  Data  Sys 

3,720 

49 

10,994 

5,022 

US 

214 

Assa  Abloy 

3,841 

225 

4,413 

5,604 

SW 

1264 

Keyence 

1,077 

324 

2,674 

11,089 

J  A 

215 

Furukawa  Electric 

7,088 

-1,342 

10,548 

3,375 

JA 

1265 

Krung-Thai  Bank 

1,209 

220 

28,635 

2,766 

TH 

I2I6 

Liz  Claiborne 

4,467 

304 

3,070 

4,592 

US 

1266 

Hynix  Semiconductor 

4.030 

-1,770 

7,218 

6,652 

KO 

217 

KLA-Tencor 

1,892 

401 

3,766 

9,711 

US 

1266 

TRW  Automotive 

12,011 

28 

10,114 

2.000 

US 

•218 

Suzuken 

11,439 

166 

6,632 

2,361 

JA 

1268 

Keppel 

2,428 

286 

6,434 

4,530 

SI 

1219 

Foot  Locker 

5,154 

275 

3,106 

4,256 

US 

1269 

Clariant 

6,285 

130 

6,219 

3,874 

SZ 

220 

Kelda  Group 

1,332 

333 

8,237 

4,362 

UK 

1270 

Darden  Restaurants 

5,109 

241 

2,888 

4,258 

US 

221 

Goodrich 

4,725 

156 

6,218 

4,412 

US 

1271 

First  Finl  Holding 

1,988 

-376 

43,086 

4,804 

TA 

221 

Fairfax  Financial 

5,930 

-19 

25,358 

2,402 

CA 

1272 

Novelis 

7,275 

202 

6,076 

1,740 

CA, 

223 

Protective  Life 

1,995 

261 

25.990 

2,775 

US 

1273 

Unitrin 

3,041 

240 

8,790 

3,228 

US 

;223 

Diamond  Lease 

5.392 

140 

16,596 

2,327 

JA 

1274 

Hormel  Foods 

4,916 

244 

2,605 

4,296 

us 

225 

Public  Storage 

911 

345 

5,078 

7,021 

US 

1274 

Thornburg  Mortgage 

930 

233 

29,172 

2,635 

us 

226 

Onex 

13,201 

-256 

10,925 

2,278 

CA 

1276 

Coca-Cola  Femsa 

3,190 

208 

5,483 

4,728 

MX 

226 

ProLogis 

600 

233 

7,098 

7,229 

US 

1277 

Schindler  Holding 

6,124 

148 

4,046 

5,214 

SZ 

226 

Hellenic  Petroleum 

5,876 

272 

3,906 

3,544 

GR 

1278 

Samsung 

11,048 

72 

10,168 

2,474 

KO 

229 

Barloworld 

5,680 

235 

4,234 

3.728 

SA 

1279 

Smith  International 

4,419 

182 

3,507 

6.739 

US 

230 

Converium  Holding 

4,293 

201 

12,339 

1.417 

SZ 

1279 

Sealed  Air 

3,798 

216 

4,853 

4,368 

US 

231 

Yamada  Denki 

8,997 

184 

3,139 

4,154 

JA 

1279 

Coach 

1,527 

326 

1,407 

10,617 

US 

e  page  232  for  country  codes  See  page  242  for  footnotes 
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leading  companies  in  the  world 


Rank  1282  - 138( 


RANK 

COMPANY 

cai 

(SMIL) 

rnuri  I  o 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

rnuri  l  5 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
vai  iir 

VALUt  1 

(SMIL)  | 

i  OOO 

Banca  Pop  di  Milano 

9  ceo 

ob 

ac\  ccn 
4U,bOU 

9  R1  A 

o,bl4 

IT 

nan  ociniconuucTor 

9  n09 

9QC 

jyo 

9  99n 

t.ooU 

7,088 

Independence  Commun 

Oil 

91  0 

1  7  7GO 
1.1,1  Oo 

9  9P1 
O.OOl 

US 

fl»*/or^o  P nrninrf 
UWcllo  l/Ullllilg 

^  ARR 

1  7C. 
X  /  0 

7  CC7 

/,0b/ 

1  90  1 
1 

1  OQA 

Oil  &  Gas  Development 

yu/ 

1QA 

jy4 

i.yoo 

R  C90 

PK 

1  HA 
loot 

vvoiicrs  Muwer 

A  999 

R7 
Of 

c  no7 
b.uy  / 

c  ccn  1 
0,bbU  I 

Biomet 

1,752 

91  Q 

olo 

t.UOo 

1  n  RRQ 
lU.bbo 

US 

1  99  C 

f*i+i»  Kl  itinnil 

uiiy  iNaiionai 

7RQ 

/  oy 

9nR 

1  A  990 
14,  doc. 

3.380 

1  OQC 

x^ob 

Investor 

451 

99 

1  1  CC7 

11, ob/ 

i  n  coi 
lU.bol 

SW 

lOOO 

ITP 
1 1  u 

1  COO 

l.obo 

079 

o/o 

o  / 1  n 
t,41U 

7,354 
1.718 

X£0  / 

Umicore 

O.  CC/l 

y,oo4 

99Q 

A  91  C 
4, OlO 

9  C97 

t,0o  / 

BE 

lOOO 

ocor 

C  9>1C 

0,o4b 

9QC 

-oyo 

i  c  no9 
lb.Uoo 

1  9QO 

XZoo 

Plum  Creek  Timber 

1  coo 
l,0tb 

9C9 

/i  07Q 

4,o/ o 

C  OQQ 

b.oyo 

US 

IdOO 

MiTcneiis  at  DUiiers 

9  Q9C 

99C 

7  OCO 

/,tbo 

3,436 

1 

IlOO 

Takashimaya 

lu.dol 

.99 

7  1  eP 

9  npc; 

O.UOO 

JA 

l\Uod  L_  It.L  !  Mtdl  o 

R  RR9 

0CV7 

9  C9C 

o.oob 

9  99n 

o.oou 

9  999  1 

o,ccc. 

Rexam 

C  CC7 
0,00  / 

75 

c  naQ 
b.uoy 

A  QR9 
4,Obt 

UK 

lOHU 

Commerce  Bancshs 

Q97 

yo  / 

990 

1  A  9cn 
14, ^0U 

nocntiei 

1  9  OKfl 

1  o,£OU 

90 

o,yoo 

1  QC7 

i,yb  / 

GE 

T  Rowe  Price 

i  oon 

997 

oo/ 

1  Q9Q 

7  OC7  1 

/,yo/ 

Xt  o /_ 

Genzyme~General 

9  om 

1  47 
14  / 

R  1  9Q 

b,ioy 

1  9  R71 
l£,0  / 1 

US 

i.  JHl 

Maxis  Communications 

1  AQQ 
1,430 

491 

9  1  Q7 

t,iy  / 

C  9QC  1 

b.ooO 

it  Jo 

Biogen  Idee 

t,tlU 

40 

Q  99Q 

1  9  QQ9 

US 

Kimco  Realty 

CI  7 
01  / 

907 

vl  7Cn 

4,/oU 

5,971 

l/i",|-inQ  P,  Kl i nci  1  Iv-itl 

tvunne  a,  iNagei  inn 

c  n7/i 

D.U  /4 

1 

lOo 

0  1  f?9 

C  9RC 
0,to0 

SZ 

lOHt 

C  .-,1 1 1  h  J?.  Mnnlinv*/ 

omnn  oc  r»epnew 

9  9QR 

t.oyb 

OAC\ 
*:4U 

9  79C 
t,  /  tO 

Q  C9C  1 

y.boo 

Siam  Commercial  Bank 

Q7Q 

y /y 

914 
o!4 

1  0.  Qt^n 

9  9QQ 

^,oyy 

TH 

f™^ -lininnnn  Irtl/  JP.  Pho m o 

uainippon  mK  ot  onems 

Q  99R 

y.ooo 

R1 
DX 

Q  C99 

y,oto 

0  994 
t,to4 

voestalpine 

5,715 

164 

C  C97 

o,bt  / 

o  ono 

AS 

r>^^Q  Pnorm/ 

uivio  energy 

5,460 

7ft 
/U 

15,377 

2,364 



M&iona  ririariuidi 

1  1  9fi 
1  1  ^  D 

99n 

99  ill  R 

9  7R4 

US 

1347 

uynegy 

R  1  co 
b.ioo 

xo 

i  9  9ni 

lO.OUX 

1  CQ1 
X.OOl 

1 

Continental  Airlines 

Q  7/  / 

y,  /  44 

9G9 

i  n  C/iQ 
iu,b4y 

71  9 

US 

X OH  f 

Allied  Waste  Inds 

C  9R9 

4y 

1  9  AQA 

lo,4y4 

9  CI  C  1 

t.bio 

1  7QA 

Xt  CJO 

N/IHP  Unl.-tiiifJc 

iviuu  noioings 



4,uuy 

9Q1 

jyi 

9  7Qn 

/  yu 

9  /cn 

0.40U 

US 

Avnet 

1  n  7RR 

iu,  /bb 

1  cc 
100 

C  979 

0,t  /  o 

9  9yjn  1 
t,o4U 

lOUU 

oUfiiiiomo  ivseia!  mining 

9  RC9 
J. oat 

i  an 
iyu 

A  QKC 

4,yob 

A  9R9 
4,Obt 

JA 

Li  at  rung 

C  4Q1 

o,4yi 

1  CR 
lOO 

1  1  RR 

1  .loo 

4  QQn 
4,yyu 

-LOU  JL 

rlclVcUd  rdlild 

4  Q7R 

4,y  /  o 

75 
/  0 

99  99n 

1  9R9 

SZ 

lOUU 

AK  9tnpl  MnlHind 
Mr\  oieei  nuiuing 

c  91  7 

99R 
too 

K.  A^9 
0,400 

1  QIC  1 

x.yxb 

1  **n? 

Tata  Irrtn  J?,  Qtnnl 

saia  iron  <x,  oieei 

9  CCD 

A~\  9 
41J 

*}  A1  A 
o,414 

C  9R9 

O.obt 

IN 

Imerys 

O  ^499 
0.400 

ono 

4  119 
4,Xlo 

c  i  on 

O.loU 

lOUg 

Ritr  AiH 

1  C  R79 
lo.o  / t 

1  99 
loo 

o,b  /  o 

1  R99 

US 

Essilor  International 

9  RR9 

9C9 
cut 

9  1  9Q 

o.ioy 

7  9CR 

/,tbo 
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ALL  NEW  JEEP  GRAND  CHEROKEE. 
THE  OFF-ROAD  LEGEND  CONTINUES.. .ON-ROAD. 

ow  you  can  make  the  most  of  every  journey,  no  matter  what  the  terrain.  The  new  Trail  Rated  Jeep  Grand  Cherokee 

satures  a  330-hp  5.7L  HEMI*  V8,*  the  most  powerful  engine  in  its  class!  an  Electronic  Stability  1 

irogram!  and  Quadra-Drive  II;*  our  most  advanced  four-wheel-drive  system  ever.  Visit  jeep.com  wvvlj 


Jeep,  Trail  Rated,  and  HEMI  are  registered  trademarks  of  DaimlerChrysler  Corporation.  'Only  available  on  Limited  4x4  model. 
tBased  on  2004  Ward's  Middle/Sport  Utility  Segment  and  published  industry  information.  tAvailable. 
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leading  companies  in  the  world 
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These  stocks  are  from  ten  foreign  countries  with  significant 
representation  in  the  Forbes  2000.  They  are  all  cheap  relative  to 
their  countries'  estimated  P/Es  and  to  their  respective  industries' 
estimated-P/E-to-estimated-earnings-growth  ratios. 


COMPANY 

COUNTRY 

INDUSTRY 

RECENT 
PRICE 
SUS 

2005 
ESTIMATED 

P/E 

ESTIMATED 
EPS 
GROWTH1 

ANGLO  AMERICAN 

UK 

materials 

$24.98 

12 

14% 

CANF0R 

Canada 

materials 

14.75 

8 

5 

CANON 

Japan 

business  services  &  supplies 

52.93 

14 

17 

FORMOSA  PLASTICS 

Taiwan 

chemicals 

1.83 

8 

34 

INDESIT 

Italy 

consumer  durables 

16.59 

9 

11 

P0SC0 

South  Korea 

materials 

220.67 

5 

13 

PUMA 

Germany 

household  &  personal  products 

236.25 

11 

12 

RENAULT  GROUP 

France 

consumer  durables 

96.79 

6 

6 

ROYAL  BAM  GROUP 

Netherlands 

construction 

55.62 

9 

7 

CATHAY  PACIFIC  AIRWAY  China 

transDortation 

1.83 

11 

48 

Prices  as  of  Feb  28.  'Annualized:  over  the  next  three-two-five  years.  Sources:  Exshare;  FT  Interactive  Data  via  FactSet  Research  Systems;  Thomson  One  Analytics. 
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SPECIAL  ADVERTISING  SECTION 


GLOBAL  INVESTING 

THE  ADR  WAY 

A  weakening  dollar  and  worldwide  economic  expansion  have  increased  U.S.  retail  investors'  appetite  for  global  invest- 
ing. In  2004,  U.S.  ownership  of  shares  in  foreign  companies  rose  yet  again  to  a  record  $2.1  trillion,  or  13.4%  of  U.S. 
portfolios.  Many  of  those  shares  have  been  purchased  using  a  deceptively  simple  tool:  the  American  Depositary 
Receipt  (ADR),  a  convenient,  low-cost  way  for  U.S.  investors  to  diversify  their  portfolios  by  adding  global  exposure. 
These  securities  represent  shares  of  international  blue-chip  firms,  but  are  listed  on  U.S.  exchanges  or  traded  over- 
the-counter  in  the  U.S.  and  are  quoted  in  U.S.  dollars. 

With  ADRs,  it's  easy  for  American  investors  to  buy  shares  of  non-U. S.-based  companies  —  just  as  it's  very  simple 
for  Americans  to  buy  those  companies'  products  every  day.  After  all,  some  of  the  most  familiar  products  here  —  Hell- 
ma  nn's  mayonnaise,  Lipton  tea,  Ericsson  and  Nokia  cell  phones,  and  Vaseline  —  are  made  by  companies  based  in 
other  countries. 


WRITTEN  BY  MICHELE  WUCKER  ■  PRODUCED  BY  NUALA  BYRNE 


ADVERTISEMENT  2 


Unilever 

You  may  not  know  the  name  Unilever, 
but  if  you  look  in  your  kitchen  or  on  your 
bathroom  shelf,  you're  likely  to  recog- 
nize one  of  its  many  well-known  brands. 

This  global  consumer  products  com- 
pany aims  to  add  vitality  to  people's 
lives  by  meeting  everyday  needs  for 
nutrition,  hygiene  and  personal  care, 
with  strong  brands  that  help  you  look 
good,  feel  good  and  get  more  out  of  life: 
"all"  laundry  detergent,  Ben  &  Jerry's 
ice  cream,  Country  Crock  margarine 
spread,  Dove  personal  care  products, 
Hellmann's  mayonnaise,  Lipton  tea, 
Knorr  seasonings  and  sauces,  Q-tips 
cotton  swabs,  Skippy  peanut  butter, 
Slim-Fast  weight  management  products, 
Snuggle  fabric  softener  and  Suave  per- 
sonal care  products. 

Europe-based  Unilever  operates  in 
almost  100  countries  and  generated 
annual  sales  of  $50  billion  in  2004.  In 
North  America,  it  has  17,500  employ- 
ees, and  sales  reach  $11  billion  annual- 
ly. This  75-year-old  company  has  been 
listed  on  the  New  York  Stock  Exchange 
for  more  than  43  years.  U.S.  investors 
hold  about  25%  of  its  shares,  but 
Unilever  would  like  to  see  that  number 
rise  further. 

'As  part  of  our  objective  in  building 
up  a  broader  base  of  ownership  in  the 
United  States,  we  want  to  help  people 
get  to  know  the  Unilever  name,"  says 
Andrew  Stephen,  head  of  Unilever's 
North  American  investor  relations.  Look 
for  the  "U"  logo,  which  Unilever  is  now 
introducing  on  the  packaging  of  its 
products. 


Given  their  simplicity  and  their  role 
as  an  essential  global  investment  tool, 
it  is  no  wonder  that  $877  billion  worth 
of  ADRs  changed  hands  in  2004,  up 
by  $200  billion  in  just  one  year.  The 
number  of  shares  traded  rose  16% 
from  2003  and  marked  the  twelfth 
straight  year  that  ADR  share  volume 
rose. 


investors  a  wide  range  of  choices 
across  sectors  and  all  around  the 
world.  Companies  from  the  United 
Kingdom,  Japan  and  France  were 
among  the  first  to  list  ADRs.  During 
the  1990s,  Latin  American  ADRs 
made  Telmex,  YPF  and  Petrobras  into 
familiar  names. 

Now,  Asian  firms  are  taking  their 
rightful  place  on  U.S.  exchanges.  In 
2004,  some  31  new  Asia-Pacific 
issues  raised  60%  of  the  $8.4  billion 
in  new  ADR  capital  issued.  These 
companies,  which  have  been  quick  to 
recognize  the  importance  of  global 
markets  and  a  global  investor  base, 
include  Korea's  LG.  Philips  LCD, 
Taiwan's  Au  Optronics  and  HannStar 
Display,  and  Hong  Kong's  Hutchison 


"The  more  U.S.  investment  there  is,  the  more 
liquid  ADR  programs  become,  and  therefore 
the  more  attractive  they  become  to  investors." 

—  Patrick  Colle,  Senior  Vice  President  and  Global  Head  of  JPMorgan's  ADR  Group 


"It's  not  just  that  investments  are 
going  up,"  says  Patrick  Colle,  senior 
vice  president  and  global  head  of 
JPMorgan's  ADR  group.  "It's  that  the 
more  U.S.  investment  there  is,  the 
more  liquid  ADR  programs  become, 
and  therefore  the  more  attractive  they 
become  to  investors.  So  you  do  have 
this  dynamic  of  a  virtuous  circle." 

GLOBE-TROTTING 

ADRs  have  come  a  long  way  from 
the  instrument  that  JPMorgan  creat- 
ed in  1927  for  the  famous  British 
retailer,  Selfridges.  There  are  now 
ADRs  from  2,100  companies  based  in 
more  than   80  countries,  giving 


Telecommunications  International 
Limited.  Semiconductor  Manufactur- 
ing International  Corporation  (SMIC) 
became  the  first  high-tech  Chinese 
issuer  to  list  on  the  New  York  Stock 
Exchange  (NYSE). 

ADRS  WORK  FOR  YOU 

Modern  portfolio  theory  suggests 
that  an  ideal  diversified  portfolio 
should  inciude  20%  to  25%  in  global 
equities. 

Even  when  the  world's  economies 
move  in  tandem,  currency  and  equity 
markets  still  tend  to  move  indepen- 
dent of  each  other.  Thus,  another 
compelling  advantage  to  cross-border 


ADR  TRADING  VALUE  AND  VOLUME  1992  -  2004 


In  light  of  the  weakening  dollar  and  global  economic 
expansion,  which  drove  non-U. S. -based  equity  markets 
to  outperform  U.S.  shares,  ADR  trading  liquidity 
reached  another  annual  record  in  2004 


ADR  trading  value  ($) 
ADR  share  volume  (billions) 


1992  1993  1994  1995  1996  1997  1998  1999  2000  2001  2002  2003  2004 


Country;  United  Kingdom,  Netherlands 
Sector:  Foods,  Home  Care  and 

Personal  Care 
Market  Capitalization:  $66  billion 
Annual  Sales:  $50  billion 
New  York  Share  Symbol  (Unilever  NV):  UN 
ADR:ORD  1:1 

Date  of  Issue:  December  12, 1961 
NYSE  Symbol  (Unilever  PLC):  UL 
ADR:ORD:  1:4 

Date  of  Issue:  December  12, 1961 
www.  unilever.  com 


Source:  adr  com.  Bloomberg 
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Companhia  Vale 
do  Rio  Doce  (CVRD) 

A  global  diversified  mining  compa- 
ny riding  high  on  worldwide  demand 
for  industrial  metals,  CVRD  is  a  pow- 
erful cash  machine.  Shareholders 
enjoy  its  strong  dividend  track 
record,  with  a  minimum  dividend 
announced  each  January  and  an 
average  dividend  yield  of  5.8%  over 
the  past  four  years. 

The  world's  third-largest  global 
metals  and  mining  firm  and  the 
leading  producer  of  iron  ore  and 
pellets,  CVRD  also  produces 
manganese,  aluminum,  bauxite, 
ferroalloys,  potassium  and  kaolin. 
It  began  copper  production  in  2004. 
CVRD  owns  and  operates  three  rail- 
roads and  eight  maritime  terminals, 
making  it  a  major  provider  of  logis- 
tics services  to  Brazilian  firms.  With 
global  demand  for  industrial  metals 
showing  no  signs  of  abating,  CVRD 
is  "firing  all  cylinders"  to  expand  its 
most  profitable  activities.  A  key  part 
of  this  is  strategic  investment  in 
mineral  exploration  in  ten  countries 
on  four  continents. 

"CVRD  for  investors  is  not  only  a 
value  play  but  also  a  growth  play," 
says  Roberto  Castelio  Branco,  direc- 
tor of  investor  relations.  He  credits 
CVRD's  ADR  program  with  giving  the 
company  access  to  global  equity 
markets,  which  are  crucial  to  its 
strategy  of  aggressive  investment  to 
increase  existing  capacity  and  devel- 
op new  assets.  More  than  70%  of  its 
shareholders  are  outside  Brazil. 


investing  is  the  opportunity  to  benefit 
from  changes  in  currency  exchange 
rates.  Over  time,  the  currency  impact 
of  ADRs  evens  out,  so  investors'  port- 
folios can  benefit  whether  the  dollar 
is  rising  or  falling  against  other  cur- 
rencies. Although  ADRs  are  quoted  in 
dollars  and  pay  dollar  dividends,  their 
price  still  depends  in  part  on  the 
exchange  rate  in  their  home  market. 
But  because  ADRs  are  traded  in  New 
York,  investors  do  not  have  to  worry 
about  whether  they  can  sell  their 
shares  for  dollars. 

Because  ADRs  are  so  easy  to  use, 
it's  easy  to  forget  just  how  much 
work  they  do  to  bridge  differences 
among  global  market  rules  and  prac- 
tices. They  simplify  exchange-rate 
accounting,  reduce  custody  costs, 
increase  tax  efficiency,  do  away  with 
the  need  to  research  local  regulatory 
restrictions  or  requirements,  and 
ensure  technological  compatibility. 
They  trade  on  the  NYSE,  American 
Stock  Exchange  or  Nasdaq,  and  settle 
in  three  days. 

Companies  with  exchange-listed 
ADRs  report  to  the  U.S.  Securities 
and  Exchange  Commission  and  state 
their  earnings  according  to  U.S.  Gen- 
erally Accepted  Accounting  Principles 
(GAAP).  They  must  comply  with  the 
same  Sarbanes-Oxley  corporate  gov- 
ernance regulations  that  American 
firms  must  follow. 

THE  WORLD  GETS  SMALLER 

Indeed,  companies  with  ADRs  go 
through  a  rigorous  self-selection 
process.  These  firms  have  placed  a 
priority  on  globalizing  their  operations 
and  on  making  sure  that  U.S. 
investors  understand  them.  They  keep 
tabs  on  what  kind  of  information 
investors  want  and  when,  and  do 
their  best  to  provide  it.  They  file  their 


required  reports  electronically  so  that 
investors  will  be  able  to  read  them  on 
the  SEC's  EDGAR  database  online. 

Because  the  ADR  itself  raises 
a  firm's  global  profile,  many  interna- 
tional firms  make  a  New  York  listing 
an  important  part  of  their  strategies 
for  getting  the  attention  of  American 
consumers.  This  helps  the  company 
as  well  as  its  new  investors,  because 
an  ADR  listing  introduces  a  company 
to  U.S.  investors,  the  world's  largest 
market.  By  expanding  its  investor  uni- 
verse, a  company  taps  a  new  source 
of  support. 

DAVID  AND  GOLIATH 

Retail  holdings  are  rising  on  an 
individual  share  basis  as  well  as 
through  direct-purchase  plans  in 
basket  and  index  products  like  the 
S&P  ADR  Index  —  a  U.S.  dollar- 
denominated  version  of  the  non-U. S. 
companies  contained  in  the  S&P 
Global  1200.  Increasingly,  investors 
are  acquiring  and  holding  ADRs  in 
wrap  accounts,  in  which  professional 
money  managers  provide  investment 
management  to  U.S.  retail  investors 
for  a  flat  fee  instead  of  charging  a 
commission  per  trade.  Assets  in 
these  accounts  have  been  growing 
by  an  average  22%  annually. 

Investors  who  want  to  know  more 
about  ADRs  or  track  their  holdings 
can  do  so  at  JPMorgan's  leading- 
edge  web  site,  www.adr.com,  the 
central  source  for  ADR  market  intelli- 
gence and  data  and  the  industry's 
only  ADR-dedicated  service  center. 
JPMorgan  also  provides  services  to 
help  issuers  develop  well-invested, 
liquid  ADR  programs.  ■ 


Country:  Brazil 
Sector:  Mining 

Market  Capitalization:  $40  billion 
NYSE  Symbol:  RIO 
ADR:ORD  1:1 

Date  of  Issue:  March  20,  2002 

CUSIP  204412209 
www.cvrd.com.br 


For  CVRD  the  most 
important  word 
is  value:  Value  for  j 
shareholders,  value 
for  people,  value  for 
the  environment, 


CVRD  -  Companhia  Vale 
Headquartered  in  Brazil,  it 


of  millions  of  people  around  the  world.  The  world's  largest  producer  and  exporter  of  iron  ore  and 
pellets,  CVRD  is  a  leading  player  in  the  global  manganese  and  ferro  alloy  market.  It  is  also 
an  important  producer  of  bauxite,  alumina,  atuminum,  copper,  potash  and  kaolin  and  has 
stakes  in  several  steel  companies.  As  Brazil's  main  supplier  of  logistics  services,  the  company 
owns  and  operates  railroads,  port  terminals,  warehouses  and  coastal  shipping.  CVRD  shares 
re  traded  on  the  Sao  Paulo  (Bovespa),  New  York  (NYSE)  and  Madrid  (Latibex)  stock  exchanges. 
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1430 

M-real 

7,409 

-21 

8,676 

2  025 

Fl 

1480 

Basler  Kantonalbank 

780 

179 

18,348 

481 

1431 

Mediceo  Holdings 

12,300 

75 

5,861 

2,379 

JA 

1481 

IMS  Health 

1,569 

285 

1,583 

5,579 

1432 

Hospira 

2,637 

311 

2,294 

4,620 

US 

1481 

Nidec 

3,152 

110 

4,116 

8,624 

1433 

Network  Appliance 

1,483 

199 

2,244 

10,767 

US 

1483 

Yokogawa  Electric 

3,563 

233 

3,551 

3,519 

1434 

Chang  Hwa  Com  Bank 

1,129 

87 

38,875 

3,328 

TA 

1484 

Thermo  Electron 

2,206 

362 

3,584 

4,392 

1435 

Nipoon  TV  Network 

3,146 

185 

4.916 

3.999 

JA 

1485 

Phoenix  Cos 

2,720 

81 

28,356 

1,216 

1436 

Acer 

4,643 

215 

3,444 

3.370 

TA 

1486 

Michaels  Stores 

3.272 

193 

1.949 

4,298 

1437 

Banca  Carige 

1,147 

96 

20,000 

4,264 

IT 

1487 

Ryanair  Holdings 

1,321 

254 

3,615 

6,118 

1438 

Orica 

3,356 

239 

2,865 

4,170 

AU 

1488 

Shinko  Securities 

1,101 

150 

23,408 

2,546 

1439 

Keio  Electric  Railway 

4,098 

147 

5,276 

3,710 

JA 

1489 

China  Resources  Ent 

4.464 

187 

4,041 

2  999 

1440 

Ross  Stores 

4,127 

193 

1,721 

4,110 

US 

1490 

Markel 

2,262 

165 

9.398 

3,520 

1440 

US  Airways  Group 

7,117 

-611 

8,422 

60 

US 

1491 

Daewoo  Ship  &  Marine 

3,738 

214 

3.368 

3,555 

1442 

Chi  Mei  Optoelec 

2,432 

211 

4,266 

5,948 

TA 

1491 

Ogaki  Kyoritsu  Bank 

712 

138 

32,830 

1  586 

1443 

Nippon  Shinpan 

2,802 

-2,070 

38,481 

1,199 

JA 

1493 

Acerinox 

3,664 

158 

3,790 

4,577 

1444 

Seiyu 

10,068 

-120 

6,283 

1.422 

JA 

1494 

Sapporo  Hokuyo 

1,554 

91 

64,366 

2,579 

1445 

KKPC-Korea  Kumho 

6,119 

-11 

9,369 

518 

KO 

1495 

Aker 

7,714 

-45 



6,182 

1,170 

1446 

SGS 

2,531 

245 

1,554 

5,683 

SZ 

1496 

Metalurgica  Gerdau 

4.622 

199 

4,691 

1.988 

1447 

Newfield  Exploration 

1,353 

312 

4,328 

4,623 

US 

1497 

Sumitomo  Heavy  Inds 

4,625 

156 

5,453 

2,655 

1448 

NStar 

2,954 

190 

7,117 

2.960 

US 

1498 

Credito  Emiliano 

1,583 

121 

25,549 

2,878 

1449 

Fremont  General 

1,148 

331 

9,518 

1,938 

US 

1499 

TabCorp  Holdings 

1,722 

218 

2,942 

7,155 

1450 

Barnes  &  Noble 

6,547 

158 

3,661 

3,340 

US 

1500 

Slough  Estates 

582 

166 

7,609 

4,168 

1451 

NSK 

5,003 

137 

5,923 

2.860 

JA 

1501 

CH  Robinson  Worldwide 

4,342 

137 

1,081 

4,633 

1452 

Aareal  Bank 

2,626 

48 

47,605 

1,380 

GE 

1501 

Siderurgica  Tubarao 

1,919 

612 

3.807 

2,992 

1453 

Energizer  Holdings 

2,877 

274 

3.078 

4,188 

US 

1503 

Petrol  Ofisi 

5,944 

216 

2.671 

1.323 

1453 

Yellow  Roadway 

6,767 

184 

3,463 

2.806 

US 

1504 

SembCorp  Industries 

3,642 

242 

4.901 

2,136 

1455 

Rhodia 

6,859 

-1,699 

8,118 

1,599 

FR 

1504 

Chicago  Mercantile  Ex 

753 

220 

2,857 

7,041 

1455 

Alps  Electric 

5,936 

162 

4,509 

2,765 

JA 

1506 

Japan  Securities  Fin 

296 

38 

96,350 

680 

1457 

Sumitomo  Rubber 

4,593 

187 

5,051 

2,621 

JA 

1507 

Autodesk 

1,234 

222 

1,142 

6,821 

1458 

Alberto-Culver 

3,341 

189 

2,148 

4,765 

US 

1508 

Amdocs 

1,815 

251 

2,981 

5,927 

1459 

Polo  Ralph  Lauren 

3,183 

245 

2,590 

4,046 

US 

1509 

Neiman  Marcus  Group 

3,629 

213 

2,687 

3,523 

1459 

Cameco 

874 

232 

3,377 

7,905 

CA 

1509 

Group  4  Securicor 

6.952 

62 

4,356 

3,347 

1461 

Kesko  Group 

10.199 

160 



3,878 

2,476 

Fl 

1511 

Sumisho  Lease 

3,957 

118 

10,946 

1,784 

1462 

Santos 

1,174 

315 

4,658 

4,137 

AU 

1512 

Signet  Group 

2,951 

250 

2,242 

3,744 

1463 

Colonial  BancGroup 

944 

166 

18,191 

2,726 

US 

1513 

McCormick  &  Co 

2,526 

215 

2.370 

5,159 

1464 

77  Bank 

1.064 

118 

51.641 

2,694 

JA 

1514 

IndyMac  Bancorp 

1,175 

171 

16,826 

2.231 

1465 

Westcorp 

1,387 

208 

15,545 

2,348 

US 

1515 

lyo  Bank 

971 

108 

40.807 

2,671 

1465 

Casio  Computer 

5,015 

136 

4,666 

3,479 

JA 

1515 

Philippine  Long  Dist 

1.760 

201 

5.437 

4.286 

1467 

Embraer 

2,272 

203 

4,374 

6,090 

BR 

1515 

Grupo  Mexico 

2,464 

-198 

8.196 

5.022 

1468 

VimpelCom 

1,345 

236 

2,319 

7,436 

RU 

1518 

CMPC 

1,678 

211 

4,807 

4,626 

1469 

Duke  Realty 

1,064 

198 

5,882 

4,527 

US 

1519 

Tata  Motors 

3,150 

211 

2,571 

3,943 

1469 

Federal-Mogul 

6,174 

-334 

8,265 

28 

US 

1520 

First  BanCorp 

747 

179 

15,620 

1.897 

1471 

Circuit  City  Stores 

10,154 

66 

4,380 

2,990 

US 

1521 

Alliant  Energy 

2.959 

146 

7,775 

3  091 

1472 

Health  Net 

11,646 

43 

3,642 

3,320 

US 

1522 

Sankyo  (machinery) 

1,454 

261 

2,844 

5,422 

1473 

Bank  of  Kyoto 

909 

105 

46,538 

2,825 

JA 

1523 

Advance  Auto  Parts 

3,770 

188 

2,195 

3,640 

1474 

Brisa 

673 

191 

5,209 

5,318 

PO 

1524 

Singapore  Press 

567 

319 

1,515 

4,451 

1475 

Louisiana-Pacific 

2,849 



421 

3,451 

2.891 

US 

1525 

Wheelock  &  Co 

913 

295 

5,480 

3.152 

1476 

Dillard's 

7,769 

60 

6,660 

1,914 

US 

1526 

Royal  Numico 

3,964 

-634 

1,482 

6,733 

1477 

Avalonbay  Communities 

642 

201 

5,100 

5,044 

US 

1526 

Wendel  Investissement 

745 

318 

3,516 

4,467 

1478 

Expeditors  Intl 

3,318 

156 

1,367 

5,920 

US 

1528 

Sappi 

4,811 

100 

6.054 

3,057 

1479 

Mirant 

4,399 

-1,477 

11,805 

118 

US 

1529 

Landsbanki  Islands 
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210 

11,858 

1.974 

KO 

J* 

SR 

JA 

NC 

BF 

Jt 

IT 

Al 

i 

lit 

i 

UJ 

i 

BF 

i 

cf 

S 

P7 

1 1 

E 


214     FORBES"  April  18,  2005 


See  page  232  for  country  codes  See  page  242  for  footnotei 


ROI 


Third-generation  (3G)  wireless  empowers  members  of  your  mobile 
'workforce  with  wireless  connectivity.  This  means  road  warriors  can 
'log  in  securely  to  the  company  VPN,  check  and, send  email,  search 
the' Internet  for  information  or  download  complex  documents.  For 
*your  company,  wireless  connectivity  results  in  streamlined  processes, 
'increased  efficiencies  and  improved  customer  relationships. 

'Contact  your  wireless  operator  today  to  learn  how  3G  can  strengthen 
lyour  mobile  business  solutions. 

:or  more  information  about  QUALCOMM,  visitwww.qualcomm.com 
"or  more  information  about  3G  wireless,  Visit  www.3gtoday.com 

)  20C5  6UALC0MM  Incorporated.  All  rights  reserved. 


|  QUALCOMM 
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leading  companies  in  the  world 


Diversified  financials 
Utilities 
Insurance 
Materials 

Oil  &  gas  operations 
Retailing 
Construction 
Transportation 
Food,  drink  &  tobacco 
Consumer  durables 
Telecom  services 


88 


81 
81 
77 
71 
69 

Business  services  &  supplies 

62 

Health  care  equip  &  services 

61 

Technology  hardware  &  equip 

68 

Capital  goods 

59 

Chemicals 

59 

Media 

58 

Drugs  &  biotechnology 

43 

Household  &  personal  prods 

43 

Hotels,  restaurants  &  leisure 

35 

Food  markets 

32 

Software  &  services 

32 

Conglomerates 

36 

Semiconductors 

28 

Trading  companies 

23 

Aerospace  &  defense 

26 


Financial  sectors 
(including  banking, 
diversified  financials 
and  insurance) 
account  for  28% 
of  the  Forbes 
2000  listing. 
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1530 

SanomaWSOY 

3,383 

182 

3,431 

4,097 

1531 

Alfresa  Holdings 

10.218 

62 

4.838 

1,362 

1532 

Oki  Electric  Industry 

 1 

6.267 

13 

5.642 

2,674 

1533 

Celanese  Corp 

5.069 

-175 

7,066 

2,650 

1534 

CSK 

3,626 

205 

3,298 

3,459 

1535 

Check  Point  Software 

515 

248 

1920 

5,516 

1536 

Invensys 

7,179 

-605 

5,886 

1,917 

1536 

Standard  Pacific 

3  354 

316 

3.013 

2,689 

1538 

Thai  Airways  Intl 

3,688 

244 

4.552 

2,178 

1538 

Taiwan  Cooperative  Bk 

1,617 

93 

58,555 

1.798 

1540 

Nishi-Nippon  City  Bk 

982 

35 

36,306 

2.631 

1541 

Tokyu  Land 

4,870 

51 

8,518 

1954 

1542 

BOK  Financial 

923 



179 

14,395 

2,411 

1543 

Guoco  Group 

1,530 

312 

4,872 

3,249 

1544 

Molson  Coors  Brewing 

4,306 

197 

4,281 

2.602 

1544 

JSR 

2,635 

185 

2,942 

5,314 

1546 

Tiffany 

2,205 

304 

2,666 

4.387 

1547 

ServiceMaster 

3,706 

172 

3,095 

3,865 

1548 

Banca  CR  Firenze 

1.751 

120 

23,254 

2,769 

1549 

Pilkington 

4.502 

144 

4,631 

3.016 

1550 

Waters 

1.105 

224 

1,460 

5.903 

1551 

China  Yangtze  Pwr 

357 

174 

3.578 

8,125 

1552 

Nissay  Dowa  Genl  Ins 

3,724 



53 

11,700 

2,016 

1552 

SsangYong  Motor 

2,753 

495 

1,930 

916 

1554 

Fuji  Fire  &  Marine 

3,989 

112 

10,332 

1,649 

1555 

StanCorp  Financial 

2,150 

199 

11,212 

2,477 

1556 

Industrial  Alliance 

2,587 

104 

23,750 

1.870 

1556 

Tiger  Brands 

3,938 

216 

1.865 

2,919 

1556 

Ipsco 

2,642 

467 

2,295 

2,610 

1559 

AMEC 

7,898 

107 

5,277 

1,728 

1560 

Petsmart 

3,271 

163 

1,584 

4,450 

1560 

Investors  Financial 

739 

142 

11,168 

3,334 

1562 

Patterson  Dental 

2,332 

179 

1,748 

6,818 

1563 

W  Holding 

■  

623 

172 

14,337 

1,890 

1564 

Canfor 

3,382 

346 

3,357 

2,115 

1565 

Advantest 

1,669 

166 

3,077 

8,550 

1566 

Norske  Skogindustrier 

4.170 

108 

7,268 

2,821 

1567 

Travis  Perkins 

2,997 

194 

1.879 

4,047 

1567 

Dofasco 

3,521 

314 

3  102 

2,518 

1569 

Financiere  de  I'Odet 

6,782 

37 

5,677 

1,372 

1570 

Kaneka 

3.834 

150 

3,759 

3,963 

1570 

0K0  Bank 

758 

138 

22,290 

1,515 

1570 

Commercial  Metals 

5,467 

193 

2,118 

2,052 

1573 

Yamaguchi  Bank 

839 

90 

42.090 

2,219 

1574 

Noble  Energy 

1,359 

329 

3,446 

3,978 

1575 

Abitibi  Consolidated 

4,834 

-30 

7,829 

2,048 

1576 

Webster  Financial 

952 

154 

17,021 

2.349 
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When  it  comes  to  backing  winners,  there's  no  better 
business  location  in  the  Asia  Pacific  than  Sydney. 

This  first  rate  city  offers  multinational  companies 
a  highly  competitive  base  to  expand  in  the  world's 
fastest  growing  region. 

Sydney  has  the  best  of  business  assets  -  a  well  educated, 
multilingual  workforce  that  underpins  a  reputation  for 
innovation  and  enterprise. 

It's  also  one  of  the  most  cost  competitive  cities  in 
the  Asia  Pacific  when  it  comes  to  doing  business. 


No  wonder  more  and  more  companies  are  racing  to  Sydney 
to  join  the  business  leaders. 

Doing  business  in  Sydney  -  it's  plain  sailing. 

Can't  wait  until  this  year's  Forbes  Global  CEO  Conference 
to  see  why  Sydney  is  First  for  Business  in  the  Asia  Pacific? 
The  New  South  Wales  Department  of  State  and  Regional 
Development  can  help  you  establish  or  expand  in  Sydney. 
Find  out  how  at  www.business.nsw.gov.au 


There's  no  place  in  the  world  like  ?^cU\U>j 


mi i an  Government 
Invest  Australia 


Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  In  Sydney  on  August  30  -  September  1,  2005. 


New  South  Wales 
Department  of  State  and 
Regional  Development 
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leading  companies  in  the  world 


Rank  1577  -  167f 


RANK 

COMPANY 

SALES 
(SMIL) 

nnnriTC 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

nnnriTC 

PROFITS 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE  1 
(SMIL; 

1577 

Puma 

2,076 

349 

1,191 

3,795 

GE 

■i  coc 
lb£b 

Telewest  Global 

2,431 

-176 

8,443 

4,089 

1577 

Punch  Taverns 

1,149 

185 

7,253 

3,317 

UK 

1  coo 
Ibid 

Kanematsu 

7,841 

31 

4,670 

653 

1579 

Euler  Hermes 

1,559 

184 

7,190 

3,333 

FR 

i  coo 

Dentsply  Intl 

1.694 

253 

2,801 

4.435 

1580 

VeriSign 

1,166 

186 

2,593 

6,985 

US 

1  con 
lb  JU 

Far  EasTone  Telecom 

1,092 

241 

2,140 

4,518 

1581 

Sumitomo  Mitsui  Con 

5,435 

■  

-656 

i  1 

6,632 

734 

JA 

i  coi 
lb  Jl 

Crown  Castle  Intl 

696 

208 

4,973 

3,653 

1582 
1582 

Nanto  Bank 

877 

45 

on  con 

39,690 

1,510 

JA 

i  coo 
lbJ£ 

Tokyo  Leasing 

3,626 

59 

9,993 

755 

UFJ  Central  Leasing 

3,567 

45 

11,423 

860 

JA 

1  coo 
lb  J  J 

Balfour  Beatty 

5,645 

159 

3,146 

2,595  1 

1584 

Vedior 

8,775 

-205 

3,034 

3,122 

NE 

1  OA 

lb  J4 

Neinet 

653 

149 

15.160 

1.829 

1584 

Lite-On  Technology 

4,262 

214 

3,235 

2,674 

TA 

1  COR 

lbob 

Buhrmann 

7,516 

109 

4,723 

1,545 

1586 

Euronext 

1,247 

266 

2,969 

4,493 

NE 

1  coc 
lbob 

Hua  Xia  Bank 

998 

82 

29,248 

2.157 

1586 
1588 

Alitalia  Group 

5.416 

-654 

6,616 

1,260 

IT 

1  C07 

lb  J  / 

1    IDC  lit/JllHtHAA 

Ubt  industries 

4,899 

-131 

6,628 

1.715 

Daishi  Bank 

753 

60 

38,917 

1  

1,602 

JA 

1  coo 
lb  Jo 

Beckman  Coulter 

2,408 

211 

2,795 

4,370 

1589 

Unisys 

5,821 

39 

5,621 

2,590 

US 

1  coo 

lb  jy 

Lam  Research 

1,360 

245 

1,394 

4,391 

 1 

1590 

Daily  Mail  &  General 

3.820 

112 

3,662 

5,593 

UK 

i  c  a  n 
lb4U 

Boral 

2,902 

259 

3,079 

2,958 

1591 

Juroku  Bank 

991 

97 

37,670 

1,783 

JA 

1  c>in 
lb40 

Kagoshima  Bank 

704 

78 

28,986 

1.477 

1592 

H  Lundbeck 

1,680 

233 

1,841 

5,091 

DE 

i  C>l  O 

lb4£ 

Endurance  Specialty 

1,761 

356 

5.226 

2,212 

1593 

Shiga  Bank 

777 

59 

37,018 

1,640 

JA 

1  C  A  o 

1643 

Taiwan  Business  Bank 

887 

3 

28.545 

1,447 

1594 

Sage  Group 

1,246 

230 

2,404 

5,096 

UK 

i  C  A  A 

lb44 

Datang  Intl  Power 

1.202 

219 

4,288 

4,005 

Tu_;  nil 

i  nai  uii 

3,684 

170 

2,573 

3,574 

TH 

1D43 

Leopalace21 

4,013 

182 

3,934 

2,664 

1596 

Beazer  Homes  USA 

4,009 

258 

3,162 

2,380 

US 

1  CAC 

1646 

Transmontaigne 

12,171 

26 

1,146 

319 

133  / 

Hyakugo  Bank 

827 

60 

35,058 

1,671 

JA 

Julius  Baer  Holding 

1,048 

66 

11.407 

3,627 

1  coo 

Amvescap 

2,224 

- 

-333 

7501 

5,324 

UK 

1  CA  Q 

lb4o 

Bharti  Tele-Ventures 

1,154 

135 

2,531 

9.569 

1  coo 

Williams-Sonoma 

3,058 

180 

1,618 

4,061 

US 

-i  c  a  n 

1649 

Musashino  Bank 

578 

60 

28.147 

1,403 

lbUU 

OOIL-Orient  Overseas 

3,250 

330 

2,744 

2,444 

HK 

t  ccn 
1650 

Hokkoku  Bank 

684 

45 

28,079 

1,636 

i  cm 
lbul 

Marvell  Technology 

1,225 

142 

2,789 

10.022 

BU 

1651 

Fulton  Financial 

634 

153 

11.126 

2,695 

1  CnO 

lbuV 

BorgWarner 

3,525 

218 

3,494 

2,963 

US 

•%  ceo 
1652 

Bank  Danamon 

827 

260 

6,332 

2,531 

i  cno 

banuisK 

1,777 

267 

2,320 

4,379 

US 

t  ceo 
1653 

TEC0  Energy 

2,669 

-552 

9,453 

3,174 

lbU4 

Microchip  Technology 

830 

204 

1,785 

5,691 

US 

1654 

Suruga  Bank 

853 

88 

27,193 

2,166 

lbUb 

Hasbro 

2,999 

196 

3,242 

3,739 

US 

1655 

Axel  Springer 

3,063 

163 

2,513 

4,107 

lbUb 

San-ln  Godo  Bank 

975 

78 

34,557 

1,573 

JA 

1655 

China  Development 

428 

-384 

7.813 

4,687 

lbU/ 

Mylan  Labs 

1,270 

240 

2,029 

4,739 

US 

1657 

Hammerson 

400 

90 

7,720 

4,724 

1608 

Emporiki  Bank  Greece 

1,417 

90 

21,243 

2,806 

GR 

*  ceo 
1658 

Air  China 

2,838 

19 

6,746 

3,629 

lbUU 

Terumo 

2,062 

190 

2,743 

6,219 

JA 

1659 

Toho  Bank 

627 

39 

27,055 

934 

i  cno 

lbua 

Penn  West  Petroleum 

851 

336 

2,421 

3,677 

CA 

1660 

Soriana 

3,778 

236 

2,793 

2.487 

1  CI  1 

loll 

Enagas 

1,757 

215 

4,711 

3,926 

SP 

1660 

Synthes 

1,322 

81 

1,819 

13,313 

lbll 

•1  CI  o 

lbU 

AbL-U 

5,273 

159 

4,297 

1,758 

US 

1662 

Questar 

1,901 

229 

3,309 

4,469 

Tosoh 

4,640 

70 

5,115 

3,148 

JA 

1662 

Heidelberger 

4,503 

-862 

4,942 

3,060 

1  C1  A 

lbl4 

Hyakujushi  Bank 

649 

79 

33,194 

2,021 

JA 

1664 

Rank  Group 

3,439 

182 

3.472 

3,227 

1  C1  c 

lbl5 

Banca  Pop  Sondrio 

842 

106 

17127 

3,097 

IT 

1664 

Jaccs 

1,397 

58 

26.643 

1.012 

1615 

Dassault  Systemes 

1,081 

214 

1,121 

5,375 

FR 

1666 

Lincare  Holdings 

1,247 

263 

1  627 

4,072 

lbl  / 

Scientific-Atlanta 

1,790 

239 

2,322 

4699 

US 

1666 

Abercrombie  &  Fitch 

2,021 

217 

1.342 

4,680 

1  CI  o 

Iblo 

Union  Bank  of  India 

1,234 

164 

13,454 

1,264 

IN 

1666 

Antofagasta 

1,168 

196 

2,406 

5,255 

1  ni  o 

1619 

Garmin 

763 

206 

1,116 

5.542 

CI 

1669 

Benq 

3.776 

221 

2,780 

2.581 

i  con 

Hongkong  Land  Hold 

385 

-570 

6.583 

6,082 

HK 

1669 

Kiyo  Bank 

635 

95 

26,532 

829 

Ib^l 

Higo  Bank 

640 

71 

31,859 

1,789 

JA 

1671 

Keiyo  Bank 

598 

55 

26.490 

1,364 

1622 

Israel  Discount  Bank 

1,955 

38 

31,664 

1,333 

IS 

1672 

Petrokazakhstan 

1,192 

340 

1,001 

3.332  | 

1623 

Pilgrim's  Pride 

5,688 

167 

2,280 

2,528 

US 

1673 

Bank  of  Nagoya 

735 

36 

26,145 

1,279  1 

1624 

Getronics 

3,303 

309 

2,325 

1,331 

NE 

1674 

Atos  Origin 

3,817 

-213 

3,110 

4,891  1 

1624 

Hylsamex 

2,403 

555 

3,057 

2,090 

MX 

1675 

Yamazaki  Baking 

7,197 

80 

4,610 

2,006  1 

1626 

Molex 

2,390 

200 

2,569 

4,735 

US 

1676 

Nisshin  Steel 

4,325 

94 

6.083 

2,670 
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Shell  Philippines  Exploration  B.V.  needed  groundbreaking 
technology  to  help  it  transform  the  Philippines'  vast  undersea 
natural  gas  deposits  into  usable  electrical  power. 
Who  did  they  pick  for  their  partner? 


JP 


EMERSON 


te  Technologies  •  Storage  Solutions  •  Industrial  Automatio 


1 
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leading  companies  in  the  world 


Rank  1677  -  1732 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 

(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1 

1677 

Banco  de  Valencia 

540 

111 

12,346 

3.322 

SP 

1678 

Royal  BAM  Group 

9,726 

70 

3,929 

1.008 

NE 

1679 

NCC  Group 

6,838 

129 

4,024 

1,673 

SW 

1680 

Momiji  Holdings 

642 

40 

25.353 

460 

JA 

1681 

Swedish  Match 

1,957 

275 

2,200 

3,817 

SW 

1681 

Metrovacesa 

929 

256 

4,190 

3,483 

SP 

1683 

Bank  of  Hawaii 

660 

173 

9,766 

2,502 

us 

1683 

Agri  Bank  Greece 

1,261 

48 

22,022 

2,566 

GR 

1683 

FirstGroup 

4.574 

168 

3,347 

2,665 

UK 

II 


HYiii 


Tech  stocks  grew  the  most  in  size 
(sales  and  assets)  versus  last  year's 
group,  but  this  did  not  translate 
into  profit  or  market  value  growth. 

Sales 


TECHNOLOGY  HARDWARE  &  EQUIPMENT 

47% 

J^rofitS- 


TRADING  COMPANIES 

430% 

Assets 


TECHNOLOGY  HARDWARE  &  EQUIPMENT 

39% 

Market  Value 

OIL  &  GAS  OPERATIONS 

41% 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1686 

Daio  Paper 

3.750 

136 

6,304 

1,039 

1687 

Nippon  Electric  Glass 

2,848 

82 

4,844 

4,627 

1688 

Cesky  Telecom 

2.003 

-69 

6,021 

5  701 

1688 

Industrivarden 

654 

234 

3,608 

4.288 

1690 

Harris 

2.783 

159 

2,326 

4,440 

1690 

Research  In  Motion 

605 

48 

1,931 

12,459 

1692 

Keihin  Elec  Express 

2,994 

105 

7,105 

3,259 

1692 

Great  A&P  Tea 

10,994 

-241 

2,748 

430 

1694 

Kyushu-Shinwa  Holding 

609 

-330 

24,383 

587 

1695 

DaVita 

2,299 

222 

2,512 

4,163 

1695 

Nishimatsu  Con 

4,273 

-63 

7,068 

1.081 

1697 

Noble 

1,066 

146 

3,313 

7.725 

1697 

Sabesp-Saneamento 

1,421 

288 

5,670 

1,730 

1699 

DST  Systems 

2,429 

223 

3,365 

3,809 

1699 

Saks 

6,341 

50 

4,776 

2,123 

1701 

Imsa  Grupo 

3,330 

264 

3,302 

1,617 

1701 

JB  Hunt  Transport 

2,786 

180 

1,492 

3,833 

1703 

Pepsi  Americas 

3,345 

182 

3,530 

3,149 

1703 

Empire 

8,214 

126 

3,415 

1,801 

1703 

Oita  Bank 

578 

49 

23.983 

906 

1703 

Nakornthai  Strip  Mill 

1 

586 

748 

430 

1707 

Salzgitter 

6,090 

40 

4.857 

1.353 

1708 

WPS  Resources 

4,891 

143 

4,446 

1,949 

1709 

Shikoku  Bank 

475 

50 

23,738 

1.327 

1710 

Agrium 

3.057 

297 

2.632 

2,385 

1711 

Precision  Drilling 

1,938 

204 

3,181 

4.672 

1712 

Citizen  Watch 

3,599 

186 

3,702 

2,808 

1712 

Islandsbanki 

790 

163 

11,056 

2,156 

1714 

Flagstar  Bancorp 

825 

146 

13,142 

1,261 

1715 

Equitable  Resources 

1,192 

280 

2,885 

3,647 

1716 

Sigma~Aldrich 

1,409 

233 

1,745 

4,233 

1717 

Yamana^hi  f!hun  Rank 

477 

62 

23.199 

1.139 

1718 

Svrihank 

uyuuci!  I r\ 

742 

139 

14,279 

1.442 

1719 

Rank 

owa  i_iciiir\ 

677 

70 

23,104 

1.559 

1719 

Rilfinppr  &  Rprffpr 

t>        UC  Ul/lglil 

7,595 

62 

4.249 

1.817 

1721 

UGI 

4,254 

151 

4,681 

2,307 

1722 

^hpn7hpn  npvplnnmpnt 

vJI  ICI  1^.1  ICI  1  UGVGHJJJIIIGIII 

786 

42 

22.869 

1.523 

1723 

Airhi  Rank 

509 

38 

22,868 

1,056 

1724 

HacpLn 
naoCKU 

4  484 

149 

4.507 

989 

1725 

Vallpw  Natl  Ranrnrn 
Valley  iidii  OaiiL.uiLj 

603 

154 

10.776 

2.569 

1726 

Winn-Divip  Stnrp*? 

f  V  II  II  1  1— '  '  A  1  C  UlUI  CO 

10,398 

-575 

2,236 

91 

1727 

Mpt*;n 

1  V  I  C  1  ou 

5,395 

94 

4.855 

2.558 

1728 

International  Power 

1.521 

-391 

6,359 

5,083 

1728 

INI  Steel 

3.466 

201 

4,179 

1,821 

1730 

Isetan 

5,890 

-30 

4.010 

2.842 

1731 

Gudang  Garam 

2,753 

219 

2,063 

3,201 

1732 

0GE  Energy 

4.338 

142 

4,786 

2,309 
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iUESS  WHAT  A  BIG  4  ACCOUNTING 
IBM  DID  AFTER  I  BEAT  THEN 
N  A  $185  MILLION  CORPORATE 
ONFLICTS  CASE. 


HEY  HIRED  ME,  OF  COURSE. 


phen  L.  Snyder  has  won  four  cases  worth  well  over  $100 
ion  each.  Two  of  the  four  he  beat  -  a  Big  4  accounting  firm 
i  the  CEO  of  a  cable  company  -  recognized  Snyder's  unique 
;nt  and  turned  around  and  hired  him  for  other  cases.  Those 
is  put  aside  their  pride  and  made  a  smart  business  decision, 
n  the  federal  government  has  recognized  his  abilities  and 
?d  him,  resulting  in  a  recovery  well  in  excess  of  $100  million. 

der  is  a  master  at  uncomplicating  the  complicated  and  getting 
largest  result  in  the  shortest  amount  of  time.  He  has  a  chess 
ndmaster's  ability  to  think  several  moves  ahead;  a  gambler's 


HI 


willingness  to  sink  huge  money  into  case  preparation;  and, 
above  all,  an  actor's  instinct  for  his  audiences.  Juries  simply 
love  his  flair  for  the  dramatic.  For  those  victimized  by  fraud 
or  corporate  conflicts-of-interest,  nobody's  better. 

Snyder  only  works  on  contingency  and  has  the  resources 
to  handle  even  the  largest  case.  If  you  have  a  billion  doilar  set 
of  facts,  call  the  man  The  National  Law  Journal  has  recognized 
as  one  of  the  nation's  top  litigators. 

Call  1-877-SNYDER-LAW.  Or  go  to  SnyderWins.com. 


Each  case  is  different.  Past  record  is  no  assurance  that  the  lawyer  will  be  successful  in  reaching  a  favorable  result  in  any  future  case. 
Mr.  Snyder  is  licensed  in  Maryland.  For  cases  outside  of  Maryland,  Mr.  Snyder  can  be  specially  admitted. 
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leading  companies  in  the  world 


Rank  1733  -  178( 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(ShllL) 

1733 

United  Auto  Group 

9,886 

112 

3,533 

1,295 

us 

1733 

Toda 



4.773 

54 

5,748 

1,579 

JA 

1735 

Koyo  Seiko 

4,840 

75 

4,590 

2,855 

JA 

1735 

Tokyo  Tomin  Bank 

564 

80 

22.230 

1.012 

JA 

1737 

Jacobs  Engineering 

4,742 

128 

2,206 

3,183 

US 

1738 

Bank  of  Iwate 



424 

57 

22,130 

1,007 

JA 

1739 

AWG 

3.088 

-143 

10.022 

2,265 

UK 

1740 

Akita  Bank 

452 

44 

21,972 

916 

JA 

KWfffi 

H 

m 

HI 

1 

Even  though  two  more  semiconductor 
stocks  made  the  Forbes  2000,  the 
group  shows  the  biggest 
drop  in  market  value  versus  last  year. 


Sales_ 


DRUGS  &  BIOTECHNOLOGY 

5.6% 


Profits. 


HEALTH  CARE  EQUIPMENT  &  SERVICES 


7% 


.Assets 


BUSINESS  SERVICES  &  SUPPLIES 


18% 


Market  Value 

SEMICONDUCTORS 

-12% 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 

(SMIL) 

1741 

Mercury  General 

2,569 

261 

3,553 

2,990 

1742 

Robert  Half  Intl 

2,676 

141 

1,199 

5,058 

1742 

Van  Lanschot 

1,019 

134 

14,540 

2.003 

1742 

ATI  Technologies 

2.020 

207 

1,493 

4,446 

1745 

Pactiv 

3,382 

155 

3.741 

3,356 

1746 

Britannic  Group 

2,152 

84 

21,433 

1.823 

1747 

Citizens  Commun 

2,202 

72 

6,998 

4,475 

1748 

Cimpor 

1,712 

234 

3.754 

3,853 

1749 

Brother  Inds 



4,071 

196 

3.016 

2,442 

1749 

Eighteenth  Bank 

568 

20 

21,228 

758 

1751 

AG  Edwards 

2,618 

190 

4.105 

3,278 

1751 

MDU  Resources 

2,719 

207 

3.734 

3,185 

1753 

Singapore  Tech 

1,806 

220 

2,434 

4,202 

1754 

CarMax 

4,981 

106 

1,125 

3,439 

1754 

Rashid  Hussain 

877 

-4 

20,858 

118 

1756 

Universal  Health 



3,938 

169 

3.023 

2,753 

1756 

ISS 

6,112 

48 

3,897 

2,774 

1758 

Equifax 

1,273 

235 

1,557 

3,954 

1759 

Givaudan 

2,190 

174 

3.578 

5,137 

1760 

Investkredit  Bank 

1,430 

51 

20,703 

1,113 

1761 

Aomori  Bank 

394 

40 

20,526 

750 

1762 

Rakuten 

445 

-139 

3,001 

10,693 

1763 

Bank  of  Ikeda 

547 

42 

20.242 

1,068 

1764 

Maeda 



4.640 

31 

5,668 

946 

1765 

Reebok  International 

3,785 

192 

2,445 

2,567 

1766 

Dun  &  Bradstreet 

1,414 

212 

1,569 

4,271 

1767 

Level  3  Commun 

3,712 

-458 

7,544 

1,597 

1768 

Dollar  Tree  Stores 

3,126 

186 

1,768 

3,044 

1769 

Tochigi  Bank 

429 

26 

19,936 

666 

1770 

TietoEnator 

2.070 

355 

1,428 

2,861 

1771 

SinoPac  Holdings 

761 

124 

15,246 

2,297 

1771 

NRG  Energy 

2,210 

NA 

8,186 

3,851 

1773 

Fukui  Bank 

454 

-57 

19,640 

1,008 

1774 

Ebara 

4864 

25 

5,345 

1,392 

1775 

Banco  Pastor 

616 

107 

18,601 

2,476 

1776 

Outback  Steakhouse 

3,293 

159 

1,475 

3.313 

1777 

Falabella 

1,797 

166 

2,837 

5,398 

1778 

LG  International 

8,933 

91 

2,582 

726 

1779 

CESP 

598 

217 

6,575 

363 

1780 

Chiba  Kogyo  Bank 

421 

26 

18,869 

387 

1781 

Mitsui  Eng  &  Ship 

4,562 

75 

5,579 

1,567 

1782 

Michinoku  Bank 

550 

8 

18,845 

799 

1783 

China  Merchants  Hold 

274 

189 

1,981 

4,503 

1784 

RenaissanceRe 

1.568 

164 

5,526 

3,382 

1785 

Varian  Medical  System 

1,268 

178 

1,193 

4,799 

1786 

Weight  Watchers  Intl 

1,008 

190 

810 

4,455 

1786 

Nippon  Light  Metal 

5,098 

110 

4,926 

1,487 

I 
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re  our  new  Web  site  looks  great.  But,  in  this  case,  beauty  is  more  than  skin-deep. That's  because  the  new  usps.com 
lied  with  easy-to-use  tools  to  help  you  take  care  of  just  about  all  your  shipping  needs.  You  can  pay  postage,  print 
els,  add  Insurance  and  order  a  next-day  Carrier  Pickup  at  no  charge.  Use  Priority  Mail®  service  and  you  also  get 
ivery  Confirmation™  for  free1.  The  simple  yet  powerful  usps.com  -  it's  how  the  U.S.  Postal  Service®  is  working  for  you. 
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leading  companies  in  the  world 


Rank  1788  - 188: 


RANK 

COMPANY 

(SMIL) 

r  HUM  1  i 

(SMIL) 

A jot  1 O 

(SMIL) 

MARKET 
VALUE 
(SMIL) 

4 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

(SMIL) 

MARKET 
vai  iir 

(SMIL) 

1788 

Autogrill 

4,001 

63 



2,497 

3,998 

IT 

1835 

Mahanagar  Telephone 

1,406 

265 

4,854 

1.943 

1789 

Sumikin  Bussan 

8.552 

26 

3,538 

387 

JA 

1836 

Avtovaz 

4.472 

104 

5,201 

286 

1790 
1791 

Kuraray 

3,182 

145 

3,939 

3,352 

JA 

1837 

Provident  Financial 

2,025 

252 

3,511 

3,321 

Mitsukoshi 

4,133 

59 

5,608 

2,588 

JA 

1837 

Jean  Coutu  Group 

3,003 

130 

1,331 

4,122 

1792 

Red  Electrica  Espana 

1,304 

180 

4,745 

3,501 

SP 

1839 

Diebold 



2,381 

184 

2,136 

3.812 

1793 

Toto 

4.483 

112 

4,225 

3,000 

JA 

1840 

BayWa 

7410 

27 

2.845 

705 

1794 

Bayerische  Immobilien 

350 

290 

2,702 

3.207 

GE 

1841 

DPL 

1.200 

217 

4,166 

3,223 

1795 

Hokuetsu  Bank 

437 

17 

18,016 

513 

JA 

1842 

Sonic  Automotive 

7,395 

86 

2,902 

918 

1796 

United  Mizrahi  Bank 

1,448 

76 

17,936 

1.063 

IS 

1843 

Timken 

4,514 

136 

3,939 

2.555 

1797 

Finansbank 

1,145 

198 

6,932 

1,597 

TU 

1843 

PCCW 

2,904 

-786 

5,751 

3.168 

1798 

Wendy's  International 

3,630 

58 

3,132 

4,314 

US 

1845 

Hagemeyer 

7,364 

-223 

3,117 

1,487 

1798 



Nomura  Research 

2,281 

175 

3,118 

4.440 

JA 

1845 

Cousins  Properties 

137 

408 

1.021 

1,359 

1798 

Capita  Group 

2,467 

145 

1,735 

4,900 

UK 

1847 

Barr  Pharmaceuticals 

1,126 

161 

1,352 

4,899 

1798 

Wartsila 

3,363 

218 

3,092 

2,414 

Fl 

1847 

Metoz  Holdings 

7363 

59 

1,538 

836 

1802 

Aplus 

1,026 

14 

17,471 

469 

JA 

1849 

SM  del  Banco  de  Chile 

1,151 

39 

15,667 

1,032 

1803 

CSM 

4.424 

165 

3,408 

2,462 

NE 

1850 

AMMB  Holdings 

1.131 

59 

15.664 

1,572 

1803 

McAfee 

939 

232 

1,919 

3,705 

US 

1851 

Downey  Financial 

659 

108 

15.649 

1,745 

1805 

Service  Corp  Intl 

2  024 

168 

8,308 

2,491 

US 

1851 

Yell  Group 

2,190 

-94 

4,372 

6.414 

1806 

Bosch  Automotive  Sys 

2,798 

277 

2,198 

2,286 

JA 

1853 

Banco  di  Sardegna 

828 

44 

15.593 

974 

1807 

Nippon  Steel  Trading 

8,195 

33 

2,860 

341 

JA 

1854 

Fraport 

2.307 

145 

4,556 

3,923 

1808 

Applera-Applied  Bio 

1.754 

207 

2,135 

4,033 

US 

1855 

R&.G  Financial 

652 

152 

9.189 

1.857 

1808 

Bank  of  Saga 

416 

-165 

17.281 

665 

JA 

1856 

Doosan 

4.222 

13 

5.386 

270 

1808 

Novell 

1,189 



442 

2,648 

1,984 

US 

1857 

Chiron 

1,726 

85 

4,300 

6.648 

1811 

Oriental  Bk  Commerce 

929 

158 

9,460 

1,383 

IN 

1857 

Henry  Schein 

3,813 

134 

2,212 

3,130 

1812 

BJ's  Wholesale  Club 

7,253 

117 

1,838 

2,124 

US 

1859 

Daelim  Industrial 

3,632 

186 

3,114 

2,241 

1813 

Somerfield 

8,045 

99 

2,876 

1,970 

UK 

1860 

Aracruz  Celulose 

1,167 

227 

3.530 

3,482 

1813 
1815 

Sinopec-Yangzi  Petro 

2,617 

201 

1.610 

3,240 

CN 

1861 

Hanwa 

7,204 

54 

2,812 

957 

Gamesa 

1,977 

254 

2,667 

3.384 

SP 

1861 

Shin 

273 

224 

1,707 

3,512 

1816 

Yamagata  Bank 

408 

38 

16,979 

834 

JA 

1863 

American  Home  Mtge 

437 

146 

9,592 

1,255 

1817 

IDB  Holding 

2,466 

0 

12,359 

833 

IS 

1864 

St  Galler  Kantonalbk 

607 

84 

15,252 

1,389 

1818 

Yanzhou  Coal  Mining 

839 

168 

1,676 

4.848 

CN 

1865 

TransAlta 

2,365 

142 

6.570 

2.811 

1819 

Allegheny  Energy 

2,756 

-311 

9,045 

2,598 

US 

1866 

Chukyo  Bank 

356 

30 

15.164 

789 

1819 

Bemis 

2.834 

180 

2,487 

3,191 

US 

1867 

Daikyo 

3.263 

64 

7,157 

387 

1821 

Towa  Bank 

381 

24 

16,490 

619 

JA 

1868 

Daisan  Bank 

362 

15 

15.130 

699 

1822 

Toho  Gas 

3,141 

158 

5,011 

2,097 

JA 

1869 

Pentair 

2.278 

171 

3.125 

4.174 

1823 

Danisco 

2.640 

161 

4,044 

3,406 

DE 

1870 

Wilmington  Trust 

659 

145 

9.631 

2.283 

1824 

Higashi-Nippon  Bank 

411 

43 

16.366 

757 

JA 

1870 

Precision  Castparts 

2,815 

-26 

3,702 

4.972 

1825 

South  Financial  Group 

603 

122 

13,651 

2,182 

US 

1872 

Intl  Flavors  &  Frags 

2,034 

196 

2,362 

3.891 

1826 

Petroplus  Intl 

7,689 

-81 

1,644 

367 

NE 

1872 

Amer  Power  Conversion 

1,700 

181 

1,843 

4.212 

1827 

Farmers  Bank  of  China 

467 

10 

16,242 

615 

TA 

1872 

Seat-Pagine  Gialle 

1,824 

21 

7,330 

3,691 

1828 

BEKB-BCBE 

597 

57 

16.223 

1.312 

SZ 

1875 

BKW  FMB  Energie 

2,330 

204 

3,847 

3.271 

1826 

SPAR  Handels 

7,659 

4 

1,435 

389 

GE 

1876 

Cullen/Frost  Bankers 

619 

141 

9,953 

2.412 

1830 

Manor  Care 

3,209 

168 

2,341 

2,930 

US 

1877 

Eurotunnel 

1.022 

-2,376 

14.957 

81115 

1831 



Pogo  Producing 

1.277 

279 

2.933 

3,132 

US 

1878 

Shire  Pharmaceuticals 

1,359 

-649 

4,769 

5,416 

1832 

YTL 

1,161 

187 

6.988 

2,065 

MA 

1879 

City  Developments 

1,370 

90 

7,691 

3,564 

1833 

Daimaru 

7,517 

109 

3,229 

2,357 

JA 

1880 

Seino  Transportation 

4.002 

129 

4,662 

1.893 

1834 

Miyazaki  Bank 

422 

28 

15,937 

603 

JA 

1881 

Bimbo  Grupo 

4.166 

86 

2,724 

3.399 

224     FORBES-  April  18,2005 


See  page  232  for  country  codes  See  page  242  for  fnotnotil 


Greece:  a  land  of  mythical  dimensions.  Where  the  spirit  of  hospitality  welcomes  you  as  a  modern  god. 
And  the  siren  song  draws  you  into  its  deep  blue  waters.  Where  a  gentle  breeze  through  ancient  ruins 
seems  to  whisper  your  name.  And  a  dance  until  dawn  can  take  on  Dionysian  proportions.  In  Greece,  the 
myths  are  still  very  much  alive.  And  in  amongst  them  sits  your  own...  patiently  waiting  for  you  to  live  it. 
Live  your  myth  in  Greece.  Ask  your  travel  agent. 

INISTRY  OF  TOURISM  -  NATIONAL  TOURISM  ORGANIZATION 


'  i:  I 


HELLENIC  TOURISM  ORGANIZATION 

OLYMPIC  TOWER  645  FIFTH  AVENUE,  SUITE  903  -  NEW  YORK,  NY  10022 

TEL:  (001212)  4215777,  FAX:  (001212J  8266940 

URL:  www.greektourism.com.  E-mail:  info@greektourism.com 
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leading  companies  in  the  world 


Rank  1882-  192 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

1 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE  1 
(SMIL)  1 

1  QQO 

PCI 

1   1  C^A 

1 

p  rrr 

c.  npfi 

AU 

1905 

1/qlnnt  HnlHmu 
VdllclIM  nuiuiiig 

c;pi 

OO  J. 

Pi 
ox 

1  a  nRp 

X*t,U0  J 

1  R7fi  I 
X.O/D  1 

1  QQO 

Ehime  Bank 

P7P 
Of  c. 

1  fi 
10 

1  A  QRP 
X*t,OO0 

AQP 
*toO 

JA 

1906 

Origin  Fnortfw 

ui  igiM  ci ici  gy 

P  4RP 

1  AP 
X*»  J 

P  RPR 
£,D£D 

A  PPP  1 

AggregatG  Industries 

P  fine; 

1  RQ 

P  PQP 

P  arc; 

UK 

1907 

Rharat  Mc>9\Af  Floptrir* 

DMdldl  ncdVy  Llt-LIMU 

i  pc;n 

1  RP 

P  QPQ 

A  Rl  Q  1 
H,  Ola  1 

Rheinmetall 

D,0*rO 

7Q 

/  3 

4  240 

2  074 

GE 

1908 

Pi  i  can  Rani/ 

932 

i  np 

XU£ 

1  P  PQR 

J-  J  O  J  J 

1  191  1 

loot) 

Jefferies  Group 

1  1  QQ 

1  PI 
1J1 

i  n  rqr 

P  1  PR 

C  1  OO 

US 

1909 

nuiig  Leung  isicuii 

77P 

i  np 

1  P  RAR 

1  1  7P  1 
Lite.  1 

loco 

riDi  noiuing 

1117 

_2 

14  674 

271 

IS 

1909 

PI  1  IQ  Fvnrpcc\A/a\/c 

r  LUO  CApi  CooWdyo 

434 

pnp 

7  Rpn 

P  R7Q  1 

0,0/9  1 

1  ftflfi 
XOOU 

Orascom  Telecom 

i  nRn 

1  I  c 
XxD 

P  APR 

7  RQR 

EG 

1911 

1  Q1  P 
1,910 

1  PR 

p  77n 

O,  /  /  u 

R  PRP  1 
O.ODO  1 

1  flfiQ 

Meiji  Dairies 

fi  Q1  R 

7fi 
/  D 

P  APR 

1  695 

JA 

1912 

Emap 

1  QP7 

1  7P 
XI  c. 

1  P41 

A  1  flfl  1 

1  PtflQ 

lOOJ 

Consol  Energy 

c.,1  1  1 

1  1  c 
llj 

A  1  QR 

4  148 

US 

1912 

Ponti  in/  1  oacintf  Q\/c 
Ut-IMUI  y  LodblMg  Oy i 

p  no,7 

R1 

OX 

7nQ7 

RRR  1 
JOO  1 

looi 

winiuorgs  i  asiigncier 

PQP 
oat 

c  701 
u .  /  ax 

2  123 

SW 

1914 

R  A^ 

oD 

p  Rpn 

O.jOU 

1  R7R  1 
X,D  r  O  1 

Daegu  Bank 

i  ni  i 

1,U11 

QP 

1  A  RRQ 
lt,003 

K0 

1915 

1  si  irantion  Parti/ 

7«fi 
f  OD 

PP 

1  P  R4.P 

A7R  1 
**  I  D  1 

lOgJ 

i\imoeny  uiarK  iviexico 

1  RP7 
X,D£  1 

1  QQ 
xoa 

P  1  71 

p  onR 

MX 

1916 

1  11C 
l,llvJ 

1  PP 

xoo 

P  7PQ 

P  RPP  1 
O.DOO  1 

1  QQA 

Brinker  International 

P  (31  1 
O.oll 

1  1  Q 

P   1  PP 

p  Pvl1 
0,041 

US 

1  Q1 7 

uornrnuniiy  neann  oys 

p  ppp 

1  R1 
101 

P  RPP 
0,000 

P  PPil  1 

1  Md 

Luzerner  fsanionaiudnK 

RR7 
00/ 

7A 

74 

i  a  pro 

i  7^n 

X,  /  *tU 

SZ 

1917 

F  Clin  Finanri'il 
COUii  rli ldl litlcU 

too 

1  PP 
Ivd 

Q  RP7 

9,00  / 

1  RRR  1 
X.ODO  1 

1030 

Hays 

9  7RR 
C,  f  DO 

1  PI 

QR4 

A  APR 

UK 

1919 

^^inmf>talc  nov/plnriiTiprit' 
iViir  iiml  idle  UcVtJIUpiilcl II 

fi  PQ1 

P7 

P  fil  P 

71  Q  1 
/  X9  1 

1  flQfi 

lOOD 

cnu 

fi  7nfi 

u,  /  UD 

DO 

P  RRQ 

p  ni  p 

IT 

Odll  IVIIgUcI 

P  R7R 
t ,D  /  D 

1  PP 

loo 

P  PPfi 

0,0<1D 

A  1  PR  1 

1  fiQR 

lOOO 

rnaico  noiQing 

p  ot? 

-1  PQ 
103 

R  QP4 
0,90** 

p  77n 

US 

1921 

Pixar 

P7P 

1  4P 

1  P7R 

X, c.  /  O 

R  1  RP  1 
O.XDO  1 

\* r\o Da/MTif* 
l/UoOU  raLillL 

PRP 

1  RR 

i  onn 

4  7QP 
*r,  /  90 

HK 

1922 

AVA 

MVM 

fi  PPP 

PR 

OD 

1  RPA 

1  Q1  P  1 
X,9XO  1 

1900 

UdcWUU  CI  Igll  IL.CI  11  Ig 

3  575 

139 

4  493 

2  508 

K0 

1923 

FirQt  Piti7Pnc  RnchQ 

III  SI   Olll^-Cllo  DUoMO 

772 

75 

13  259 

1,542 

1901 

EMI  Group 

3,913 

-132 

3.481 

3,498 

UK 

1924 

Bank  of  Ayudhya 

678 

77 

13,229 

998 

1901 

Nissan  Diesel  Motor 

4,339 

-386 

4,884 

1,313 

JA 

1925 

Erie  Indemnity 

1,216 

226 

2,980 

3.236  | 

1903 

Bank  of  Ryukyus 

400 

47 

14,103 

692 

JA 

1925 

Oberbank 

597 

48 

13,199 

889  1 

1904 

Shaw  Communications 

1,584 

41 

5.755 

4,241 

CA 

1927 

Hyosung 

4,353 

43 

4,742 

428 

These  stocks  are  from  ten  of  the  countries  with  minor 
representation  in  the  Forbes  2000.  They  are  all  cheap  relative 
to  their  countries'  estimated  P/E  and  to  their  respective 
industries'  estimated-P/E-to-estimated-earnings-growth  ratios. 
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COMPANY 

COUNTRY 

INDUSTRY 

RECENT 
PRICE 
SUS 

2005 
ESTIMATED 

P/E 

ESTIMATED 
EPS 
GROWTH 

BANCO  DO  BRASIL 

Brazil 

banking 

$11.99 

8 

11% 

CARSO  GLOBAL  TELECOM 

Mexico 

telecom  services 

1.82 

8 

26 

COMMERCE  ASSET 

Malaysia 

banking 

1.23 

13 

18 

MOLLER-MAERSK 

Denmark 

transportation 

9,415.67 

11 

11 

OUTOKUMPU 

Finland 

materials 

18.25 

7 

8 

PUBLIC  POWER 

Greece 

utilities 

31.63 

13 

22 

REMGRO 

South  Africa 

conglomerates 

15.63 

8 

8 

SEVERSTAL 

Russia 

materials 

16.16 

5 

5 

SINGAPORE  AIRLINES 

Singapore 

transportation 

7.39 

11 

17 

PTT  PUBLIC  COMPANY 

Thailand 

oil  &  gas  operations 

5.64 

9 

26 

Prices  as  of  Feb  28.  'Annualized:  over  the  next  three-two-five  years.  Sources 

Exshare.  FT  Interactive  Data  via  FactSet  Research  Systems;  Thomson  One  Analytics. 
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HR  Outsourcing    Retirement  &  Financial  Management    Health  Care    Talent  Organizational  Change 


Hewitt 


www.hewitt.com/ results 


ACTIONS 

•c  re  a  I ingm 

VALUE 


JEtST 

Employers 


FEMSAUBD 


)perating  income  has  risen 
ul  a <x>mpouna  Annual; 
(h  Kale  of 


IFEMSV 
I. aim  Americas  /inrra^c  Leader 


INVESTOR  RELATIONS:  JUAN  '-"ONSECA  /  ALAN  ALANiS  (52.81)  8328.6167 

CORPORATE  COMMUNICATIONS:  JAIME  TOUSSAINT  /  CAROLINA  ALVEAR  (52.81)  8328.6046 


www.tem8a.com 


ONLY  ONE  CABLE  NEWS  NETWORK 


RS 


10am  ET  Saturday 


We  report.  You  decide: 


11:30am  ET  Saturday 


on  BUSINESS 

10:30am  ET  Saturday 


Source:  Nielsen  Media  Research.  Persons  2+  (000). 
M-Su  6a-llp  FNC.CNN, MSNBC, CNBC, HLN  Business 
Programs.'  YTD'05  (12/27/04-2/20/05).  Subject  to 
qualifications  to  be  made  available  upon  request.  ,. 
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leading  companies  in  the  world 


Rank  1928  -  200 


RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

1 

MARKET 
VALUE 
(SMIL) 

1 

1928 

Metro  Inc 

4.757 

134 

1,237 

2,154 

CA 

1928 

Maanshan  Iron  &  Steel 

1,901 

321 

3,185 

2.566 

CN 

1930 

Norbord 

1,601 

351 

1,391 

1,595 

CA 

1931 

Lawson 

2,255 

170 

3,151 

3.900 

JA 

1932 

Pendragon 

6,091 

85 

2,381 

803 

UK 

1932 

Lihir  Gold 

248 

348 

1,072 

1,162 

AU 

1934 

Couche  Tard 

4,280 

58 

1,604 

3.118 

CA 

1935 

Credito  Valtellinese 

771 

20 

12,855 

896 

IT 

1936 

Ranbaxy  Laboratories 

967 

■  

160 

931 

4,347 

IN 

1937 

Royal  P&O  Nedlloyd 

6,072 

16 

3,374 

2.293 

NE 

1938 

Performance  Food 

6,064 

56 

1,833 

1,269 

US 

1939 
1940 

Domtar 

4,262 

-35 

4,740 

2.074 

CA 

Atmos  Energy 

3,525 

116 

5,406 

2,188 

1 

1941 

Shimizu  Bank 

272 

16 

12,610 

480 

1942 



MIE  Bank 

226 

27 

12,462 

537 

1943 

AMB  Property 

666 

125 

6,387 

3,220 

US 

1944 

Blockbuster 

5,952 

-2,446 

3,414 

1.607 

us 

1945 

Dex  Media 

883 

-75 

6,996 

3,418 

us 

1946 

Calsonic  Kansei 

5,932 

77 

2,950 

1.667 

JA 

1946 

Nobel  Biocare  Holding 

526 

129 

638 

5.569 

SZ 

1948 

Ipiranga 

5.884 

34 

984 

390 

BR 

1948 

Vintage  Petroleum 

778 

333 

1.645 

1,952 

US 

1950 

IKON  Office  Solutions 

4.609 

81 

4.368 

1,484 

US 

1951 

MyTravel  Group 

5,876 

-345 

2,203 

60 

UK 

These  ten  companies  made  it  onto 
the  list  just  by  issuing  stock  to  the 
public  over  the  past  12  months. 


COMPANY 

COUNTRY 

CHINA  NETCOM  GROUP 

China 

823 

GOOGLE 

US 

904 

FREESCALE  SEMICONDUCTOR 

US 

934 

HUNTSMAN 

us 

1001 

LAS  VEGAS  SANDS 

us 

1114 

CELANESE  CORP 

us 

1533 

NALCO  HOLDING 

us 

1898 

DEX  MEDIA 

us 

1945 

BLUELINX  HOLDINGS 

us 

1982 

MECHEL  STEEL 

Russia 

1985 

RANK 

COMPANY 

SALES 
(SMIL) 

PROFITS 
(SMIL) 

ASSETS 
(SMIL) 

MARKET 
VALUE 
(SMILI 

1952 

Saputo 

2,723 

162 

1,576 

3,164 

1953 

Kumamoto  Family  Bank 

358 

-160 

12,193 

344 

1954 

Bank  of  Okinawa 

443 

17 

12,193 

638 

1955 

Chico's  FAS 

997 

134 

650 

5.260 

1956 

Storage  Technology 

2,224 

191 

2,408 

3,389 

1957 

Sonoco  Products 

3,155 

151 

3,049 

2,858 

1957 

Novellus  Systems 

1,357 

157 

2,402 

4,335 

1959 

Indian  Overseas  Bank 

1.037 

118 

10,917 

847 

1960 

Univar 

5.734 

73 

2,193 

938 

1961 

Sirius  Satellite 

67 

-712 

1,958 

7,036 

1962 

Dia  Kensetsu 

1,204 

324 

702 

132 

1963 

Wing  Lung  Bank 

138 

133 

9,144 

1,816 

1964 

Lundbergs 

2,521 

114 

6,371 

2,835 

1965 

Nissin  Food  Products 

3,066 

135 

3.237 

3,296 

1966 

Cleveland-Cliffs 

1,207 

324 

1,161 

1,735 

1967 

Buzzi  Unicem 

1,838 

200 

3,366 

3.337 

1968 

Siam  City  Bank 

590 

92 

11.862 

1,504 

1969 

Konami 

2,619 

193 

2.821 

2,729 

1970 

Kanto  Tsukuba  Bank 

309 

10 

11,786 

152 

1971 

BCGE  GrouD 

435 

6 

11,743 

605 

1972 

Hudson's  Bay 

5,585 

43 

3,102 

711 

1972 

Kagawa  Bank 

382 

19 

11,703 

416 

1974 

Sierra  Pacific  Res 

2.784 

-36 

7.344 

1.172 

1974 

Credicorp 

1.022 

131 

9,121 

1.508 

1976 

El  Puerto  Liverpool 

2,604 

224 

2,861 

2,481 

1977 

Raymond  James  Finl 

1,929 

143 

7,959 

2,273 

1977 

CI  Fund  Management 

619 

162 

1,828 

4,120 

1977 

fipnramr 

381 

-296 

1,039 

6,775 

1980 

IVAX 

1.727 

164 

2,788 

4,009 

1981 

Wing  Hang  Bank 

363 

111 

11,429 

1.969 

1982 

Hindalco  Industries 

1.891 

229 

3.136 

2.958 

1982 

XM  Satellite  Radio 

244 

-642 

1,841 

6.747 

1982 

BlueLinx  Holdings 

5,519 

92 

1,293 

454 

1985 

Mpphpl  ^tppl  Grnnn 

IVIwvl  ICI  vJICli  UIUU|J 

2,050 

142 

1,835 

4,641 

1986 

Ampriran  AyIp  ft/  Mff 

nn        iLa1  i  hail  (X  iviig 

3,600 

160 

2.539 

1,311 

1987 

nnmmprrial  Fprlpral 

VUllllllVl  Vdul   1  VU6I  ul 

686 

76 

11.451 

1,073 

1988 

^himann 

Ol  III  1 10]  III 

1,651 

189 

1.745 

3.395 

1989 

fipnpral  Maritimp 

UCIICI  Ql  IVIOI  nunc 

701 

315 

1.264 

1.941 

1990 

Imnrpf  iln 

II 1  l|JI  -  £,1  1  u 

4.015 

-132 

4.665 

448 

1991 

I  icnijaya  iviai  luaia 

1.746 

167 

1,210 

3,859 

1991 

DVB  Bank 

609 

99 

11,403 

405 

AlpvanHpr  Fnrhp^ 

nlcAdiiuci  rui  uco 

705 

56 

11.366 

925 

Rorvplou  f^rni  in 

DCl  M^ICy  UlUU|J 

2.264 

289 

2.786 

2,024 

RPI-Ranrn  Prpriitn 

□  jl    Qal  !LU  CUIIU 

668 

125 

9.446 

2.304 

1  arcpn  Tmihrn 

l_  a  1  OCl  1  CtL    IUUUI  u 

2,496 

172 

2,464 

3.098 

1996 

Morinaga  Milk  Ind 

5,418 

62 

3,010 

1,128 

1998 

Forest  City  Ent 

1,114 

86 

7,256 

3,183 

1998 

Samsung  Heavy  Inds 

3,485 

126 

4,595 

1,858 

2000 

Indesit 

3.783 

151 

2.859 

1,863 
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3L0BAL  EXECUTIVE 
VI  B  A  PROGRAMS 


*ZVere  a  world-class  business  school. 
It  only  makes  sense  to  hold  classes  there. 


Some  campuses  are  measured  in  acres;  ours  spans 
the  hemispheres.  Including  the  vast  opportunities 
available  at  our  University  of  Minnesota  campus, 


of  our  corporate  alliances,  and  by  faculty  who 
aren't  just  knowledgeable  about  business,  but 
veterans  of  it. 


pP 


we  offer  top-ranked  Executive  MBA  programs  on 
three  continents. 

Business  leaders  throughout  the  world  cultivate 
know  ledge,  insight,  and  critical  connections  through 
the  Carlson  School's  partnerships  with  prestigious 
universities  in  Austria,  China  and  Poland. 

As  diverse  as  the  cultures  they  bridge,  all  of  our 
international  MBA  programs  share  an  overriding 
goal:  to  hone  the  skills  leaders  need  to  succeed  in 
local,  regional,  and  global  markets.  They're  united 
also  by  the  caliber  of  our  students,  the  strength 


The  Carlson  School  offers  much  more  than  a 
global  perspective.  We're  charting  the  future  of 


global  business. 


GLOBAL  EXECUTIVE  MBA  PROGRAMS 


>  China  Executive  MBA  in  partnership  with  Lingnan 
(University)  College  of  Sun  Yat-sen  University 

>  Vienna  Executive  MBA  in  partnership  with  Vienna 
University  of  Economics  &  Business  Administration 

>  Warsaw  Executive  MBA  in  partnership  with 
Warsaw  School  of  Economics 

>  US  Carlson  Executive  MBA 


Discover  the  difference  between  taking  a 
course  and  setting  one.  Visit  our  website  at 
www.carlsonschool.umn.edu,  or  call  toll-free 
877  62s -6468  for  more  information. 


CARLSON 

SCHOOL  OP  MANAGEMENT 


University  of  Minnesota 

The  University  of  Minnesota  is  an  equal  opportunity  educator  and  employer,  i  2003  Regents  of  the  University  of  Minnesota 
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COMPHHV 

Aareal  Bank 
ABB  Group 
Abbott  Laboratories 
Abercrombic&  Fitch 
Abertis 

Abitibi  Consolidated 
ABN-Amro  Holding 
ABSA  Group 
Accmture 
Acciona 
jj|  Accor 
ACE 
Acer 
Acerinox 
Acom 
ACS  Group 
Adecco 

adidas-Salomon 
Adobe  Systems 
Advance  Auto  Parts 
Advanced  Into  Service 
Advanced  Micro 
Advantest 

Aegon  Insurance  Group 
AEM 
Aeon 
3  AES 
Aetna 

Affiliated  Computer 
Aflac 
AGCO 

Agfa-Gevaert 
Aggregate  Industries 
Agilent  Technologies 
Agri  Bank  Greece 
B  Agrium 
Ahold 
Aichi  Bank 
Aiful 

Aioi  Insurance 
Air  China 
Air  France  Group 
Air  Liquide  Group 
Air  Prods  &Chems 
Aisin  Seiki 
_  Ajinomoto 
H  AK  Steel  Holding 
Akbank 
Aker 

Akita  Bank 
Akzo  Nobel  Group 
Alberto-Culver 
Albertsons 
Alcan 
Alcatel 
Alcoa 

Alexander  Forbes 
ALFA 

Alfresa  Holdings 
Alitalia  Group 
All  Nippon  Airways 
Allegheny  Energy 
Allergan 

Alliance  &  Leicester 
Alliance  UniChem 
Alliant  Energy 
Allianz  Worldwide 
Allied  Domecq 
Allied  Irish  Banks 
Allied  Waste  Inds 
Allmerica  Financial 
Allstate 
Alltel 
Almanii 
Alpha  Bank 
Alps  Electric 


Forbes  2000  Index 


fw  Alstom 
\  Altadis 
Altana 
I  Altera 
J  Altria  Group 
f!l  Aluminum  of  China 
fj  Amadeus  Global  Travel 
5m  Amazon.com 
I  AMB  Property 

Ambac  Financial  Group 
1  Amcor 
I  Amdocs 
AMEC 

Amerada  Hess 
|  Ameren 

I  America  Telecom 
I  American  Axle  &  Mfg 
American  Electric 
-J  American  Express 
•rjgl  American  Finl  Group 
H  American  Home  Mtge 
American  Intl  Group 
I  American  Natl  Ins 
I  Amer  Power  Conversion 
_J  American  Standard 
§3  AmeriCredit 
"1  AmerisourceBcrgen 
]  Amcritrade  Holding 
AmerUs  Group 
Amgen 
|  AMMB  Holdings 

I  AMP 
SI  AMR 

\  AmSouth  Bancorp 
I  Amvescap 
Anadarko  Petroleum 
Analog  Devices 
1  Anglo  American 
Anglo  Irish  Bank 
Anheuser-Busch  Cos 
J  Annaly  Mortgage 
Antarchile 
^1  Antofagasta 
1  Aomori  Bank 
j!m  Aon 
|  Apache 

1  Apartment  Investment 
Aplus 

Apollo  Group 
I  Apple  Computer 
|  Applera-Applied  Bio 
I  Applied  Materials 
fBffil  Arab  Bank 
IMjil  Aracruz  Celulose 
"\  Aramark 
I  Arcelor 

Arch  Capital  Group 
I  Archer  Daniels 
r  1  Archstone-Smith 
Arcva  Group 
JfjfH  Arrow  Electronics 

ArvinMeritor 
*fm  Asahi  Breweries 
Asahi  Glass 
\  Asahi  Kasei 

ASF-Auto  Sud  France 
I  Ashland 
|  ASML  Holding 
rj  Assa  Abloy 
fj  Associated  Banc-Corp 
^  Assoc  British  Foods 
Assurant 
Astoria  Financial 
I  Astra  International 
j  AstraZeneca 
Asustek  Computer 


COMPANY 

AT&T 

ATI  Technologies 
Atlas  Copco 
Atmos  Energy 
Atos  Origin 
AU  Optronics 
ANZ  Banking 
Australian  Gas  Light 
Autodesk 
Autogrill 
Autoliv 

Automatic  Data 

AutoNation 

Autoroutes  Paris 

Autostrade 

AutoZone 

AVA 

Avalonbay  Communities 
Avaya 

Avery  Dennison 
Aviva 
Avnet 

Avon  Products 
Avtovaz 
Awa  Bank 
AWG 

AXA  Group 
Axel  Springer 
Axis  Capital  Holdings 
BAA 

BAE  Systems 
Baker  Hughes 
Balfour  Beatty 
Ball 

Baloise  Group 
Banca  Antonveneta 
Banca  Carige 
Banca  CR  Firenze 
Banca  Intesa 
Banca  Lombarda  Group 
Banca  Naz  del  Lavoro 
BPER-EmiliaRomagna 
Banca  Pop  di  Lodi 
Banca  Pop  diMilano 
Banca  Pop  Sondrio 
BanchePopolari  Unite 
Banco  BPI 

Banco  Bradesco  Group 
Banco  deSabadell 
Banco  de  Valencia 
Banco  diSardegna 
Banco  do  Brasil 
Banco  Pastor  _ 
Banco  Popular  Espanol 
Banco  Santander 
Bangkok  Bank 
Bank  Central  Asia 
Bank  Danamon 
Bank  Hapoalim 
Bank  Leumi  Group 
Bank  Mandiri 
Bank  of  America 
Bank  of  Ayudhya 
Bank  of  Baroda 
Bank  of  East  Asia 
Bank  of  Fukuoka 
Bank  of  Greece 
Bank  of  Hawaii 
Bank  of  Ikeda 
Bank  of  India 
Bank  of  Ireland 
Bank  of  Iwate 
Bank  of  Kyoto 
Bank  of  Montreal 
Bank  of  Nagoya 
Bank  of  New  York 


COMPANY 

Bank  of  Nova  Scotia 
Bank  of  Okinawa 
Bank  of  Saga 
Bank  of  Ryukyus 
Bank  of  Yokohama 
Bank  Rakyat  Indonesia 
Bankgesell  Berlin 
Bankinter 

BanqueNatBelgique 
Baoshan  Iron  &  Steel 
Barclays 
CR  Bard 
Barloworld 
Barnes  &  Noble 
Barr  Pharmaceuticals 
Barratt  Developments 
Barrick  Gold 
BASF  Group 
Basler  Kantonalbank 
Baxter  International 
Bayer  Group 
Bayerische  Immobilien 
BayWa 
BB&T 

BBVA-Banco  Bilbao 
BCE 

BCGE  Group 
BCI-Banco  Credito 
BCP  Bco  Com  Port 
BCV  Group 
Bear  Stearns  Cos 
Beazer  Homes  USA 
Beckman  Coulter 
Becton  Dickinson 
Bed  Bath  &■  Beyond 
Beiersdort 
BEKB-BCBE 
Belgacom 
BellSouth 
Bemis 
Benq 

Berkeley  Group 
WR  Berkley 
Berkshire  Hathaway 
Besl  Buy 
BG  Group 

Bharat  Heavy  Electric 
Bharat  Petroleum 
Bharti  Tele-Ventures 
BHP  Billiton 
BHW  Holding 
Bidvest  Group 
Bilfinger  &  Berger 
Bimbo  Grupo 
Biogen  Idee 
Biomet 
BJ  Services 
BJ  s  Wholesale  Club 
BKW  FMB  Energie 
Black  &.  Decker 
H&R  Block 
Blockbuster 
BlueLinx  Holdings 
Bluescope  Steel 
BMW-Bayerische  Motor 
BNP  Paribas 
BOC  Group 
BOC  Hong  Kong 
Boeing 

BOK  Financial 
Bombardier 
Boots 
Bora! 

BorgWarner 
Bosch  Automotive  Sys 
Boston  Properties 


COMPANY 


Boston  Scientific 
Bouygues  Group 
BP 
BPB 

BPVN  Group 
Bradford  &Binglcy 
Brambles  Group 
Brascan 
Braskem 
Bridgestone 
Blinker  International 

ffll  Bristol-Myers  Squibb 
Britannic  Group 
§fl  British  Airways 
JM  British  Amer  Tobacco 
ftfj  British  Land 

British  Sky  Broadcast 

Broadcom 
Brother Inds 
Brown-Forman 
,_  Brunswick 
flfl  Bruxelles  Lambert 
BT  Group 
Buhrmann 
Bunge 
Bunzl 

Burlington  Northern 
Burlington  Resources 
„  BuzziUnicem 

Cablet  Wireless 
fl  Cablevision  NY  Group 
S  Cadbury  Schweppes 
Caesars  Entertainment 

Calpine 

Calsonic  Kansei 
k-  Cameco 
grfU  Campbell  Soup 

Canadian  Imperial 
_  Canadian  National 
9  Canadian  Natural  Res 
Canadian  Pacific 
Canadian  Tire 
Canara  Bank 
Canfor 

  Canon 

ffl  Cap  Gemini 
?J  Capita  Group 

Capital  One  Financial 

CapitaLand 
Capitalia 
m  Cardinal  Health 
nfl  Caremark  Rx 

Carisberg 
ntl  CarMax 
fi%  Carnival  Corp 
Carrefour  Group 
Carso  Global  Telecom 

Grupo  Carso 
Casio  Computer 
Caterpillar 
_  Cathay  Financial 
ffiS  Cathay  Pacific 

Cattolica  Assicurazio 
CDW 

Celanese  Corp 
Celesio 
Cemex 
Cemig 
53(  Cendant 
ffffl  CenterPoint  Energy 
Centex 

Central  Japan  Railway 
Centrica 

Century  Leasing  Sys 
CenturyTel 


GUIDE  TO  COUNTRY  CODES  IN 
THE  FORBES  2000  TABLES 


AS  Austria 

AU  Australia 

BA  Bahamas 

BE  Belgium 

BR  Brazil 


BU  Bermuda 
CA  Canada 
CH  Chile 

CI    Cayman  Islands 
CN  China 
CZ  Czech  Republic 
DE  Denmark 


EG  Egypt 

P|  Finland 

FR  France 

GE  Germany 

GR  Greece 

HK  Hong  Kong/China 

HI)  Hungary 


IC 

ID 

IN 

IR 

IS 

IT 

JA 

JO 

K0 

LI 

LU 


Iceland 

Indonesia 

India 

Ireland 

Israel 

Italy 

Japan 

Jordan 

South  Korea 

Liberia 

Luxembourg 


MA 

Malaysia 

MX 

Mexico 

NE 

Netherlands 

NO 

Norway 

NZ 

New  Zealand 

PA 

Panama 

PE 

Peru 

PH 

Philippines 

PK 

Pakistan 

PL 

Poland 

PO 

Portugal 

RU 

Russia 

SA 

South  Africa 

SI 

Singapore 

SP 

Spain 

sw 

Sweden 

sz 

Switzerland 

TA 

Taiwan 

TH 

Thailand 

TU 

Turkey 

UK 

United  Kingdoi 
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WE'RE  OFFERING  A 
FOUR- PRONG  ED  ATTACK  AGAINST 
RISING  HEALTH-CARE  COSTS. 


BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 


THE  POWER 

reAd vocate 

PPO 

I    BC   LIFE    &  HEALTH 


HMO 


THE  POWER 


Health  Fund 

PPO 


^SVCOMPATIB^ 

Health  Plans 


roducing  our  new  arsenal  in  the  fight  against  out-of-control  \ 
alth  plans  is  designed  to  bring  employers  and  employees  toge 
n  attacks  the  problem  from  a  different  angle.  The  Power  CareAt 
e-management  features.  The  Power  HealthFund  PPO  empower 
ect  HMO  provides  affordable  access  to  quality  care.  And  our  H 
:r  how  they  manage  their  health-care  expenses.  To  choose  yc 


ilth  •  Life  •  Dental 

ower  CareAdvacate  PPO  and  HSA-compalible  Health  Plans  are  issued  by  our  affiliate,  BC  Life 8c  I 


2101010 


COMPANY 


COMPANY 


COMPANY 


COMPANY 


Copsa 

Cesky  Tolecom 

CESP 

Coz 

Chang  Hwa  Com  Bank 

Charter  Commun 

Check  Point  Software 

Chesapeake  Energy 

Cheung  Kong 

ChevronToxaco 

Chi  Mei  Optoelec 

Chifaa  Bank 

Chiba  Kogyo  Bank 

Chicago  Mercantile  Ex 
Ch'co's  FAS 
China  Development 
China  Life  Insurance 
China  Merchants  Bank 
China  Merchants  Hold 
China  Minsheng  Bank 
China  Mobile  (HK) 
China  Netcom  Group 
China  Petrol  &  Chem 
China  Resources  Ent 
China  Steel 
China  Telecom 
China  Unicom 
China  Yangtze  Pwr 
Chinatrust  Financial 
Chiron 
Chubb 

Chubu  Electric  Power 
Chugcku  Bank 
Chugoku  Electric  Pwr 
Chukyo  Bank 
Chunghwa  Telecom 
CI  Fund  Management 
Ciba  Specialty  Chems 
CIC  Group 
Cigna 
Cimpor 

Cincinnati  Financial 
Cinergy 
3  Cintas 

Circuit  City  Stores 
Cisco  Systems 
CIT  Group 
Citic  Pacific 
Citigroup 
Citizen  Watch 
Citizens  Commun 
City  Developments 
City  National 
Clariant 

Clear  Channel  Commun 

Cleveland-Cliffs 

Clorox 

CLP  Holdings 
CMPC 
CMS  Energy 
Cnopc 

CNP  Assurances 
Coach 
Coca-Cola 
Coca-Cola  Amatil 
Coca-Cola  Enterprises 
Coca-Cola  Femsa 
Coca-Cola  HBC 
Coles  Myer 
Colgate-Palmolive 
Colonial  BancGroup 
5  Franz  Colruyt 
Comcast 
Comerica 
Commerce  Asset 
Commerce  Bancorp 
Commerce  Bancshs 
Commercial  Federal 
Commercial  Metals 
Commetzbank 
Commonwealth  Bank 
Community  Health  Sys 
Compal  Electronics 
Compass  Bancsharcs 
Compass  Group 
Computer  Associates 
Computer  Sciences 
ConAgra  Foods 
ConocoPhillips 
Conseco 
Consol  Energy 
Consolidated  Edison 
Constellation  Brands 
Constellation  Energy 
Continental 
Continental  Airlines 
Converium  Holding 
Cooper  Industries 
Corning 


Corus  Group 
Cosco  Pacific 
Cosmo  Oil 
Costco  Wholesale 
Couche  Tard 
Countrywide  Financial 
Cousins  Properties 
Coventry  Health  Care 
Credicorp 
Credit  Agricole 
Credit  Saison 
Credit  Suisse  Group 
Credito  Emiliano 
Credito  Valtellinese 
CRH 

Crown  Castle  Intl 

Crown  Holdings 

CSK 

CSL 

CSM 

CSN-Cia  Siderurgica 
CSX 

Cullen/Frost  Bankers 

Cummins 

CVS 

Daegu  Bank 
Daelim  Industrial 
Daewoo  Engineering 
Daewoo  Ship  &  Marine 
Dai  Nippon  Printing 
Daiei 

Daiichi  Pharma 
Daikin  Industries 
Daikyo 

Daily  Mail  &  General 
Daimaru 
DaimlerChrysler 
Dainippon  Ink  4  Chems 
Daio  Paper 
Daisan  Bank 
Daishi  Bank 
Daito  Trust  Construct 
Daiwa  House  Industry 
Daiwa  Securities 
Dana 
Danaher 
Danisco 
Danone 
Danske  Bank 
Darden  Restaurants 
Dassault  Aviation 
Dassault  Systemes 
Datang  Intl  Power 
DaVita 
DBS  Group 
Dean  Foods 
Deere  &  Co 
Degussa 
Delhaize  Group 
Dell 
Delphi 
■I  Delta  Air  Lines 
Denso 

Dentsply  Intl 
Dentsu 
Depfa  Bank 
Deutsche  Bank  Group 
Deutsche  Boerse 
Deutsche  Lufthansa 
Deutsche  Post 
Deutsche  Telekom 
Developers  Div  Realty 
Devon  Energy 
Dex  Media 
Dexia 

Dia  Kensetsu 
Diageo 

Diamond  Lease 
Diebold 
Dillard's 
Christian  Dior 
Directv  Group 
Walt  Disney 
Oixons  Group 
DnB  Holding 
Dofasco 
Dogan  Holding 
Dollar  General 
Dollar  Tree  Stores 
Dominion  Resources 
Domtar 

RR  Donnelley  &  Sons 
Doosan 
Dorai  financial 
Dover 

Dow  Chemical 
Downey  Financial 
DPL 
OSM 


DST  Systems 

DTE  Energy 

El  du  Pont  de  Nemours 

Duke  Energy 

Duke  Realty 

Dun  &  Bradstreet 

DVB  Bank 

Dynegy 

E-Trade  Financial 
EON 

E.Sun  Financial 
EADS 

East  Japan  Railway 

Eastman  Chemical 

Eastman  Kodak 

Eaton 

Ebara 

Ebay 

EchoStar  Commun 

Ecolab 

Edison 

Edison  International 

EDP-Elec  de  Portugal 

AG  Edwards 

EFG  Eurobank  Ergasias 

Ehime  Bank 

Eiffago 

Eighteenth  Bank 

Eisai 

El  Paso 

El  Puerto  Liverpool 

Electric  Power  Devel 

Electrolux  Group 

Electronic  Arts 

Electronic  Data  Sys 

Eletrobras 

Emap 

Embraer 

EMC 

Emerson  Electric 
EMI  Group 
Empire 

Emporiki  Bank  Greece 

Enagas 

Enbridge 

EnBW-Energie  Baden 
EnCana 
Endesa  Group 
Endurance  Specialty 
ENEL 

Energizer  Holdings 
Energy  East 
Engelhard 
ENI 

Entergy 
Enterprise  Inns 
EOG  Resources 
Equifax 

Equitable  Resources 
Equity  Office  Prop 
Equity  Residential 
ERG 

LM  Ericsson 
Erie  Indemnity 
Erste  Bank 
Espirito  Santo  Finl 
Esprit  Holdings 
Essilor  International 
Estee  Lauder  Cos 
Euler  Hermes 
Eurohypo 
Euronext 
Eurotunnel 
Everest  Re  Group 
Exel 
Exelon 

Expeditors  Intl 
Express  Scripts 
ExxonMobil 
Fairfax  Financial 
Falabella 

Family  Dollar  Stores 
Fannie  Mae 
Fanuc 

Far  EasTone  Tolecom 
Farmers  Bank  of  China 
Fast  Retailing 
FCC  Group 
Federal-Mogul 
Federated  Dept  Stores 
FedEx 
Femsa 
Ferrovial 
Fiat  Group 
FIBI  Holding 
Fidelity  National 
Fifth  Third  Bancorp 
Financiere  de  I'Odet 
Finansbank 


Finatis 

Finmeccanica 
First  American 
First  BanCorp 
First  Citizens  Bcshs 
First  Data 
First  Finl  Holding 
First  Tennessee  Natl 
I  FirstEnergy 
FirstGroup 
Firstrand 
Fiserv 

Fisher  Scientific 
Ragstar  Bancorp 
|  Flextronics  Intl 
Fluor 

Fondiaria-SAI 
Foot  Locker 
Ford  Motor 

Fdrenings  Sparbanken 
Forest  City  Ent 
Forest  Labs 
I  Formosa  Chems  &  Fibre 
Formosa  Petrochemical 
Formosa  Plastics 
Fortls 
Fortum 

Fortune  Brands 
Foster's  Group 
FPL  Group 
France  Telecom 
Franklin  Resources 
Fraport 
Freddie  Mac 
Freeport  Copper 
Freescale  Semiconduct 
Fremont  General 
Fresenius 
Friedman  Billings 
Friends  Provident 
Frontline  (Bermuda) 
Fubon  Financial 
Fuji  Electric 
Fuji  Fire  &  Marine 
Fuji  Heavy  Inds 
Fuji  Photo  Film 
Fuji  Television 
Fujisawa  Pharma 
Fujitsu 
Fukui  Bank 
Fulton  Financial 
Funai  Electric 
Furukawa  Electric 
GAIL  (India) 
Galeries  Lafayette 
Gallaher  Group 
Gambro 
Gamesa 
Gannett 
Gap 
Garmin 

Gas  Natural  SDG 
[  Gazprom 
Gecina 

General  Dynamics 
General  Electric 
General  Growth 
General  Maritime 
General  Mills 
General  Motors 
Genl  Property  Trust 
Generali  Group 
Genting 
Genuine  Parts 
Genzyme-General 
Georgia-Pacific 
Getronics 
Gilead  Sciences 
Gillette 
Givaudan 
GKN 

GlaxoSmithkline 
GlobalSantafe 
Gold  Fields 

Golden  West  Financial 
Goldman  Sachs  Group 
Goodrich 
Goodyear 
Google 
WW  Grainger 
Great  A&P  Tea 
Group  4  Securicor 
GFNorte 
Grupo  Mexico 
Grupo  Modelo 
Gudang  Garam 
Guidant 
Gunma  Bank 
Guoco  Group 


GUS 

Hachijuni  Bank 
Hagemeyer 
Halliburton 
Hammerson 
Hana  Bank 
Hanjaya  Mandala 
Hanjin  Shipping 
Hankyu 
Hannover  Re 
Hanson 
Hanwa 
Hanwha 
Harley-Davidson 
Harman  International 
Harrah's  Entertain 
Harris 

Hartford  Finl  Service 

Hasbro 

Haseko 

Hays 

HBOS 

HCA 

HDFC-Housing  Devel 
Health  Management 
Health  Net 
HeidelbergCement 
Heidelberger 
Heineken  Holding 
HJ  Heinz 

Hellenic  Petroleum 
Hellenic  Telecom 
Helvetia  Patria 
Henderson  Land 
Henkel  Group 
H&M  Hennes  &  Mauritz 
Henry  Schein 
|  Hermes  International 
Hershey  Foods 
Hewlett-Packard 
HHG 
Hibernia 

Higashi-Nippon  Bank 
Higo  Bank 
William  Hill  Org 
Hilton  Group 
Hilton  Hotels 
Hindalro  industries 
Hindustan  Penoleum 
Hiroshima  Bank 
|  Hitachi 
Hochtief 

Hokkaido  Electric  Pwr 
HokkokuBank 
I  HokuetsuBank 
I  Hokuhoku  Finl  Group 
Hokuriku  Electric  Pwr 
Holcim 
Home  Depot 
Hon  Hai  Precision  Ind 
Honda  Motor 
Honeywell 

Hong  Kong  &  China  Gas 
HongLeong  Credit 
Hongkong  Electric 
Hongkong  Land  Hold 
Hormel  Foods 
DR  Horton 
Hospira 
Host  Marriott 
Hovnanian  Enterprises 
Hoya 

HSBC  Group 
Hua  Nan  Financial 
Hua  Xia  Bank 
Huaneng  Power  Intl 
Hudson  City  Bancorp 
Hudson's  Bay 
Humana 

JB  Hunt  Transport 
Huntington  Bancshs 
|  Huntsman 
[  Husky  Energy 
Hutchison  Whampoa 
HVB-HypoVereinsbank 
HyakugoBank 
|  Hyakujushi  Bank 
I  Hylsamex 

I  Hynix  Semiconductor 
I  Hyosung 
I  Hypo  Real  Estate 
Hyundai  Heavy  Inds 
Hyundai  Mobis 
Hyundai  Motor 
Inter  ActiveCorp 
Iberdrola 
Iberia 
Icici  Bank 
IDB  Holding 
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Position  Your  Portfolio  for  Profits— Attend  FREE! 


THE 


MONEYHSHOW 

America's  #  1  Marketplace  for  Investor  Education  &  Expert  Advice 

is  Vegas  •  May  9-12,  2005  •  Paris/Bally 's  Resorts 

i  are  invited  to  be  our  guest  at  The  Money  Show  •  Las  Vegas,  America's  most 
nprehensive  FREE  educational  resource  for  everything  relating  to  investing, 
economy,  and  your  money.  Join  other  like-minded  investors  who  will  gather  to 
n  insights,  wisdom,  and  advice  in  over  200  workshops,  panel  presentations, 
ensives,  and  special  events  from  over  50  investment  experts  and 
nparison-shop  nearly  200  financial  product-and-service  providers. 

th  presentations  geared  to  investors  of  all  experience  levels  and  risk  postures, 
e  Money  Show  in  Las  Vegas  is  your  best  opportunity  to  learn  about  profitable 
esting  strategies,  discover  companies  with  realistic  long-term  prospects,  and  learn 
tut  the  risks,  requirements,  and  realities  of  market  timing  and  trading  so  you  can 
ke  the  choices  that  are  right  for  you. 

II  or  register  online  today  to  receive  our  12-page  registration  guide. 


Special 
Discounted 
Rates  for 
Money 
Show 

Attendees! 


Paris/Bally's  Resorts 

Paris:  $145  single/double 
Bally's:  $125  single/double 


TO  FIT  from.  Your  Investment  Education  Delivered  by  These  Experts! 


Josh  Wolfe 

Editor,  Forbes/Wolfe 
Nanotech  Report 
Nanotech:  What  Every 
Investor  Must  Know 


□ 


John  Buckingham 

Editor,  The  Prudent 

Speculator 

How  to  Reduce 

Volatility  and 

Maximize  Returns 


Marilyn  Cohen 

Columnist,  Forbes 
Four  Bond  Ideas 
You  Need  to  Know 


Janet  Brown 

Editor,  NoLoad  Fund*X 
Profit  from  Trends  in 
Stock  Market 
Leadership 


-  f 


Stephen  Moore 

President 

Free  Enterprise  Fund 
Economic  Commentator 
CNBC 

The  Keys  to  Prosperity 


John  Dessauer 

Editor,  John  Dessauer's 
Investor's  World 
How  to  Spruce  Up  Your 
Portfolio  for  Minimum 
Risk  and  Maximum 
Gains  for  2005 


Ned  Riley 

Chief  Investment  Strategist 
State  Street  Global  Advisors 
Catalysts  for  the 
Bull  Market 


Louis  Navellier 

Editor,  Blue  Chip  Growth 
Letter,  Emerging  Growth, 
and  Quantum  Growth 
How  to  Spot  a 
Winning  Stock — 
Before  Everyone  Else 


Richard  E.  Band 

Editor,  Profitable  Investing 
A  Crusty  Contrarian's 
Picks  and  Pans 


Mary  Anne  & 
Pamela  Aden 

Co-Editors 

The  Aden  Forecast 

Back  to  the  1970s 


Paul  Kangas 

Co-Anchor 

Nightly  Business  Report 
Master  of  Ceremonies 


Frank  Cappiello 

Chairman  and  Managing 
Director,  Montgomery 
Brothers,  Cappiello,  LLC 
Finding  Growth  Stocks 
and  the  Psychology  of 
Investing — the  Secret 
to  Success 

Kenneth  Fisher 

Chairman  and  CEO 
Fisher  Investments,  Inc. 
What  You  Haven't 
Heard  About  the  Future 


James  Oberweis 

Editor 

The  Oberweis  Report 
Top  Ten  Stocks 
for  2005 


Bernie  Schaeffer 

Chairman  and  CEO 
Schaeffer's  Investment 
Research 

Risk — It's  the  New 
Four-Letter  Word  on 
Wall  Street 

Joe  Battipaglia 

CIO 

Ryan,  Beck  &  Co.,  LLC 
Tactical  Asset 
Allocation  Matters! 


and  many  more. 


Diamond  Sponsors 


■can  Century 
estrnents 


Rovale  Energy,  Inc. 


TcNet 

TCaOTJOcom 

tmt?W',,-;i;'.v?iHjiWii 


Cold  Sponsors 


-f  —  HARRISctfrecf 

y 

Optionetics  ' 


Media  Partners 


FOI"t)CS    Investor's  Business  Daily 


'communications 

SmartMoDey 


STANDARD 
SPOOR'S 

Kiev 


BARRON'S 


Yahoo!. 


E  Registration!  Visit  www.LasVegasMoneyShow.com  or  call  800/970-4355  Today.  Mention  Priority  Code  004162. 

InterShow  •  1258  N.  Palm  Avenue  •  Sarasota,  FL  34236  •  www.lnterShow.com 
For  more  information  on  exhibiting  call  800/822-1134. 


MOVE  FORWARD  Take  big  strides.  Don't  stop  until  you 

reach  your  potential. There's  no  title  too  big. 

No  office  too  high. There's  no  limit  to  where  you  can  go. 
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"I  have  gained 
knowledge  and 
practical  skills  that 
will  help  me  far  into 
my  professional . 


1  y'v,  \  ' 


career. 


-  Debra  Rogers 

MBA,  Capella  University,  2005 
Vice  President,  U.S.  Bank 


You  expect  as  much  from 
your  education  as  you  do  . 
from  yourself.  Our  high 
standards  are  the  reason 
leading  corporations  and 
people  like  you  rely  on 
Capella  University  for  their 
educational  needs.  What 
you  learn  will  make  an 
immediate  difference  in 
your  work  and  in  your 
organization.  You  know 
where  you're  going.  Let 
Capella  University  help  you 
get  there. 

Visit  www.capella.edu  to  learn  more. 


THE  PRINCIPALITY  OF 


2IOIOO 


index 


WALK  IN  THE 
FOOTSTEPS 
OF  GIANTS 

♦  ♦  ♦ 

Today's  titans  of 
industry  meet  in  Monte-Carlo 
to  savor  the  historic  opulence 
of  the  legendary  Hotel  de  Paris, 
to  explore  the  cultural  delights 
of  the  Opera  House  and  Casino 
de  Monte-Carlo,  and  to  immerse 
themselves  in  the  pleasures 
of  this  world-renowned 
Principality. 
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For  more  information,  call  800-753-9696 
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ONE  NEWS  NETWORK  \S 


We  report.  You  decide. 


JOIN  THE  CEO 
NETWORK  ON 

Forbes 


■  com 


Join  the  nearly  8,000  senior  executives 
from  around  the  globe  who  have  restricted 
access  to  unique  and  critical  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network  is 
complimentary  to  qualified  applicants. 

Email  ceoinvite@forbes.net  to  request 
your  membership  invitation. 


Sponsored  by 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered. 
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Muscular  dystrophy  must  be 

stopped —and  it  -will  be. 
MDA,  the  Muscular  Dystrophy 
Association,  is  funding  research 
to  find  treatments  and  cures. 
To  learn  more,  call  1-800-FiGHT-MD 
or  so  to  www.mdriusa.0r3. 
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TAKE  ADVANTAGE 
OFTHE  FALLING 
US  DOLLAR 


THE  US  DOLLAR  FELL 
DRAMATICALLY  IN  2004, 

losing  value  against  most  major  currencies.  A  combination 
of  factors  lead  to  the  decline  including  a  slow  US  economy, 
an  increasing  US  Trade  deficit,  and  less  aggressive  buying 
of  dollars  by  foreign  governments. 

WHAT  IS  THE  FUTURE  FOR 
THE  US  DOLLAR? 

The  US  government  is  not  taking  actions  to  halt  the  decline 
of  the  dollar.  As  a  weaker  dollar  helps  US  manufactur- 
ers, many  believe  the  government  is  quietly  in  favor  of  a 
weaker  dollar.  As  the  problems  that  plagued  the  dollar  in 
2004  are  still  active,  many  experts  believe  the  dollar  will 
fall  further. 

HOW  CAN  YOU  PLAY  A  FURTHER 
DECLINE  IN  THE  US  DOLLAR? 

You  can  buy  foreign  bonds  and  stocks,  or  international 
mutual  funds.  However,  global  equity  markets  are  highly 
correlated  and  if  a  falling  US  dollar  brings  down  the  US 
markets,  foreign  equity  markets  are  likely  to  decline  as 
well.  This  decline  may  offset  any  gains  related  to  a  falling 
US  dollar  and  leave  the  investor  with  no  benefit.  The  most 
direct  way  to  play  a  US  dollar  decline  is  to  sell  the  US 
dollar  and  buy  foreign  currency. 


WHAT  DOES  REFCOFX  OFFER? 

RefcoFX  enables  you  to  trade  the  US  dollar  against  the 
major  currencies  of  the  world.  The  US  dollar  is  traded 
around  the  globe  on  a  24  hour  basis.  You  can  place  and  exe- 
cute trades  online,  anytime  between  Sunday  afternoon  and 
Friday  night.  In  addi- 
tion, RefcoFX  provides 
extensive  resources  to 
help  making  trading 
decisions.  Clients  have 
free  access  to  stream- 
ing market  news  and 
analysis,  daily  market 
reports,  and  advanced 
real-time  charts. 

TRY  CURRENCY 
TRADING  WITH 
A  PRACTICE  ACCOUNT. 

By  visiting  www.RefcoFX.com,  you  obtain  a  free  30-day 
practice  account.  The  account  provides  real-time  market 
rates  and  the  ability  to  place,  execute,  and  track  trades 
under  real  market  conditions. 

Currency  trading  involves  risk.  There  is  no  guarantee  that  US  dollar  will 
lose  value.  If  you  sell  the  US  dollar  and  the  value  of  the  US  dollar  rises, 
you  will  lose  money.  Currency  trading  involves  a  high  degree  of  risk. 


O  REFCOFX 

866.REFC0.83  RefcoFX.com 


RefcoFX  is  part  of  the  Refco  Group,  the  largest 
non-bank  FCM  in  the  world  with  over  $20  billion 
in  assets,  2,400  employees  and  operations  in 
14  countries. 


WARNING.  Trading  foreign  exchange  on  margin  carries  a  high  level  of  risk,  and  may  not  be  suitable  for  all  investors  Before  deciding  to  trade  foreign  exchange  you  should  carefully  consider  your  monetary  objectives,  level 
of  experience,  and  risk  appetite  The  possibility  exists  that  you  could  sustain  a  loss  of  some  or  all  of  your  deposited  funds  and  therefore  you  should  not  speculate  with  capital  that  you  cannot  afford  to  lose  You  should  be 
aware  of  all  the  risks  associated  with  foreign  exchange  trading,  and  seek  advice  from  an  independent  advisor  if  you  have  any  doubts  Past  returns  are  not  indicative  ot  future  results 


IT  Consolidation 

Live  Web  Panel 


David  Milne 

Chicago  Stock  Exchange 


Leading  organizations  worldwide  are 
consolidating  their  IT  infrastructure  into 
fewer  information  systems  to  cut  costs 
and  gain  flexibility. 

Register  now  to  hear  these  experts  share 
their  consolidation  success  stories  and 
answer  your  questions  in  a  live  Web 
panel  and  Q&A. 

Live  Wednesday, 

April  20,  2005 

11  a.m.  PT,  2  p.m.  ET 

Register  now  at 
www.forbes.com/oracle 
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W/hitc  Mountains  Ins 
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Tiffany 
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1408 
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Tiger  Brands 

97 
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1184 

Wiener  Stadtische 

51 

Time  Warner 
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US  Steel 
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1843 

Timken 

108 
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Williams-Sonoma 

11 

02 

Tobu  Railway 
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Willis  Group  Holdings 

17 

69 

Tochigi  Bank 

1273 

Unitrin 

1870 

W/ilmington  Trust 

17 

33 

Toda 

1960 

fjn|var 

946 

George  Wimpey 

To ho  Bank 

1756 

1981 
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Toho  Gas 

1126 

Univision  Commun 

1963 

Wing  Lung  Bank 

357 

Tohoku  Electric  Power 

397 

Unocal 

1726 

Winn-Dixie  Stores 

90 

Tokyo  Electric  Power 

815 

UnumProvident 

1362 

Wipro 

1141 

Tokyo  Electron 

1359 

UNY 

1051 

Wisconsin  Energy 

470 

Tokyo  Gas 

310 

UPM  ■  Kymincnc 

876 

WMC  Resources 

1632 

Tokyo  Leasing 

1440 

US  Airways  Group 

413 

Wolseley 

1735 

Tokyo  Tomin  Bank 

1429 

USG 

1334 

Wolters  Kluwer 

846 

1064 

Usiminas 

1017 

Woodsrde  Petroleum 

1541 

i  okyu  Land 

1191 

UST 

631 

Wool  worths 

986 

Toll  Brothers 

361 

Vale  do  Rio  Doce 

757 

Woori  Finance  Holding 

1321 

To  men 

894 

Valeo 

490 

WPP 

1105 

Tomkins 

227 

Valero  Energy 

1708 

WPS  Resources 

6; 

!3 

Toppan  Printing 

1905 

VdlldlH  nuiuillg 

917 

wm  wngiey  jr 

7( 
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Toray  Industries 

1725 

Valley  Nati  Bancorp 

182 

Wyeth 

8; 

.7 

Torch  mark 

1742 

Van  Lanschof 

555 

Xcel  Energy 

14 

3C 

13 
2 

Toronto-Dominion  Bank 
Toshiba 

1785 
805 

Varian  Medical  System 

277 
1237 

16 

13 

Tosoh 

1584 

Vattenfall  Europe 
Vedior 

301 

XHinx 
XL  Capital 

18 

Total 
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Veolia  Environnement 

19 

82 

Am  OdlLIIIlL  ndUlU 

1793 

T°t0  n  i 

866 

Verbund 

7( 

54 

X st rata 

1821 

Towa  Bank 

1580 

VeriSign 

964 

XTO  Energy 

1254 

Toyo  Seikan  Kaisha 

1046 

Veritas  Software 

584 

Yahoo 

517 

Toyota  Industries 

18 

Verizon  Commun 

1231 

Yamada  Denki 

10 

Toyota  Motor 

841 

VF 

1816 

Yamagata  Bank 

798 

Toyota  Tsusho 

448 

Viacom 

1573 

Yamaguchi  Bank 

923 

Tnuc  "R"  lie 

1468 

VimpclCom 

Yamaha 

503 

TPG 

284 

Vinci  Croup 

799 

Yamaha  Motor 

1865 

TransAlta 

1948 

Vintage  Petroleum 

1717 

Yamanashi  Chuo  Bank 

506 

TransCanada 

1200 

Visteon 

660 

Yamanouchi  Pharma 

46 

Transmontaigne 

454 

Vivendi  Universal 

717 

Yamato  Transport 

eh 

28 

Tr  an  s  ocea  n 

915 

Yarnazaki  Baking 

15 

67 

Irav!\rerk.'.n? 

377 

1 

I 

Yanzhou  Coal  Mining 

13 

61 

Triad  Hospitals 

1296 

voestalpine 

Yapi  ve  Kredi 

494 

Tribune 

130 

Volkswagen  Group 

896 

Yara  International 

12 

66 

TRW  Automotive 

179 

Volvo  Group 

1851 

Yell  Group 

5£ 

6 

TUI  Group 

865 

Vornado  Realty 

1453 

Yellow  Roadway 

12 

38 

Tupras-Turkiye  Petrol 

1407 

Vulcan  Materials 

1483 

Yokogawa  Electric 

9E 

1 

Turkcell 

1044 

W&W-Wustenrot 

1832 

YTL 

8C 

9 

Turkiye  Garanti  Bank 

1563 

W  Holding 

569 

Yum  Brands 

42 

7 

Tiirkiye  Is  Bankasi 

38 

Wachovia 

792 

Zimmer  Holdings 

257 

TXU 

12 

Wal-Mart  Stores 

862 

Zions  Bancorp 

79 

Tyco  International 

218 

Walgreen 

77 

Zurich  Financial  Svcs 

All  figures  are  in  U.S.  dollars  and  are  latest  available.  Market  value  as  of  Feb.  28.  'Combined  market  value  for  Royal 
Dutch  Petroleum  and  Shell  Transport  &  Trading  (a  dual-listed  company  with  headquarters  in  the  Netherlands  and  the 
U.K.).  2Combined  market  value  for  Unilever  NV  and  Unilever  Pic.  (a  dual-listed  company  with  headquarters  in  the 
Netherlands  and  the  U.K.).  Combined  market  value  for  BHP  Billiton  Ltd.  and  BHP  Billiton  Pic.  (a  dual-listed  company 
with  headquarters  in  Australia  and  the  U.K.).  ^Acquired  by  KBC  Group  NV  on  Mar.  3.  ^Figures  reflect  spinoff  of  PHH 
Corp.  on  Feb.  I.  6Combmed  market  value  for  Rio  Tinto  Pic.  and  Rio  Tinto  Ltd.  (a  dual-listed  company  with  headquar- 
ters in  Australia  and  the  U.K.).  'Includes  Carolina  Group  stock.  Combined  market  value  for  Carnival  Corp.  and 
Carnival  Pic.  (a  dual-listed  company  with  headquarters  in  Panama  and  the  U.K.).  9Figures  reflect  merger  of  Daido 
Life,  Taiyo  Life  and  T&D  Financial  Life  on  Apr.  I,  2004.  '°Combined  market  value  for  Reed  Elsevier  Pic.  and  Reed 
Elsevier  NV  (a  dual-listed  company  with  headquarters  in  the  Netherlands  and  the  U.K.).  "Combined  market  value  for 
Brambles  Industries  Pic.  and  Brambles  Industries  Ltd.  (a  dual-listed  company  with  headquarters  in  Australia  and  the 
U.K.).  ^Acquired  by  Metrovacesa  S.A.  on  Mar  15.  '^Acquired  by  Cemex  on  Mar  I.  ''Combined  market  value  for 
Investec  Pic.  and  Investec  Ltd  (a  dual-listed  company  with  headquarters  in  South  Africa  and  the  U.K.).  l5Combined 
market  value  for  Eurotunnel  Pic.  and  Eurotunnel  S.A.  (a  dual-listed  company  with  headquarters  in  France  and  the 
U.K.).  E:  Estimate.  NA:  Not  available. 

Sources:  Exshare:  FT  Interactive  Data.  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems. 
Bloomberg  Financial  Markets;  Forbes. 

Visit  forbes.com/forbes2000  to  search  the  entire  Forbes  2000. 
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content  on  these  companies. 
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More  than  a  monument  to  a  great  humanitarian, 

the  Martin  Luther  King,  Jr.  National  Memorial  will  be  a  place 

for  visitors  from  all  over  the  world  to  be  empowered  through  the  recognition  of  this  great 
leader,  who  risked  persecution,  violence  and  death  to  advance  freedom  and  equality  for  all. 

Dr.  King's  memorial  will  be  our  promise  to  the  future  -  that  our  people,  our  institutions  and 
our  government  will  remain  dedicated  to  America's  dream.  Please  join  us  today  in  keeping 
this  dream  alive. 

Participating  Corporations  ' 


General  Motors 

Tommy  Hilfiger  Corporate  Foundation 

Procter&Camble 

The  Ford  Motor  Company  Fund 

Toyota  Motor  North  America 

AFLAC 

BellSouth 

The  Marriott  Foundation 
Federated  Department  Stores 
Delta  Airlines  Foundation 
Fannie  Mae  Foundation 
Ariel  Management  Fund 
Ashley  Stewart 

Bank  of  America  Charitable  Foundation 

The  Washington.  DC  Martin  Luther  Kingjr.  National  Memorial  Project 
Foundation.  Inc.  is  a  501(c)(3)  organization,  gifts  to  which  are  deductible 
as  charitable  contributions  for  federal  income  tax  purposes 


Donate  today 

To  make  your  donation  in  the  building 
of  this  American  dream,  please  call 

888-4-buildthedream  —  (888)  484-3373 
or  to  contribute  online  visit 

www.buildthedream.org. 


Washington,  DC  Martin  Luther  King,  Jr. 
National  Memorial  Project  Foundation,  Inc. 
Department  211 
Washington,  D.C.  20055 


Portfolio  Strategy  Kenneth  L.  Fisher 


Surprise- 
America  Owes 
Too  Little 


HERE'S  ANOTHER  REASON  TO  BE  BULLISH:  EVERYONE  IS 
worried  sick  that  America  is  overindebted,  but  it's 
not.  This  country  could  profitably  take  on  more  loans 
from  abroad  and  invest  the  money  in  productive 
assets.  We're  underindebted. 
The  debt  worriers  have  been  with  us  for  a  long  time,  and 
they've  always  been  wrong.  Their  economic  prescriptions  are 
born  of  a  moral  philosophy  that  says  debt  is  bad  and  more  debt 
is  worse.  They  don't  like  to  see  the  U.S.  importing  capital  from 
abroad  at  the  rate  of  $600  billion  a  year.  What  the  worriers  fail  to 
contemplate  is  the  uses  to  which  that  capital  is  put. 

What  is  the  right  debt  level  for  society  to  carry?  The  answer 
is:  that  level  where  our  marginal  borrowing  costs  approach  our 
marginal  return  on  assets.  This  is,  in  fact,  the  same  formula  that 
a  corporation  would  use.  If  you  can  borrow  at  6%  to  build  a  fac- 
tory that  will  yield  a  return  of  1 2%,  you  should  borrow. 

The  U.S.  is  nowhere  near  there.  As  a  result,  we  need  more 
debt  to  get  more  income,  so  people  can  become  wealthier. 

The  Federal  Reserve  counts  $97  trillion  of  assets  in  the  econ- 
omy, offset  by  $44  trillion  of  debt,  leaving  (with  rounding)  $52 
trillion  of  net  worth.  The  asset  figure,  to  be  sure,  involves  some 
double-counting  (General  Motors'  factory,  an  asset,  is  financed 
by  bonds,  counted  again  as  an  asset  in  your  individual  retire- 
ment account),  but  no  matter:  The  key  figure  is  the  $52  trillion 
at  the  bottom  of  the  U.S.  balance  sheet.  And  we're  getting  a  great 
return  on  that  $52  trillion.  Our  national  income  is  $12  trillion. 

Yes,  most  of  the  income  is  labor  income,  not  a  return  on 
capital  as  conventionally  calculated.  Yet  think  for  a  moment: 
Why  are  labor  rates  higher  here  than  in  Madagascar?  It's  pre- 
cisely because  we  have  so  much  invested  in  the  form  of  roads, 
factories  and  job  skills.  I  compare  the  $12  trillion  income  to  the 
$52  trillion  of  net  capital  and  conclude  that  capital  is  extremely 
productive  in  this  coimtry.  I'm  not  worried  about  import- 
ing a  little  more  of  it  and  putting  it  to  use. 

Folks  fret  about  our  $2  trillion  of  consumer  debt  and 

244     FORBES*  April  18,2005 


$4  trillion  of  federal  government  debt.  But  these  are  small  num 
bers  in  relation  to  our  income,  to  our  total  debt  (mortgage  anc 
business  debts  are  far  larger)  and  to  our  net  worth.  Stop  worry 
ing.  Instead,  buy  stocks. 

Technology-oriented  militaries  depend  on  Israeli  defense 
firm  Elbit  Systems  (24,  ESLT)  for  some  of  their  most  advancec 
command,  communication  and  intelligence  systems.  Amonj 
Elbit 's  products  are  unmanned  airborne  drones  for  surveillanc 
and  reconnaissance.  America  is  the  largest  customer  and  ou 
need  for  high-end  intelligence  keeps  growing,  while  Elbit  trade 
at  a  modest  one  times  its  $900  million  of  revenue  and  16  time 
2005  earnings. 

Instead  of  worrying  about  trade  deficits,  think  about  th 
unrelenting  growth  in  both  imports  and  exports.  CP  Ships  (l! 
teu)  is  a  British  intermodal  container  shipper  with  80%  of  it 
activity  focused  on  North  America.  Its  80  ships  make  it  the  lead 

ing  carrier  in  most  of  th 
routes  it  plies.  CP  Ships  is  chea' 
at  35%  of  its  $3.7  billion  o 
revenue  and  13  times  200 
earnings.  True,  while  ocea. 
freight  is  a  cyclical  business,  d 
not  forget  that  this  is  also 
growth  business. 

Archipelago  Holdings  (18,  A) 
operates  the  Archipelag 
Exchange,  America's  first  an 
largest  open,  all-electroni 
stock  exchange.  Its  ArcaE 
product  searches  across  the  bi 
exchanges  for  the  best  price 
for  a  customer  order,  givin 
public  access  to  execution  speed  and  trade  pricing  once  reserve 
for  floor  traders.  It  is  gaining  market  share  while  maintainin 
inherently  lower  clearing  costs  than  most  of  its  competitors.  / 
1.6  times  its  $500  million  of  revenue  and  16  times  2005  earr 
ings,  it  is  cheap  for  a  leading-edge  electronic  financial  servia 
firm. 

Lyondell  Chemical  (35,  LYO)  is  a  midsize  specialty  organ 
chemical  company  whose  $4.5  billion  of  revenue  is  split  even 
inside  America  and  beyond.  Its  products  are  intermediates  an 
basic  building  blocks  in  consumer  products  of  almost  all  type 
Hence  Lyondell  is  sensitive  to  global  economic  growth.  Wil 
economies  improving,  the  stock  should  benefit.  One  cloud  I  s« 
as  an  opportunity  is  its  production  of  a  controversial  gasolir 
additive,  MTBE  (methyl  -tertiary-butyl  ether),  which  was  intrc 
duced  in  the  1970s  to  reduce  gas  emissions  but  has  since  bee 
seen  itself  as  a  pollutant  and  is  banned  in  California,  Connect 
cut  and  New  York.  MTBE  constitutes  25%  of  Lyondell's  sale 
More  states  may  ban  the  substance,  though  the  controversy 
widely  known  and  priced  into  the  stock.  It  lets  you  buy  Lyonde 
at  1 1  times  2005  earnings. 


Foreign  capital, 
imported  at  the 
rate  of  $600 
million  per  year, 
helps  the  U.S. 
economy.  The 
money  goes  to 
build  productive 
assets  here. 


Forbes 


Kenneth  L.  Fisher  is  a  Woodside.  Calif.-based  money  managi 
Visit  his  home  page  at  www.forbes.com/fisher. 
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The  Contrarian  David  Dreman 


Value:  the 
Best  Bet 

OVER  THE  LONG  TERM  VALUE  TRUMPS  GROWTH.  THAT 
is  my  credo,  on  which  I  have  always  based  my  investing 
style.  It  is  at  variance  with  the  belief  of  many  an 
investor.  (Turn  to  Laszlo  Birinyi's  column  on  page  248 
and  you  will  find  growth  stocks  recommended  at  the 
end.)  But  my  credo  has,  I  firmly  believe,  stood  the  test  of  time. 

I  wrote  a  column  stating  the  principle  six  years  ago,  at  a  zany 
time  when  value  proponents  were  reeling,  their  holdings  pun- 
ished savagely  while  tech  and  dot-com  stocks  soared  to  heights 
never  seen  before.  "Value  is  dead,"  the  gurus  proclaimed.  "In 
today's  New  Economy,  growth  is  the  only  place  to  be." 

On  the  contrary,  my  column  back  then  (Apr.  5,  1999) 
demonstrated  that  value  had  sharply  outperformed  growth 
from  the  beginning  of  a  previous  big-growth  bubble,  in  the  early 
1970s,  through  the  mid-1990s.  Some  growth  adherents  dis- 
agreed with  my  style  politely,  others  with  bellows  of  outrage, 
notably  the  voluble  market  seer  James  Cramer. 

Let's  take  another  look  at  how  value — meaning  stocks 
trading  at  low  multiples  of  their  earnings — has  fared  against 
growth.  Consider  the  last  15  years,  which  gives  us  two  bear 
markets,  a  bull  market  and  whatever  you  call  today's  climate. 
Vladimira  Ilieva,  director  of  research  at  the  Institute  of  Behav- 
ioral Finance  (which  I  helped  found),  and  I  ran  the  data  for 
the  period,  using  the  Compustat  500,  composed  of  the  500 
largest  U.S.  stocks.  This  index  is  similar  to  the  better-known 
S&P  500  except  that  the  S&P  list  doesn't  precisely  cover  the  500 
biggest  stocks  by  market  capitalization,  as  Compustat's  does. 
S&P  selects  large  caps  using  a  range  of  criteria,  such  as  how 
much  they  affect  the  economy. 

We  compared  the  100  Compustat  stocks  with  the  lowest 
price/earnings  ratios  (that  is,  the  purest  value  stocks)  to  the  100 
with  the  highest  earnings  multiples  (the  purest  growth).  The 
portfolios  were  rebalanced  annually.  Stocks  with  losses  were 
omitted.  We  used  earnings  before  nonrecurring  items. 

If  you  invested  $10,000  in  the  low  P/E  group  in  1990,  it 
grew  to  $77,900  (including  dividends),  a  return  of  14.7% 
annually.  The  -ame 
amount  invested  in  the  | 
highest  P/E  quintile 


rose  to  $34,700,  or  8.6%  yearly.  The  overall  Compustat  5( 
index  did  10.3%. 

To  be' sure,  there  are  times  when  growth  stocks  race  ahea 
In  1998  the  growth  100  jumped  40%  versus  value's  20%  ris 
and  in  1999  they  increased  37%  versus  value's  2%  drop.  Then, 
the  bear  market  took  hold,  value  kept  moving  north,  pausii 
only  for  a  15%  dip  in  2002  before  steaming  onward.  Growt 
though,  dropped  from  2000  through  2002,  and  only  then  inch< 
upward.  Last  year,  one  of  so-so  gains  for  the  market  overall,  tl 
value  100  returned  19%  while  growth  managed  just  a  7%  gaii 
From  1990  through  1996,  before  tech  mania  really  toe 
hold,  value  only  slightly  outdid  growth.  The  growth  bunch  ne 
went  on  its  boom-and-bust  tear,  and  a  lot  of  highfliers  fizzli 
into  oblivion  by  2002. 

Another  value-versus-growth  gauge  shows  value  the  sup 
rior  bet,  too,  albeit  much  more  narrowly.  For  the  1990-20* 

period  the  S&P  Barra  Vali 
Index  logged  a  10.7%  annu 
return,  0.3  percentage  poir 
better  than  the  S&P  Bar 
Growth  Index.  I'm  not  a  fan 
this  method  because,  amoi 
other  things,  it  simply  slic 
the  S&P  500  in  two,  assignii 
market-cap-weighted  amour 
of  each  stock  to  each  subind 
according  to  its  flavor,  h 
experiment  focused  more  « 
the  extremes.  Still,  even  t 
watered-down  Barra  compj 
ison  makes  the  point. 

Why  is  the  performance 
value  strategies  better  ov 
time?  As  I've  written  often,  analysts'  forecasts  as  a  group  are  w 
off  the  mark.  They  predict  exuberant  gains  for  the  grow 
stocks,  investors  make  bets  accordingly,  and  then  reality  intruc 
to  cause  disappointment.  Once  negative  surprises  occur,  hi 
P/E  stocks  collapse,  while  low  P/Es  sail  through  unscathed.  M< 
investors,  including  pros,  have  overpaid  for  hotshots.  So  wh 
there's  bad  news,  they  react  more  vehemently. 
Here  are  three  low- P/E  stocks  to  look  at: 
Cendant  (21,  CD)  provides  consumer  services  ranging  fix 
hotel  chains  to  restaurants  to  travel.  Earnings  were  up  26% 
2004,  and  they  should  show  a  low  double-digit  gain  this  ye 
Cendant's  P/E  is  just  12,  the  dividend  yield  1.8%. 

ConocoPhillips  (105,  COP)  has  significant  reserves  of  oil  a 
natural  gas.  Despite  a  sharp  run-up  over  the  past  nine  monl 
the  stock  still  trades  at  a  P/E  of  just  9  and  yields  1.9%. 

Home  Depot  (38,  hd),  whose  cavernous  stores  sell  hoi 
improvement  and  building  supplies  across  North  Ameri' 
has  expanded  earnings  at  a  17%  annual  pace  over  the  p; 
five  years.  Expect  13%  this  year.  P/E,  17;  yield,  1%. 

 Uf 


Over  the  long 
termlow-P/E 
stocks  outdo 
high-P/E  stocks. 
That's  because 
growth  stocks 
are  more  prone 
to  collapse  after 
bad  news. 


JpQj«|j^»<j  j  David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrai 
— '«»;    I  Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Stock  Trends  Laszlo  Birinyi  Jr. 


The  Unwisdom 
Of  Crowds 


CONVENTIONAL  WISDOM  ISN'T  ALWAYS  WRONG,  YET 
Wall  Street  seems  to  specialize  in  widespread  certain- 
ties that  turn  out  to  be  hooey.  Some  misguided  opin- 
ions are  recent;  others  wear  long,  gray  beards.  Either 
way,  a  dose  of  reality  is  called  for.  When  the  low  road 
leads  in  opinion  polls,  sometimes  taking  the  high  road  makes 
more  sense.  Especially  when  the  low  road  leads  into  a  swamp. 

I've  inveighed  against  the  perils  of  conventional  wisdom 
before,  but  with  the  current  lackluster  2005  market  they  bear 
another  look. 

Let's  examine  a  tarnished  pearl  of  wisdom  so  you  can  dis- 
card it  if  you  encounter  it  again.  Namely:  Small  investors  are 
always  wrong,  therefore  do  the  opposite  of  what  they  do.  Not 
always.  In  early  1980  everyone  was  selling  silver — their  tea 
services,  their  necklaces,  their  bracelets — to  the  pros  because 
silver  had  shot  up  in  price  from  $6  per  ounce  to  $50.  A  few 
months  later  silver  had  crashed,  the  little  guys  were  richer,  and 
the  professional  investors,  specifically  Nelson  and  Bunker  Hunt, 
were  crying. 

Since  both  small  and  large  investors  are  cautious  today,  with 
good  reason,  there  are  more  topical  pieces  of  bogus  conven- 
tional wisdom  that  need  debunking: 

Housing  is  a  bubble.  We've  been  hearing  that  for  three  years 
now,  and  housing  stocks  haven't  popped  yet.  If  you  had  listened 
to  that  wisdom  in  2002,  you  would  have  lost  out  on  a  huge  run- 
up in  home-builder  stocks — one  that  shows  little  sign  of  abating 
amid  an  advancing  economy  and  mortgage  rates  that  remain 
relatively  low.  Pulte  Homes,  for  instance,  has  tripled  in  price 
since  2003  to  $73.  In  all  my  years  of  investing  I  have  never  seen 
or  heard  of  a  bubble  before  the  fact.  Only  in  hindsight  was  one 
obvious. 

Energy  is  a  late-cycle  winner.  Historically  Wall  Street  has 
always  regarded  energy  as  a  sector  that  does  well  late  in  the  mar- 
ket cycle.  The  logic  is  that  as  the  economy's  growth  progresses, 
more  energy  is  required.  By  this  gauge  today's  spiraling  oil  stock 
performance,  tied  to  spiral- 


should  sell  your  oil  stocks  now.  Good  theory,  however,  too  si 
dom  squares  with  reality. 

In  my  firm's  recent  three-volume  study  of  market  cycl 
we  found  that  energy  stocks  can  do  their  best  at  any  poir 
Often,  after  a  sustained  gain  in  oil  stocks,  their  correctic 
coincides  with  a  correction  in  the  overall  market.  Aft 
February  1985,  when  OPEC  first  cut  oil  prices,  right  up  to  tl 
October  1987  crash,  the  S&P  international  oil  index  gain< 
200%.  So  I  wouldn't  sell  oils  now  simply  on  the  theory  th 
their  day  is  over. 

Dividends  and  buybacks  help  a  stock.  Companies  that  pay  swe 
dividends  or  purchase  their  own  shares  (another  form  of  di\ 
dend)  sound  like  a  good  deal  for  investors.  That's  particular 
true  now  that  capital  gains  and  dividend  taxes  are  sliced  to  15r 
Don't  swallow  this. 

My  firm  calculates  that  these  gift-giving  companies'  stoc 

do  no  better  than  the  mark 
Reason:  In  many  cases  i: 
vestors  are  better  off  havii 
the  money  poured  back  in 
the  business  to  bolster  i 
future.  Microsoft  is  down  4 
since  it  announced  a  $32  b 
lion  special  dividend  and  a  $ 
billion  buyback  last  July,  ev« 
when  you  add  back  the  di\ 
dend.  The  S&P  500  is  up  7 
since  then. 

Foreign  stocks  can't  mis 
Their  appeal  lately  is  t| 
notion  that  they  are  cheap 
because  they  are  coming  c 
such  lows.  Also,  overseas  gai 
get  an  extra  goose  when  translated  into  dollars  from  thi 
stronger  native  currencies.  There's  no  disputing  the  curren 
argument,  but  the  fact  is  that  a  lot  of  blue-chip  foreign  stoc 
are  no  bargains.  The  50-stock  Dow  Jones  industrial  average 
trading  at  17  times  trailing  earnings.  France's  comparable  c| 
40  is  at  25  times,  Germany's  DAX  (30  stocks)  is  at  20,  ai 
Britain's  FTSE  100  at  31  times. 

Consider  the  large  bank  stocks,  which  have  similar  fund 
mental  ingredients.  Citigroup  and  Bank  of  America  are  tradi 
at  1 1  times  trailing  earnings.  Of  the  15  foreign  banks  with  m; 
ket  caps  over  $40  billion,  only  4  are  less  expensive.  Comparat] 
giants  abroad,  HSBC  and  Credit  Agricole,  are  both  trading  at 
times  trailing  earnings. 

I  find  few  stocks  attractive  at  this  stage.  Still,  long-terl 
investors  should  buy  these  stocks  of  tomorrow:  Amazon  (: 
AMZN),  Ebay  (36,  EBAY)  and  Google  (179,  GOOG).  They  are  anythi 
but  cheap.  Just  the  same,  they  are  well  worth  the  price,  as  tii 
will  show  us.  That's  doubly  so  since  the  conventional  wisdc| 
now  touts  short-term  profits. 


Conventional 
wisdom  says 
that  housing  is 
in  a  bubble,  that 
dividend  payers 
are  great  stocks 
and  oil  is  due  for 
a  fall.  Don't 
believe  any  of  it. 


ing  oil  prices,  portends  a  j  PfjrhPS  I  Laszl°  Biriny' Jr- is  president  of  Birinyi  Associates,  a  Westport,  Conn.-based  financial  consulting  fi 
downturn  ahead.  Thus  you         :— icon,   I  Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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The  Adventurer 


|  OR  AS  FAR  INTO  THE  FU- 
ture  as  mortals  can  pre- 
dict, the  Bonneville  Salt 
Flats  will  remain  what  they 
always  have  been:  the  best 
high-speed  automobile 
proving  grounds  designed 
by  God.  Nowhere  else  ex- 
cept the  Great  Salt  Lake 
can  one  find  so  long  and  smooth  an  ex- 
panse of  salt  crust  pavement,  unusual  here 
by  virtue  of  its  uniform  thickness.  Ob- 


"That's  the  old  pepper! 


structions?  There's  nothing  to  crash  into. 

Since  the  1930s  speed  demons  have 
flocked  here,  to  this  100-square-mile 
patch  of  sodium  chloride  just  west  of  Salt 
Lake  City,  to  set  records.  Last  year 
Thomas  Burkland  drove  his  Burkland 
Streamliner  at  417mph.  Perhaps  even 
more  impressive  was  James  Odom  at 
328mph  on  his  Ack  Attack  motorcycle. 

I  had  more  modest  goals.  My  host, 
William  Summers,  runs  a  driving  pro- 
gram called  Summers  Speed  Thrills, 


which  gives  participants  a  taste  of  Be 
neville  salt  from  the  driver's  seat.  He  p 
vides  the  car,  pit  crew  and  flameprc 
racing  suit;  you  provide  $5,000. 

You  may  never  have  heard  of  Bill,  1 
in  1965  he  and  his  late  brother,  Robt 
ran  their  famous  Goldenrod,  a  racer  pc 
ered  by  four  Chrysler  Hemi  V-8s,  to  a  la 
speed  record  of  409mph.  Since  then  of] 
land  vehicles  have  gone  faster — th 
with  turbine  and  rocket  engines  driven 
the  likes  of  Craig  Breedlove  and  G; 


•be 

ccor 
hi 
F( 
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Blowing 
Salt  at 


3ed  demons  who've  hit  I70mph  on  salt  |  By  James  M.  Clash 


abelich — but  after  40  years  Summers' 
cord  still  stands  for  internal-combus- 
jn-driven,  naturally  aspirated  cars. 
[  For  half  a  century  Bonneville  has 
|:en  influencing  passenger  cars.  The 
>ntiac  Bonneville  model,  introduced  in 
('54  and  still  produced,  was  named  after 
je  speedway.  In  2003  prototypes  of  the 
leneral  Motors  Ecotec  four-cylinder 
I  gine  were  tested  and  refined  here.  The 
gines  now  are  standard  in  new  Cobalt 
and  Saturn  ION  Red  Line  cars. 


I  was  one  of  two  newbies  at  Summers 
Speed  Thrills  last  October.  The  other  was 
former  amateur  racer  Steven  Markoff, 
chief  executive  of  A-Mark  Financial 
Corp.,  a  gold-and-silver-coin  dealer 
ranked  number  65  on  FORBES'  list  of 
largest  private  U.S.  companies.  Markoff, 
61,  had  always  wanted  to  drive  above 
200mph,  something  he  had  never 
achieved  as  a  racer,  and  Bonneville  is  the 
safest  place  to  try. 

The  car  we  were  to  pilot — a  1987 


open-wheel  Lakester  with  a  650hp,  468- 
cubic-inch  V-8  Chevrolet  engine — had 
the  right  stuff.  In  previous  outings  at  the 
Flats  it  had  been  driven  at  207mph  by 
Frank  Cahoon,  an  oil  consultant  from 
Midland,  Tex.,  and  at  229mph  by  Ronald 
Secor,  a  retired  wrecking  yard  owner 
from  Irwindale,  Calif. 

I'd  driven  fast  before,  but  never  on 
salt.  In  2002  at  the  Texas  Motor  Speed 
way,  a  1.5-mile  oval  outside  of  Fort 
Worth,  I  averaged  a  lap  at  201mph  in  a 
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this  is  the  world  s  fastest  racingcourse 

BONNEVILLE  SALT  FLATS 
Tooele  County,  Utah 

Major  record*  »ei  wnd  ■■  , 

MOBIL  FUELS  A  MOBILOIL  U&iJ 


car  belonging  to  Indy  Racing  League 
team  owner  Sam  Schmidt.  I'd  also  driven 
production  cars  at  over  200 — a  Lam- 
borghini Murcielago  at  the  Nardo  test 
track  in  Italy  and  a  Ruf  R  Turbo  Porsche 
on  the  autobahn  in  Germany. 

For  all  its  attributes,  the  Flats  present 
some  special  challenges.  The  salt  surface, 
while  relatively  smooth,  has  half  the  grip 
of  asphalt.  Though  we  would  be  traveling 
in  what  we  hoped  would  be  a  straight 
line,  there  is  no  banking  to  slow  the  car  if 
you  get  into  trouble.  Sometimes  a  wheel 
will  catch  in  the  salt,  sending  the  car  into 
a  series  of  violent  tumbles. 

Bonneville  is  a  tinkerer's  paradise. 
Here  we  met  John  Lund,  a  GM  dealer 
from  Phoenix,  Ariz,  who  was  attempting 
to  set  a  world  record  in  a  specially  pre- 
pared black  Cadillac.  Roger  Lessman,  a 
managing  partner  at  real  estate  firm  East 
West  Partners  in  Truckee,  Calif., 
had  what  looked  like  a  rocket  on 
wheels — the  fastest  natural-gas- 
powered  vehicle  in  the  world,  capa- 
ble of  topping  300mph — powered 
by  a  converted  FoH  V-8. 

By  no  means  is  Bonneville  a 
free-for-all.  The  Southern  Califor- 
nia Timing  Association,  the  gov- 
erning body  for  this  and  two  other 
racing  venues,  issues  special 
licenses  in  25mph  increments.  To 
earn  a  class  D  license,  for  example, 
a  successful  run  in  the  125mph  to 
149mph  range  is  required.  After 
earning  your  class  B  (l75mph  to 
199mph)  you  can  drive  above 
200mph.  You  also  must  pay  a  $60 
entry  fee  for  yourself  and  another 
$300  for  your  car. 

On  the  3-mile  course  we  were 
to  use  (there's  a  longer,  5-mile 
course  for  the  Breedloves  of  the 
world),  cars  are  timed  in  the  third 


mile,  meaning  you  have  2  miles  to  get  up 
to  speed.  At  the  end  of  mile  3  you  deploy 
a  parachute  to  help  slow  the  vehicle,  since 
braking  on  salt  isn't  very  effective. 

Our  first  runs — MarkofF s  at  137mph 
and  mine  at  1 34mph — encouraged  us  by 
qualifying  us  for  class  D  licenses.  Because 
the  weather  was  warm  and  dry,  the  salt 
was  in  excellent  shape,  and  we  got  a  good 
feel  for  the  car's  handling  and  the  jolt  of 
the  parachute  at  the  end  of  the  run.  But 
our  glee  was  short-lived.  On  the  push- 
back  to  the  start  line,  a  fire  started  in  the 
car  when  hot  brake  cylinders  touched 
some  vinyl  vent  tubing. 

We  managed  to  extinguish  it,  but  the 
resulting  damage  caused  a  day's  delay  as 
mechanic  Daniel  Neuenschwander  over- 
hauled the  machine.  While  he  worked, 
fans  of  Bill  Summers  stopped  by  to  chat. 
A  man  from  Boise,  Idaho,  old  enough  to 


A  409mph 
record  held  by 
Bill  Summers, 
grand  old  man 
of  saline,  still 
stands. 


remember  seeing  the  famous  Goldenro 
in  the  early  1960s,  got  his  autograph. 

After  repairs  were  completed,  w 
found  that  the  brakes  were  gone,  but  th; 
didn't  bother  us  much  as  most  of  ou 
stopping  was  accomplished  with  th 
parachute.  It  did,  however,  affect  bot 
MarkofF s  and  my  confidence  in  the  ca 
What  else  might  go  wrong? 

For  our  runs  the  next  day  Bill  replace 
the  6,000rpm  limiter  chip  with  or 
capable  of  8,000  revs,  theoretically  givir 
us  added  oomph  to  qualify  for 
class  C  license — 150mph  to  174mph.  Afti 
all  the  waiting  I  was  pumped.  Following 
smooth  start,  I  began  to  build  engine  rev 
The  car  was  sliding  worse  than  on  my  fir 
run,  perhaps  because  of  changing  salt  coi 
ditions,  but  I  kept  my  foot  in  it.  A  litt 
more  gas,  a  little  more  slide,  a  little  mo: 
speed,  a  little  more  correction.  As  the  re 
2-mile  marker  sign  approached,  I  saw  ti 
tachometer  edging  above  6,500rpm,  whk 
translates  to  170mph — solidly  in  the 
range.  All  I  had  to  do  was  keep  it  straigl 
for  another  mile. 

Suddenly  there  was  the  sickenir 
sound  of  metal  being  ingested,  as  if  you 
thrown  silverware  into  a  blender,  ar 
rpm  dropped  to  5,000 — then  the  engii 
quit.  The  lurch  started  a  slow  slide,  bi 
when  I  pulled  the  parachute  the  c; 
straightened  out.  I  coasted  to  the  3-mi 
mark  and  pulled  off  the  course. 

Oil  was  all  over  the  place.  As  safe 
crews  cleaned  up  the  oil-salt  slurry, 
close  inspection  revealed  a  broken  engii 
rod.  Bill  gave  us  the  bad  word:  We  we 
done  for  good  this  time.  We  weren't  tl 
only  team  to  have  problems.  At  least 
quarter  of  Bonneville's  drivers  dor 
complete  runs  for  one  mechanical  reasc 
or  another.  But  that's  racing. 

If  you're  interested  in  Summers'  201 
program,  call  909-986-5089. 
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Someday,  when  your  grandchildren  ask  you  what  you  did  in  life,  wouldn't  it  be  nice  to  say, 
•  Well,  1  saw  the  world  from  the  cockpit  of  a  MiG-25."  You'll  endure  the  rigors  of  cosmonaut 
training  and  see  the  planet  from  a  breathtaking  82,000  feet.  MiG-25  flights.  Another  way 
the  Membership  Rewards®  program  from  American  Express  makes  life  less  ordinary. 
TO  APPLY,  CALL  1.800.THE  CARD  OR  JUST  VISIT  800THECARD.COM  TO  LEARN  MORE. 
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www.e-chair.com 
"fl  Executive  Currency 
www.executivecurrency.com 
^  Gallery  Art 
1-888-932-6166 
www.gallart.com 
"  Glamour  Secrets 
1-866-713-7487  ext  222 
ww  w.glamoursecrets  .com 

Holiday  Timeshares  Resales 
1-800-704-0307 
ww w.hol  iday group  com 
^  Info  USA 
1-800-555-5335 

Iowa  Realty  Commercial 
1-800-471-0856 
www.daringarman.net 

Life  Quotes,  Inc. 
1-800-441-0072 
www.lifequotes.com 
■?  Lilly  Coin  and  Stamp  Company 
www.shinycoins.com 


National  Watch  &  Diamond  Exchange 
215-627-5626 
www.nationalwatch.com 
•f  Peak  Life  Habits,  Inc. 
1-800-215-0911 
www.peaklifehabiLs.com 
T  Peterson.  Goldman  &  Villani.  Inc. 
1-800-796-9575 
y  Publisher  s  Guild 
1-800-369-1646 
x'  Steven  Sears  CPA/Attorney 
1-949-262-1100 
www.searsatty.com 

Tropical  Villa  Vacations 
1-888-875-2818x202 
www.tropicalvillavacations.com 
"3  Valef  Yachts 
1-800-223-3845 
www.VALEFYACHTS  com 

Wealth  International.  Ltd. 
1-800-745-2981 
www.trustprofessionals.com 

Worldwide  Business  Consultants 
1-800-733-2191 
www.corbettandkish.com 

Business  Services 

Convergys 
www.convergys.com 
•f,  Flight  Options 
www.flightoptions.com 

Computer/T echnology 
"fl  Xerox  Corporation 
1-800-ASK  XEROX 
www.xerox.com 

Consumer  Products/Services 

United  States  Postal  Service 
www.usps.com 

Financial  Services 

Genworth  Financial 
www.genworth.com 

' '  T.  Rowe  Price  SmartChoice  Rollover  IRA 

1-866-729-2072 

www.troweprice.com/rollover 

Hotels 

'   Shangri-La  Hotels  &  Resorts 
www.shangri-la.com 

Netwoikimg 

Cisco 
www.cisco.com 

Travel 

Monaco  Government  Tourist  Office 
800-753-9696 
www.visitmonaco.com 
^'  Qantas  Airways 
800-227-4500 
www.qantas.com.au 

^  =  Contact  advertiser  directly  by  website  visit 
or  by  phone  call. 


Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 


E3  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

s  Call  right  now  for  free  quotes 

1-800-441-0072 

Ad  Code:  FORBS  4/05 

Life  Quotes,  Inc.  Since  1979 

NOTE:  The  sample  Pennsylvania  female  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  1-800-441-0072  or  visit  www.lifequotes.com 
to  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102.  Darien,  Illinois,  80561  and  Life 
Quotes,  Inc.,  32045  Castle  Court.  Evergreen,  CO  80439.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159  Quotesmith  com,  Inc. 
dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Quotesmith.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  in  UT 
under  agent  #90093.  Quotesmith.com  dba  lnsure.com  and  Life  Quotes.lnc.  in  CO. 
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Advertisement 

Business  Finance 


mm 


BANK  SAYS  'NO'?... 
WE  SAY  6 YES!' 

We'll  pay  you  cash  for  your  company's  ongoing 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Investments 


Capital  Available 


Investors  Wanted 

Multi-Family  Trailer  Paries 
Southern  U.S. 
Fantastic  Return,  Steady  Income. 
Call:  631-374-7342 
631-219-5902 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561 -627-71 10 


Financial  Services 


China  Tour 


TrustFrofessionals.com 
Asset  Protection  for  Everyone 

•  International  Tai  and  Est* 
Planning 

•  Financial  Privacy 

•  IBCs,  Foundations,  other 
international  structures 

Call  800-745-2981  toll  fr 
our  comprehensive  W 

te 

Get  started  j 
for  less  | 
thanSIOOO] 

:e,  or  visit 
cb  site. 

CEO  Clubs  Returning  to 

China 

www.ceoclubs.org 
212-925-7911 


Office  Furniture 


t  "  ""  ~1  Premium  Ergonomic 
Task  Seating 


Full  features,  mesh  back 

Iuteniet  special  -$399 ."" 
plus  worshipping 

/ww.e-chai  rusa  .com 


the  0-chair  USA-  866-^.37^8 


TOP  CEO  COACH 


Serving  Fortune-ranked  Companies 
Contact:  Mark  Weinstein 

800-215-0911  mark@peakhabits.corn 

www.peakhabits.com 

DELIGHTED  CLIENTS  NATIONWIDE 


For  information  a 
rates  on  advertising 
in  the  next  Forbes 
Display  Classified  Section 
Call  Media  Options 
1-800-442-6441 
mediopt@aol.com 


GET 

YOUR 

SHARE... 


of  the  $150  BILLION  DOLLAR  BEAUTY  MARKET! 

America's  most  exciting  and  fastest  growing  beauty  product  franchise  is  coming, 
to  a  city  near  you.  GLAMOUR  SECRETS  offers  an  unprecedented  opportunity 
for  a  franchisee  to  enter  the  explosively  fast  growing  beauty  product  industry 
in  a  very  high  margin,  profitable,  fun  business  with  incredible  growth  potential. 
Full  training,  merchandising,  advertising  and  operational  support. 
Glamour  Secrets  provides  a  very  unique  shopping  experience  in  award 
winning  designed  stores.  Build  some  serious  equity  for  your  future. 
Individual,  area  and  multiple  store  franchises  available  across  the  U.S. 

Contact  info 

Doug  Warren  I  866  7 1  3  7487  x:  222  doug@glamoursecrets  com 
wwwglamoursecrets.com 


CollectiblGf.j£ 


Superb  U.  S.  &  Canadian  Collectible 
Paper  Money 

www.ExecutiveCurTency.com 
e-mail:  info@ExecutiveCurrency.com 

Catalog:  Executive  Currency,  P  0  Box  16690,  Duluth,  MN  55816-0690 
1-218-525-5916 


Newsletter 


Fbrbes 


NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)  at  $1.60  and  it  is  now  over 
$25.. .our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  But  beware  of  the  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.com/frb 


[The  Forbes  Collectof 


Masterpiece  or  Fake 
Bargain  or  Ripoff? 

Let  The  Forbes  Collector  teac 
you  the  difference.  From 
American  landscape  painting 
modem  photographs  to  basebi 
memorabilia,  The  Forbes  Collect 
will  show  you  where  the  hidde 
gems  are.  Don't  miss  this  inside 
guide.  Subscribe  and  get  4  Fre 
Reports.  Call  toll  free: 
1-877-733-7876  or  go  to 
www.forbes.com/collector 


Forbes  Subscribers  Service...to  plan  your  oroer,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at...www.forbes.com/customerservice  or  call. .800-888- 


INCREASING 
SALES  & 
EARNING  MORE 
MONEY 

...Is  True  Nirvana 


Unlimited  Sales  Leads  &  Mailing  Lists  with  Sales  Genie7 


Yes  -  Happiness  is 
earning  more  money. 

No  matter  whether  you  are  a  small 
business  owner  or  a  sales  executive 
-  increasing  sales  and  making  more 
money  is  true  nirvana.  I  know  it.  I 
have  been  through  it. 

Now,  I  can  help  you  do  it! 

How?  First,  you  get  an  account.  Then, 
you  can  select  your  criteria,  sort, 
preview,  and  download  your  sales 
leads  and  mailing  labels  within 
seconds.  You  can  get  sales  leads  and 
mailing  lists  tor  any  geographical 
area.  You  have  unlimited  access. 


Vm  Gupta,  Founder  &  CEO 


12  different  databases 
with  all  the  sales  leads  and 
mailing  lists  you  need! 

13  Million  U.S.  Businesses 

2.6  Million  Brand  New  Businesses 
1 1 .5  Million  Executives  &  Professionals 
600,000  Manufacturers 
218,000  Big  Businesses 
5  Million  Small  Business  Owners 
180  Million  Residents 
65  Million  Homeowners 
15  Million  New  Movers 
3.1  Million  New  Homeowners 

1.7  Million  Bankruptcies 
12.5  Million  Households  with  Children 


Sa,eimGenie 

A  Service  of  IVL 


For  FREE  One-Day  Trial,  call  Rob  Martin  at 
866-313-0399  or  visit  us  at  SalesGenie.com 

*  Up  to  2  users 

With  Sales  Genie  ",  you  will 

Sell  more.  Earn  more. 

5711  South  86th  Circle  •  PO  Box  27347  •  Omaha,  NE  68127 
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Legal  Services 


ASSET  PROTECTION 


Advertisement 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


ne  oanwr 

.-A 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •  www.searsatty.com 


China  Tours 


HD  Access  China  Tours 

Superior  Deluxe  Packages 
20  Itineraries  From  9  To  22  Days 

Private  &  Business  Trips 


I -800-788- 1399 
www.AccessChinaTours.com 


Art  Wholesale 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max.  Warhol,  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino.  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Corporate  Awards 


48HourAwards.com 

Offering  the  finest  Corporate  Awards 
personalized  and  shipped  in  48  hours. 

www.48HourAwards.  com 

760  West  16th  St.,  Building  D,  Costa  Mm.  CA  92627 

1-800-559-3686 

Please  see  our  web  site  for  further  information 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $35,  and 

still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 

opportunities-crude  oil,  gold, 
stocks  and  bonds-that  will  make 
and  break  millionaires.  Subscribe 

today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


Business  Opportunitiei 


Own  A 
Private  Bank 

800-733-2191 


OFFSHORE 


❖Companies  fl,ai#  ** 

❖Banking  co«?^e 
♦Credit  Cards  o    ..  i  /. 

♦Privacy        Capital  Asset 

J  Management 

(800)710-0002      Fret  Brochure 
Visa/MC/Amex  www.asselproCectlofi.com 


^3 


"Former  Iowa  Prison  Guard 
Shows  Investors  How  To  Escape 
Financial  Prison 
And  Truly  Profit 
From  America's  Heartland!" 

In  this  FREE  Report  I  reveal  to  investors 
with  $74,000  or  more  to  invest, 
the  easy  to  implement  apartment  and 
commercial  property  investment  system, 
with  a  10  year  track  record,  that 
millionaire  real  estate  investors  are 
profiting  from-here  in  the  heartland  of  the 
U.S.  With  No  Time  Consuming 
Management  Necessary-and  how  I 
discovered  it  years  ago  while  working  as 
a  prison  guard. 
www.daringarman.net 
or  Free  Recorded  Message  At 
1-800-471-0856  ID#3337 


United  States  Patent 
NO  competition  Billion  $  Industry 

Make  more  money  in  1  month  than  what 
most  people  earn  in  1  year.  If  you  can 
comfortably  afford  an  investment 
of  $14,900,  a  6- figure  income 
is  very  probable! 

Call  1-888-369-1646 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends  .  .for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of  a 
special  holiday  price  of  just  $99.95 
(save  $50  off  the  regular  $149.95  price.) 

Gt>  to  www.forbesinc.com/smc2  and  place  your 
order  now  or  call  1-800-429-0106 


Luxury  Yachting 


Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guts 
from  50'  to  200'  and  S700  to  $20,000  per  clay  for  entire  yacht  w "id 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for.  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIfl 
BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  w  ith  your  own  steward,  or  leave  it  up  to  them 
to... pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7251  Fir  Rd.,  P.O.B.  3X5,  Ambler,  PA  19002  U.S. 
Tel:  (215)641-1624  •(215)641-0423  •(800) 223-3X15  •  Fax: (215)6il-P 
F-mail:  info(«  valefyachls.com  •  Wclxite:  VALFFYAC1  ITS  torn 


Ranch  For  Sale 


HISTORIC  RANCH  FOR  SALE 

  110  Horses  

Canada's  Oldest  Guest  Ranch 
5  Homes  ~  25  Guest  Cabins 
2240+Acres  ~  40,000  Range 
$6,500,000  US  Some  Finance 
View  at:  www.Flyingu.com 
250  456-7717 


Investors  Wanted 

Multi-Family  Trailer  Parks  J 
Southern  U.S. 
Fantastic  Return,  Steady  Incoi| 
Call:  631-374-7342 
631-219-5902 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-886-  : 
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RARE  DALI  PRINTS 


If  you  own.  or  me  considering  the  purchase 
of  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints,  fcacn  print  is  fullv 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dal!  Archives,  and  guaranteed 
authentic.  The  catalog,  Salvador  Dali:  A 
Retrospective  of  Master  Prints,"  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copv  of  "The  SalvadorDali  Collector's 
Newsletter".  (SI 5  per  issue) 


Salvador  Dali 


A  Retrospective 
of  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  KM 

Brana  Fine  Art  •  3 1 1 03  Rancho  Viejo  Road  #2- 1 93  .  San  Jaun  Capistrano,  C  A  92675 
Br.um  hi*  Alt  •  1 5"2  Aiimvh  Si.,  ft  Ids.  I'jcilie  KiliviJix  (  A  >»VJ7: 


LA 
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KMaui  &  tiawaik 

I  Private  Luxury 
Vacation  Homes 

Beachfront  Estates  &  Villas  r  < 
ww.TropicalVillaVacations.com 
18.875.2818  ext  202,206,  205, 


TIMESHARES 


save  up  to.. 


.  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


C4i.L  800-640-7639 

H0LIDAYGROUP.com 


70 


% 

off  retail! 


35* 


ATIONAL  WATCH  &,  DIAMOND 
—  .  BUY  .  SELL  .  TRADE 


OVER  300  PRE-OWNED 

KOI  .  EX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

sit  Our  Web  Site:  nationalwatch.com  I 

i  &  Chislnul  SltMls,  Fluid ,  PA  n*0  fi***JMbh, I 


Forbes  Lehmann  Income 
Securities  Investor 


lichard  Lehmann  is  Forbes' 
Secret  weapon  on  bonds, 
[nvertibles  and  preferreds. 
$  high-yielding  model  port- 
lies  have  beaten  stocks  for 
j  the  last  five  years!  Let 
ehmann  show  you  how  to 
Id  wealth  safely  with  high- 
felding  fixed  income  securi- 
es.  Subscribe  today  and 
receive  three  FREE 
special  reports, 
toll  free  1-877-733-7876  or 
tw.fbrbesnewsletters.com/lehmann 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW,  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist. 

Posture  Education 

609  Sleepy  Hollow  Road 
Briar  cliff  Manor,  NY  10510 
www.postureeducotion.com 


CALL  TOLL-FREE  1-800-392-0363 


WM  'ill'  H  fill  mi 


HISTORIC  RANCH  FOR  SALE 

  110  Horses  

Canada's  Oldest  Guest  Ranch 
5  Homes  ~  25  Guest  Cabins 
2240+Acres  ~  40,000  Range 
$6,500,000  US  Some  Finance 
View  at:  www.Flyingu.com 
250  456-7717 


CHARLES  8CHULZ 
ORIGINAL  ART 

Rare  Collection  Found! 

Now  Released  to  The  Public. 


i 


3 


Call  Toll  Free! 
1-800-888-9449 

f3/JTrt  American  Royal  Arte  Corp. 

ENTERTAINMENT      FINE  ART 

www.AmericanRoyalArts.com 

Snoopy  ©2005  United  Features  Syndicate 


Legal  Services 


Capital  Available 


INTELLIGENCE  SPECIALIST! 

www.AHEARN.info 

Services  for  the  CEO,  CFO 
&  VP  of  Loss  Prevention. 
Contact  Frank  M.  Ahearn 
(310)  467-7878 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 
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THOUGHTS 


On  the  Business  of  Life 


Italy  may  not  be  able  to  design  agovernment,  which  probably  accounts  for  the  fact  that  it's  had  the  least 
economic  gyrations  of  any  country  in  Western  Europe.  The  current  regime  of  21-month  duration  is 
nearly  a  record  since  WWW  and  Mussolini's  last  appearance  in  a  gas  station.  But  in  everything  else, 
Italian  design  is  the  best,  most  daring,  most  exciting.  Functional  pizzazz  at  its  acme.  Cars?  Lamborghini's  a 
piece  of  sculpture  and  the  only  arguable  equals  are  Maserati  and  Ferrari  Look  at  Italian  fashions.  Boats.  Home 
furnishings.  Architecture.  So,  as  Italians  might  put  it,  who  needs  agovernment?  — MALCOLM  S.  FORBES  (1985) 


Venice  is  like  eating  an  entire  box 
of  chocolate  liqueurs  in  one  go. 

—TRUMAN  CAPOTE 


In  Italy  a  woman  can  have  a  face  like 
a  train  wreck  if  she's  blonde. 

— UNKNOWN 


Culture  is  Italy's  oil,  and  it  must  be 
exploited: 

—GIANNI  DE  MICHELIS 


Don't  forget  that  even  our  most  obscene 
vices  nearly  always  bear  the  seal  of  sullen 
greatness. 

— GESUALDO  BUFALINO 


Italy  is  a  poor  country  full  of  rich  people. 

—RICHARD  GARDNER 


Rome  was  a  poem  pressed  into  service 
as  a  city. 

—ANATOLE  BROYARD 


Venice  is  the  city  of  mirrors,  the  city  of 
mirages,  at  once  solid  and  liquid,  at  once 
air  and  stone. 

—ERICA  JONG 


The  road  turns  and  Spoleto  suddenly 
springs  into  view,  presenting  itself  like 
a  crown  roast  of  lamb  served  up  on  a  bed 
of  spring  greens. 

—MARIA  DONOVAN 


TJtere  is,  in  fact,  no  law  or  government 
at  all  [in  Italy];  and  it  is  wonderful  how 
well  things  go  on  without  them. 

—LORD  BYRON 


Cinema  is  an  old  whore,  like  circus  and 
variety,  who  knows  how  to  give  many 
kinds  of  pleasure.  Besides,  you  can't  teach 
old  fleas  new  dogs. 

— FEDERICO  FELLINI 


/  was  so  skinny,  they  gave  me  the 
nickname  stechetto — the  stick.  I  was 
tall,  thin,  ugly  and  dark  like  an  Arab  girl. 
I  looked  strange.  All  eyes.  No  flesh  on 
my  bones. 

—SOPHIA  LORE 


Everything  in  Italy  that  is  particularly 
elegant  and  grand  borders  upon  insanity 
and  absurdity — or  at  least  is  reminiscent 
of  childhood. 

—ALEXANDER  HERZE 


Italy,  and  the  spring  and  first  love  all 
together  should  suffice  to  make  the 
gloomiest  person  happy. 

— BERTRAND  RUSSE. 


Thou  paradise  of  exiles,  Italy! 

—PERCY  BYSSHE  SHELL] 


A  Text... 

There  is  gold,  and  a  multitude 
of  rubies:  but  the  lips  of 
knowledge  are  a  precious  jewel 

—PROVERBS  20:15 

Sent  in  by  Robert  Clark,  Campbellsville,  Ky. 


April  18,  2005  •  Volume  175  •  Number  8  FORBES  (ISSN  0015  6914)  is  published  biweekly,  monthly  in  August,  with  an  extra  issue  in  April  and  October,  by  Forbes  Ii 
60  Fifth  Ave.,  New  York,  NY  1001 1.  Periodicals  postage  paid  at  New  York,  NY  and  at  additional  mailing  offices.  Canadian  Agreement  No.  40036469.  Return  undeliverable  Canadian  addresse 
74962  Bath  Road,  Mississauga,  ON  L4T  1L2.  GST  #  12576  9513.  RT.  POSTMASTER:  Send  address  changes  to  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  IA  51593-0971.  Forbes  Subscri 
Service  is  available  online.  To  subscribe,  change  your  address  or  for  other  assistance,  please  visit  www.forbes.com/customerservice.  Or  write  to  Forbes  Subscriber  Service,  P.O.  Box  547 1 ,  Har 
I A  51593-0971.  MAILING  LIST:  We  make  a  portion  of  our  mailing  list  available  to  reputable  firms.  If  you  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ©  2005  Forbes  Inc. 
rights  reserved.  Tide  is  protected  through  a  trademark  registered  with  the  U.S.  Patent  Office. 


260     FORBES"  Ap.  il  18,  2005 


BASEBALL  TEAM  VALUES 

Seattle:  Small  Market,  Big  Money 


Dividend  Funds 

The  Market  Beaters 


APRIL  25,  2005  I  WWW.F0RBES.COM 


GAMBLE 


BETTING  THE  FUTURE 
ON  HYDROGEN 


□3 

ADCOM 

K  FROM  THE  BRINK 

ECING  TEACHERS 
LLION-DOLLAR  RIPOFF 


$4.99/  CANADA  $6.99 


o  l,,09281ll01638,lllo 


1  7> 
i 


T/^1A  /T^C"0  ROBOTS  CAN  DRIVE  AROUND  MA 
U  i  V  bbr  BUT  NOT  ON  EART 


Helen  Greiner's  eleven-year-old  crush  was  on  a  movie  droid 
became  the  robot  girl,  ultimately  starting  her  own  robot  com| 
iRobot,  right  out  of  Mil  Today,  her  robots  swim  like  fish.  Wed 
crabs.  Inspect  caves  in  Afghanistan.  Clear  minefields.  Climb  > 
Roomba,'  iRobot's  vacuum  cleaner,  has  even  appeared  on  a  sit 

At  the  top  of  iRobot's  corporate  mission  statement:  Build  cool 
Robotic  "stuff"  has  already  leapt  from  the  lab  to  the  road  ii 
Lincoln  Navigator.  Press  its  buttons  and  the  Navigator  come 
The  liftgate  opens  and  closes  by  remote.  The  third-row  seats  f< 
Its  side  mirrors  wiggle  in  and  out.  Running  boards  automatically  ei 
and  retract.  The  rear  bumper  sensors  activate  sonar  to  sense  ofc 
behind  you.  Its  Navigation  System  maps  GPS  data  and  respafl 
174  voice  commands,  speaking  out  directions  turn -by-turn*  j 

Will  robots  someday  move  right  into  the  driver's  seat?  Futurist) 
yes.  But  Ms.  Greiner  says,  not  so  fast.  "Myself,  I  love  driving,  so 
would  I  want  a  robot  driving  my  SUV  for  me?  Unless,  of  coun 
makes  driving  even  more  fun.  Maybe  someday  we'll  all  be  an 
by  thinking  and  pointing  our  eyes  to  steer. 

"Also  in  the  future,"  she  surmises,  "ultra-wideband  communiccj 
could  allow  your  car  to  talk  to  other  cars.  Negotiate  with  them,  J 
'Who  takes  the  turn  first?  I'm  cutting  you  off.  No,  you're  notlj 
could  promote  greater  traffic  efficiency."  Letting  cars  handle! 
rage?  Sounds  like  progress.  But  for  now,  civility  can  be  savorl 
the  luxurious  cabin  of  the  Navigator. 

See  lincoln.com  and  discover  how,  with  so  much  onboard  intelligj 
the  Lincoln  Navigator  continues  evolving  far  beyond  the  mere 


TRAVEL  WE 


Onboard  ihe  Navigator  we 
find  GPS  Navigation.  Parking 
sensors.  Power  just-about- 
everything.  Have  robots 
invaded  your  luxury  vehicle? 


Press  a  button  and  the 
Navigator's  power  liftgate 
opens  and  closes  without 
human  assistance. 


Helen  Greiner 

Chairman  and  co-founder, 

iRobot  Corporation. 

Helen's  views  on  robots 
driving  on  Mars  but  not  Earth? 
"On  Mars,  there  are  no  Boston 
drivers.  So  maybe  it's  an  easier 
environment  that  way." 


I 

LINCOLN 

lincoln.com 


~w~        IT'S  MORE  LIKE  HOME  AT  1    n       •  1  T  T*  1 

nomewood  ouites  by  rliltor| 

The  award-winning  Homewood  Suites  brand  of  hotels  makes  business  and 
leisure  travelers  feel  more  at  home  when  they  are  on  the  road. 


What  do  business  travelers  who  spend  a  lot  of 
time  on  the  road  want?  They  want  to  feel  more 
at  home.  And  Homewood  Suites  by  Hilton  is 
making  sure  that  business  travelers  feel  more  at 
home  when  they  check  into  one  of  the  brand's 
more  than  150  hotels  in  the  U.S.  and  Canada. 

Unlike  traditional  hotels  and  motels,  Homewood  Suites  by 
Hilton  has  concentrated  on  a  residential-style  design  and  a 
comprehensive  package  of  guest  amenities  that  appeal  to  the 
nesting  instincts  of  both  business  and  leisure  travelers.  For  the 
price  of  a  standard  hotel  room,  in  fact,  Homewood  Suites 
provides  all  the  comfort,  convenience  and  privacy  of  home 
combined  with  the  services  a  traveler  who  spends  a  few  nights 
or  more  away  from  home  needs  most. 

SUITE  DESIGNSTHAT  FEEL  LIKE  HOME 

One  of  the  major  reasons  that  travelers  feel  more  at  home  at 
Homewood  Suites  is  the  design  of  the  accommodations.  Studio, 
one-  and/or  two-bedroom  suites  offer  separate  sleeping  and  living 
areas;  spacious  guest  suites  offer  openness  through  the  living  and 
sleeping  areas.  Every  suite  offers  a  fully  equipped  kitchen, 
complete  with  microwave  oven,  full-size  refrigerator  with  ice 
maker,  twin-burner  stove,  toaster,  coffee  maker,  utensils  and  place 
settings  for  four.  There's  ample  workspace  and  a  separate  dining 
table,  two  telephones  with  voice  mail,  a  remote-controlled  televi- 
sion with  videocassette  player  and/or  on-demand  movies  and  a 
premium  cable  channel.  There's  an  iron  and  ironing  board,  too. 

The  just-like-home  feel  of  a  Homewood  Suites  guest  suite  is 
augmented  by  a  smartly  designed  package  of  guest  services  that 
also  helps  a  business  traveler  feel  at  home  and  part  of  a  commu- 
nity. All  hotels  in  the  U.S.  offer  complimentary  high-speed  Internet 
access.  A  copy  of  USA  Today®  is  delivered  to  the  suite  each  week- 
day morning.  There's  a  complimentary  grocery-shopping  service 
(the  guest  pays  for  groceries,  of  course), 
and  most  locations  have  a  swimming 
pool,  exercise  room  and  sports  court  as 
well  as  a  business  center  and  a  small,  pri- 
vate meeting  room.  Most  locations  also 
offer  an  on-site,  24-hour  Suite  Shop®  con- 
venience store  and  guest  laundry  facility. 

Sounds  like  the  best  of  home  and  road 
all  in  one  place,  right?  Homewood  Suites 
further  enhances  these  benefits  with  its 
unique  hospitality  center  called  The 
Lodge.  It's  a  central  area  off  the  main 
lobby  featuring  a  dining  room  area  and  a 
comfortable  living  room  space  where 


guests  can  relax,  eat  and  socialize.  The  Lodge  is  also  whel 
guests  can  partake  in  two  of  the  signature  complimentcl 
amenities  of  Homewood  Suites:  the  Suite  Start™  hot  breakfal 
every  morning  and  the  Welcome  Home®  reception,  which  f«| 
tures  a  complimentary  light  meal  and  beverages  Mond 
through  Thursday  evenings  (subject  to  state  and  local  laws). 

NEW  PROGRAMS  FOR  HOME-LIKE  STAYS 

Ail  of  these  thoughtful  touches  have  earned  Homewoi 
Suites  by  Hilton  a  long  string  of  rave  reviews.  It  has  achievi 
the  ranking  of  #1  moderately  priced  hotel  brand  in  a  rece 
leading  consumer  advocacy  publication  and  #1  Upper  Upsce 
Extended  Stay  Hotel  Chain  by  the  annual  Business  Tra\> 
News  consumer  survey  of  top  U.S.  hotels  in  its  2005  study. 

To  help  make  business  trips  easier,  Homewood  Suites  has  i 
cently  introduced  the  Homewood  Connections™  program  to  he 
business  travelers  stay  in  touch  with  their  business  contact 
friends  and  family  —  it  even  provides  tips  for  bringing  kids  along  c 
business  trips.  Among  the  components  of  Homewood  Conne 
tions  are  a  Homewood  Connections  Cyber-Speak  Guide  that  lis 
shorthand  expressions  used  by  travelers  to  help  them  stay  in  toui 
more  efficiently  via  e-mail  or  instant  messaging,  special  famil 
oriented  grocery-shopping  services  and  online  tips  from  fami 
travel  expert  Eileen  Ogintz. 

"We  recognize  that  some  of  our  amenities,  like  high-spee 
Internet  access,  are  there  to  help  our  guests  stay  connecte 
with  business  contacts,  but  those  features  have  also  becorr 
integral  for  parents  and  kids  to  stay  connected  when  separate 
by  business  travel,"  says  Jim  Holthouser,  senior  vie 
president  of  brand  management  for  Homewood  Suites.  "As; 
brand  where  our  long-term  guests  stay  an  average  of  1 
consecutive  nights,  Homewood  Suites  hotels  have  a  sped; 


isight  into  the  traveler's  need  to  stay  connected  with  home." 

Another  Homewood  Suites  initiative  that  begins  this  year 
the  Distinctly  Homewood™  program.  This  five-year  plan 
designed  to  enhance  the  guest's  stay  with  even  more 

loughtful  amenities  and  services  to  make  road  warriors 

;el  right  at  home. 

As  part  of  the  program,  all  Homewood  Suites  by  Hilton 
otels  will  feature  enhanced  bedding,  upgraded  guest  baths 
Mth  bowed  shower  rods  for  more  space  in  the  shower, 


and  larger,  heavier  towels.  Another  home-like 
feature,  granite-top  vanities,  will  be  added. 
Kitchen  upgrades  will  also  feature  granite 
countertops  as  well  as  wood  laminate  or 
ceramic  tile  flooring  in  all  suites. 

And  here's  a  perfect  example  of  the  kind  of  feels-like-home 
thinking  that  makes  Homewood  Suites  hotels  special:  since 
more  than  50  percent  of  guests  bring  their  own  music 
choices  with  them,  each  Homewood  Suites  hotel  will  now 
feature  a  specially  designed  clock  radio  with  an  MP3  audio 
jack.  So  now  a  traveler's  music  will  feel  at  home  at  Home- 
wood  Suites  by  Hilton,  too. 

Homewood  Suites  is  also  part  of  the  Hilton  HHonors® 
program,  where  members  can  Double  Dip®  to  earn  Points  & 
Miles®  for  every  qualifying  stay  at  any  Homewood  Suites  hotel. 
In  addition,  the  brand  offers  a  Suite  Assurance  Guarantee™, 
guaranteeing  that  all  accommodations  are  high-quality  and  ser- 
vice is  friendly  and  efficient,  or  your  night's  stay  is  free. 
To  make  reservations  at  any  Homewood  Suites  by  Hilton 
hotel,  travelers  can  visit  homewoodsuites.com  or  dial 
1-800-CALL-HOME®. 

Hilton  HHonors  membership,  earning  of  Points  &  Miles®,  and 
redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions. 
©2005  Hilton  HHonors  Worldwide.  ©2005  Hilton  Hospitality,  Inc. 


private  playground  in  a  space  I  can  call  my  own. 

My  way  of  kick-starting  imagination. 


My  Homewood. 


A  living  room,  separate  bedroom* 
fully  equipped  kitchen  and 
complimentary  high-speed 
Internet  access  at  all  U.S. 
locations.  A  complimentary  hot 
breakfast  every  morning  and  a 
Manager's  Reception*  every 
weeknight.  So  you  can  feel  at 
home  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com, 


Dear  Ketel  One  DrinKer 
Ule  Know  you're  not  influence 
Iw  what  other  people  drinK, 
however  we  thought  you  mighi 
HKe  to  Know  Arnold  Palmer 
drinHs  Hetel  One. 
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Forbes.com  CIO  Network 

By  Penelope  Patsuris 

Visit  our  new  section  that  tackles  the  complex  issues 
facing  chief  information  officers,  such  as  security,  compli- 
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Lifestyle 

Toughest  Endurance  Races 

By  Neal  Santelmann 

Today's  adventurers  are  pushing  themselves  harder, 
longer  and  more  dangerously  than  ever.  For  those  with  a 
hankering  to  see  how  far  their  own  personal  envelopes 
can  be  stretched,  Forbes.com  has  compiled  the  ten  tough- 
est sporting  tests.  Held  from  Alaska  to  the  middle  of  the 
Adantic,  diey  run  the  gamut  from  horseback  riding  to 
mountain  biking,  canoeing  to  sailing,  and  running  to 
triathlon  events.  Just  bring  willpower  and  plenty  of  fluids. 
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Protect  against  viruses,  worms,  spyware  and  spam  with  a  truly  comprehensive 
security  solution.  With  easy  deployment,  easy  management,  and  24  x  7  SMB  LIVE 
support  option,  it's  the  one  solution  you  can  rely  on  to  keep  costs  down  and 
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www.trendmicro.com/en/home/us/smb 
For  more  details,  call  877-268-4847 
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Side  Lines 


Syntroleum  gas-to-liquids  plant. 


The  Magic  of  Hydrogen  When  it  comes  to 

alternative  fuel,  what's  good  for  General  Motors  is  good  for  the 
U.S.  Both  Richard  Wagoner  and  George  Bush  have  put  or 
pledged  to  put  a  billion  dollars  into  hydrogen -powered  cars.  U 
these  vehicles  worked  as  intended,  they  would  free  us  at  once 
from  Middle  Eastern  tyrants  and  greenhouse  gas  emissions. 

Bad  news:  Hydrogen  is  a  dreadful  transportation  fuel, 
consequence  of  its  low  density  ( 1/1 1,000  that  of  water).  In  the 
cover   story  Jonathan 


Fahey  spells  out  the  high 
hurdles  GM  must  clear  if 
it  wants  to  make  cars 
powered  by  this  feather- 
weight fuel. 

Count  me  as  an  opti- 
mist. I  think  scientists 
will  make  some  extraor- 
dinary breakthroughs  in 
fuel  cells  and  hydrogen 
storage.  Still,  the  venture  could  easily  land  in  the  energy  dustbin 
alongside  fusion,  all-electric  cars  and  magnetohydrodynamics. 
The  reason  is  that  other  crude-oil  substitutes  will  also  see  break- 
throughs. And  they  are  way  ahead  in  this  race. 

Consider  these  technologies: 

Tar  sands.  Dig  bitumen  out  of  the  ground  in  Canada,  heat  it 
up  and  refine  it,  and  you  get  a  plausible  synfuel.  This  scheme,  to 
be  sure,  has  a  certain  whiff  of  the  Carteresque  boondoggle.  But 
Suncor  Energy  (41,  SU)  is  already  making  money  and  has  plans  to 
more  than  double  output  from  oil  sands  to  550,000  barrels  a 
day.  If  GM  can  get  lucky  with  technology,  so  can  Suncor. 

Plug-in  hybrids.  FORBES  columnist  Peter  Huber  is  a  fan  of 
these.  With  a  modest  boost  from  tax  credits,  gas-electric  hybrids 
are  competitive  now  and  are  coming  along  fast.  The  next  step, 
Huber  speculates,  is  to  boost  the  battery  capacity  and  allow  the 
car  to  be  recharged  from  a  wall  outlet  in  your  garage,  to  trim 
(not  eliminate)  your  gasoline  bills.  Bet  on  International  Rectifier 
Corp.  (44,  IRF),  which  makes  power  semiconductors  for  cars. 

Natural  gas  synfuels.  With  the  right  catalysts  you  can  convert 
methane  into  a  diesel  fuel.  Methane  is  plentiful  in  nonhostile 
locales  such  as  Qatar  and  Australia.  Tens  of  billions  of  dollars 
will  flow  into  this  technology  in  the  next  decade.  Try  Sasol  (25, 
SSL)  or  the  more  speculative  Syntroleum  Corp.  (I3.SYNM).  Another 
likely  winner  is  DaimlerChrysler  (44,  dcx),  whose  European  base 
makes  it  strong  in  diesel  cars. 

It  would  be  un-American  to  sell  short  the  securities  of  GM  or 
the  U.S.  Treasury.  But  if  you  own  any,  you  should  hedge  your 
portfolio.  Buy  the  other  stocks. 


I/*  EDITOR 


14     FORBES  -  April  25,  2005 


>  With  Sprint,  The  PGA  is  beautiful. 


^Sprint 


No  one  gets  more  work  done  on  a  golf  course  than  The  PGA  of  America.  Which  is  why  the 
PGA  turns  to  Sprint  for  a  customized  network  to  help  seamlessly  connect  the  course  to  the 
rest  of  the  world.  The  Sprint  solution  is  a  fully  integrated  wireless  and  wireline  network  that 
enables  the  media  to  send  large  digital  files  quickly  and  keeps  business  professionals  connected 
to  their  offices  -  at  broadband  speeds.  All  this  and  Sprint  reduced  the  PGA's  network  setup 
costs  by  33%.  Conducting  business  as  usual  while  on  a  golf  course  -  now  that's  beautiful. 
With  Sprint,  business  is  beautiful. 


Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 
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Readers  Say 


Space  glut?  Convention  center 
in  Seattle. 

Exhibitionist  Streak  ff 

We  were  bothered  by  "The  Answer  Is  Always  Yes" 
(Feb.  28,  p.  82).  It  is  true  that  the  exhibition  industry 
has  been  through  a  tough  business  cycle.  But  starting 
in  2000  and  ending  in  2003,  a  convergence  of  histori- 
cally unique  factors  caused  a  decline  in  attendance,  in- 
cluding an  economic  recession,  accelerating  corporate 
mergers  and  acquisitions  and  the  tragic  events  of  Sept.  1 1 .  Your  assertion 
that  trade  show  attendance  has  peaked  and  that  "the  space  will  be  impossi- 
ble to  fill"  is  exaggerated.  The  industry  is  on  a  rebound.  Pricewaterhouse- 
Coopers'  2004  convention  center  report  reveals  that  demand  for  space  and  at- 
tendance at  convention  and  trade  shows  increased  by  9%  in  2003-04.  Also, 
all  convention  centers  are  subsidized — primarily  by  lodging  (hospitality) 
taxes — to  fund  operations.  Convention  centers  are  loss  leaders,  generating  a 
manyfold  return  by  attracting  out-of-town  business.  It  is  visitors,  not  resi- 
dents, who  pay  the  lodging  hospitality  taxes  that  make  it  possible  to  build 
most  convention  center  projects  in  this  country. 

DON  TROTTER 

Chair,  Metropolitan  Exposition  Recreation  Commission  (MERC) 

Portland,  Ore. 
JEFF  MILLER,  General  Manager,  MERC 
JOE  D'ALESSANDRO 
Chief  Executive 
Portland  Oregon  Visitors  Association 


Biohazard 

In  "Free  the  Scientists!"  (On  My  Mind, 
Feb.  14,  p.  40)  Thomas  P.  Stossel 
laments  the  new  conflict-of-interest 
rules  by  the  National  Institutes  of 
Health  that  restrict  scientists'  interac- 
tions with  pharmaceutical  companies. 
We  respectfully  disagree.  Records 
reveal  that  530  NIH  scientists  have 
taken  fees,  stocks  or  stock  options  from 
biomedical  companies  in  the  last  five 
years.  In  addition,  public  confidence  in 
evaluating  NIH  research  allocations  for 
HIV/AIDS  has  lessened.  Recent  revela- 
tions about  clinical  investigators  hav- 
ing profited  from  the  AIDS  drugs  they 
were  evaluating  (without  informing 
patients  who  were  taking  the  medica- 
tions) have  intensified  the  controversy 
over  conflicts  of  interest.  The  pharma- 
ceutical industry,  which  can  gain  from 
product  development,  should  be 
encouraged  to  invest  in  collaborative 
research.  But  academic  investigators 


should  not  serve  as  paid  consultants. 

RICHARD  DARLIN' 
Chief  Executive,  FAIR  Foundatio 
Palm  Desert,  Cali 

Out  of  Focus 

In  our  2000  World's  Leading  Compa 
nies  gatefold  (Apr.  18,  p.  169)  w 
incorrectly  associated  a  picture  of 
model  wearing  a  Lacoste  tank  top  wit 
Procter  &  Gamble.  Procter  &  Gambl 
licenses  the  Lacoste  fragrance  line  bi 
isn't  affiliated  with  Lacoste  clothing 
In  our  introduction  (p.  67)  we  errc 
rieously  noted  that  Microsoft  had  th 
largest  market  value  of  the  Glob 
2000,  at  $270  billion.  In  fact,  Exxon 
Mobil,  at  $405  billion,  leads  thi 
category. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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The  Cost  of  Care 


©2005  Aetna  Inc.  Plans  are  ottered  by  Aetna  Lite  Insurance  Company.  Insurance 
policies  contain  exclusions,  limitations  and  reductions.  The  information  provided  in  this 
tool  is  presented  for  informational  purposes  only.  The  actual  costs  will  most  likely  vary 
from  the  estimated  costs  provided  by  this  tool.  The  availability  of  a  plan  or  program  may 
vary  by  geographic  service  area. 
-200528 


Now  there's  a 
better  way  to  predict 
health  care  costs. 

When  people  understand  what  things 
really  cost,  they  can  make  smarter 
choices.  That's  the  idea  behind  Aetna's 
Estimate  the  Cost  of  Care,  an  online 
tool  that  helps  your  employees  plan 
for  and  manage  health  care  expenses. 
They'll  get  estimated  cost  information, 
based  on  their  zip  code,  for  200 
medical  and  dental  procedures,  office 
visits,  and  medical  tests,  as  well  as 
over  7,000  different  prescription 
drugs.  This  information  can  also  help 
them  predict  the  annual  cost  of 
treatment  for  a  wide  range  of 
conditions  depending  on  the  level  of 
severity.  To  see  how  our  information 
can  help  your  employees  make  better 
informed  health  care  decisions,  call 
your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 

We  want  you  to  know™ 


XAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


Greater  than  simply  horsepower.  The  all-new  255  hp  A4.  More  power  under  more  control. 

A  muscular  V6  with  FSI8,  direct  injection  technology.  A  new  dynamic  suspension  that  balances  spor 
and  comfort.  And  speed-sensitive  steering-providing  agility  around  town  and  performance-based 
stability  on  t'r.3  o  en  road.  Along  with  legendary  quattro®  all-wheel  drive,  it's  a  combination  thai 
ensures  power  is  nore  than  just  a  bunch  of  horses.  It's  greater  to  lead  than  follow. 


"Audi."  "A4,~  "quattro."  "FSI"  and  the  f_ 
European  model  shown. 


;>lem  are  registered  trademarks  of  AUDi  AG.  "Never  Follow"  is  a  registered  trademark  of  Audi  of  America,  inc.  ©2005  Audi  of  America,  Inc 


'I  need  180  two-sided  travel 
one-sheets  in  less  than  an  hour." 
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This  is  a  job  for  Samsung. 
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ML- 2551 N 

SCX-4100 

SCX-4720F 

CLP-510N 

network-ready 

3-in-1;  print,  copy 

4-in-1;  print,  fax, 

network-ready 

laser  printer 

&  color  scan 

copy  &  color  scan 

color  laser  printer 

up  to  25ppm 

4800  dpi 

print  &  copy 

photo  quality 

1200x1200  dpi 

color  scanning 

up  to  22ppm 

on  plain  paper 

built-in 

scan-to-email, 

33.6  Kbps  fax  modem 

built-in 

duplex  printing 

scan-to-print 

USB  2.0  & 

duplex  printing 

USB  2.0,  parallel 

&  scan-to-file 

direct  IEEE-1284 

up  to  6ppm  color 

&  10/100  Base-TX 

space  saving  design 

parallel  ports 

up  to  25ppm  monochrom 

Samsung  laser  printer  products. 

It's  a  feature  set  that  leaves  you  in  very  capable  hands.  But  don't  take  our  word 
for  it  —  PC  World  Reliability  &  Service  Survey  says, ". .  .among  laser  printer  make 
Samsung  does  best..."  So  whatever  your  printing  need,  you  can  bet  it's  a  job 
for  Samsung,  www.samsung.com/printer 

©2005  Samsung  Electronics  America,  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co.,  Ltd. 
All  product  and  brand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Color  output  simulate 


RELIABILITY 
&  SERVICE 


Fact  and  Comment 

By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding' 


Shift  Gears,  Mr.  President 


THE  ADMINISTRATION  MUST  DRASTICALLY  CHANGE  COURSE  ON 
Social  Security.  The  possibility  of  reform  diminishes  daily  as 
opponents  relentlessly  attack  any  idea  of  positive  change  by 
demagogic  scare  arguments.  President  Bush  must  put  a  specific, 
comprehensive  proposal  for  reform  on  the  table.  Now.  An  actual 
plan  would  help  the  President  rally  public  opinion  and  quickly 
dispel  the  following  myths  and  fear-oriented  arguments. 

•  Myth:  Benefits  will  be  slashed.  A  White  House  plan  would  make 
it  quickly  clear  that  everyone  above,  say,  the  age  of  45  or  50  would 
be  unaffected  by  reform;  their  benefits  would  remain  unchanged. 

Change  would  affect  only  younger  people.  The  current  sys- 
tem is  headed  for  a  fiscal  abyss  for  them:  They  will  face  massively 
higher  taxes  and/or  sharply  reduced  benefits.  If  young  people 
understood  how  rickety 
the  system  is,  most  would 
choose  to  go  with  per- 
sonal accounts  rather 
than  take  their  chances 
with  the  current  program. 
Properly  structured  per- 
sonal accounts  would 
actually  give  them  more 
for  retirement  than  the 
existing  Social  Security 
system  possibly  could.  A 
reformed  program  with  personal  accounts  would  guarantee 
each  beneficiary  a  minimum  payment,  regardless  of  how  their 
diversified  accounts  performed.  No  one  would  be  left  with  noth- 
ing. (In  reality  there'd  be  no  need  for  such  a  fallback  because  the 
accounts  would  provide  payments  far  above  the  guaranteed 
minimums — even  if  they're  indexed  to  inflation.) 

•  Myth:  Personal  accounts  are  risky.  The  model  for  personal 
accounts  would  be  the  federal  Thrift  Savings  Plan.  (Millions  of 
federal  workers  currently  get  their  choice  of  well-diversified 
funds  that  are  regulated  for  safety  and  soundness.)  Participants 
could  avoid  the  equity  markets  altogether  by  opting  for  govern- 
ment bond  funds  and  bank  CDs.  There  could  be  a  provision 
that  the  mix  of  equities  and  fixed-income  securities  in  each 
account  would  change  over  time:  As  one  got  older,  the  portion 
of  funds  invested  in  fixed-income  instruments,  such  as  bonds, 
would  increase,  thereby  reducing  stock  market  exposure. 

•  Myth:  Change  would  balloon  the  national  debt.  Social  Security's 
unfunded  liabilities— the  money  needed  today  to  earn  enough 
interest  to  pay  future  obligations — is  anywhere  from  $4  trillion 
to  $14  trillion,  depending  on  your  assumptions.  In  other  words, 
the  debt  already  exists.  The  question  is,  what  do  we  do  about  it? 

Borrowing  to  finance  a  transition  to  a  sounder  system  would 


Specifics  killed  Hillary  Clinton's  socialist  health  care  plan  but  will  save  George 
Bush's  efforts  to  rescue— and  improve— Social  Security  for  younger  workers. 


be  the  responsible  thing  to  do.  Those  bonds  would  be  paid  off 
decades  from  now,  just  like  a  mortgage.  To  say  that  the  U.S.  econ- 
omy couldn't  bear  the  burden  of  these  new  bonds  is  utterly  pre- 
posterous. In  the  space  of  4  years  during  World  War  II,  we  bor- 
rowed the  equivalent  of  three  to  five  times  the  amount  we'd  need 
to  borrow  to  save  Social  Security  over  a  20-year  period.  And  we 
did  this  with  bonds  yielding  less  than  3%.  The  nation's  balance 
sheet  could  finance  such  a  transition  with  no  fiscal  sweat. 

One  point  reformers  should  hammer  home:  Between  now  and 
2014,  Social  Security  will  take  in  $2.3  trillion  more  in  taxes  than  it 
pays  out  in  benefits;  however,  in  2017  outlays  will  exceed  income. 
What  will  happen  to  that  $2.3  trillion  in  excess  Social  Security 
taxes  between  now  and  then?  Washington  politicians  will  spend 

it,  giving  IOUs  to  Social 
Security.  The  economy 
would  be  immeasurably 
helped  if  that  money  were 
invested  in  the  economy 
instead  of  going  toward 
politicians'  pet  projects. 

A  specific  reform 
would  also  knock  down 
some  pernicious  ideas 
currently  being  floated, 
especially  that  of  raising  the 
income  cap  on  Social  Security  taxes  (now  at  $90,000)  or  eliminat- 
ing the  cap  altogether,  as  was  done  with  the  Medicare  tax.  Raising 
the  cap  would  severely  harm  the  economy.  It  would  increase  the 
cost  of  labor,  damaging  job  creation.  The  initial  Social  Security  pay- 
roll tax  in  the  late  1930s,  for  instance,  helped  send  the  economy  into 
a  tailspin.  So  did  the  higher  taxes  passed  in  the  late  1970s.  The 
higher  Social  Security  levies  enacted  in  the  early  1980s  were,  thank- 
fully, overwhelmed  by  the  massive  Reagan  income  tax  reductions. 

The  White  House  should  be  bold  in  its  reform  package. 
Instead  of  restricting  young  people  to  putting  4  percentage 
points  (out  of  12.4)  into  personal  accounts  and  capping  those 
contributions  at  $1,000  a  year  (and  rising  $100  a  year  thereafter), 
let  them  put  in  6  to  8  percentage  points,  or  if  they're  under  30 
years  old,  12.4.  Or  12.4  percentage  points  of  their  first  $25,000  of 
income.  In  short,  let  individual  accounts  get  big  from  the  get-go. 

Personal  accounts  would  enable  the  economy  to  get  bigger  and 
stronger  in  the  years  ahead  than  it  would  be  otherwise.  A  wealthier 
economy  would  help  us  to  meet  future  obligations  more  readily, 
more  easily.  Bottom  line:  The  Bush  Administration's  current 
course  is  headed  toward  political  disaster.  Only  with  a  compre- 
hensive proposal  can  the  Administration  effectively  counter  crit- 
ics and  win  the  support  necessary  for  positive  long-term  change. 
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Great  Man  Gone— His  Legacy  Endures 


POPE  JOHN  PAUL  II  WAS  ONE  OF  THE  GIANTS 
of  our  era — indeed,  of  all  eras.  A  man  of 
deep  humility  and  humanity,  he  stood  stead- 
fastly by  the  fundamental  principles  of  his 
Church,  Christianity  and  Western  civiliza- 
tion. He  heroically  defended  the  right  to  life. 
He  never  bent  to  relativist,  secular  whims  yet 
never  lost  his  extraordinary  touch  with  ordi- 
nary people.  His  writings  and  his  practices 
were  powerful  testimony  to  the  fact  that  without  morally  based 
guideposts  we  quickly  become  lost  souls. 

John  Paul  II  will  be  most  remembered  for  his  key  role  in 
destroying  Soviet  communism.  I  was  privileged  to  chair  the 
board  that  oversaw  Radio  Liberty  and  Radio  Free  Europe  during 
the  tumultuous  years  of  the  late  1980s,  and  I  witnessed  firsthand 
how  important  the  Pope's  involvement  was.  The  Solidarity 
movement  in  Poland  could  scarcely  have  risen  up  and  survived 
Moscow's  subsequent  crackdown  without  the  Pope's  active  aid. 
Solidarity's  success  was  the  thread  that  unraveled  the  Soviet 
communist  empire.  "How  many  divisions  does  the  Pope  have?" 


Soviet  dictator  Stalin  famously  asked  wher 
criticized  by  the  Vatican  shortly  after  Worlc 
War  II.  His  successors  learned  the  answer 
No  wonder  the  Evil  Empire  wanted  John 
Paul  II  gone  soon  after  he  assumed  his  posi- 
tion as  successor  to  St.  Peter. 

Fittingly,  it  was  through  Ronald  Reagan, 
who  was  also  absolutely  crucial  to  the  fall  ol 
Soviet  communism,  that  I  met  John  Paul  II 
in  1990.  The  former  President  and  wife  Nancy  were  traveling  in 
Europe  on  FORBES  magazine's  aircraft.  One  of  the  stops  was 
Rome,  and  a  few  days  before  the  President's  arrival,  he  gra- 
ciously invited  me  to  tag  along  with  them  to  visit  the  Pontiff. 
I  accepted  in  a  nanosecond.  I  experienced  the  same  thrill  in 
meeting  this  amazing  man  as  my  father  had  several  decades  ear- 
lier when  he  met  Winston  Churchill,  who  more  than  any  other 
individual  during  those  grim,  early  days  of  WWII  prevented 
another  monstrous  totalitarian  ideology  from  triumphing. 

In  these  confused  times,  the  life  of  Pope  John  Paul  II  will  con- 
tinue to  inspire  people  to  find  again  the  path  to  righteousness. 


Big  Grin  No  Substitute  for  Prosperity 


FDR's  Folly:  How  Roosevelt  and  His  New  Deal  Prolonged  the  Great 
Depression — by  Jim  Powell  (Three  Rivers  Press,  $14.95).  This  is 
the  most  searing  indictment  yet  of  Franklin  Roosevelt's  eco- 
nomic policies  during  the  1930s.  Powell  argues  that  FDR  has 
much  to  answer  for  in  prolonging  the  Great  Depression,  the 
worst  economic  smashup  in  American  history. 

Contrary  to  popular  myth,  Roosevelt's  New  Deal 
policies  often  were  economically  counterproductive. 
Like  Herbert  Hoover,  FDR  was  a  tax-happy  President. 
He  sharply  boosted  excise  taxes,  personal  income  taxes, 
inheritance  taxes  and  corporate  income  taxes  (including 
a  special  tax  on  undistributed  profits)  and  enacted  a  new 
payroll  tax.  All  of  these  taxes  retarded  recovery.  Numer- 
ous antibusiness  regulations,  as  well  as  compulsory 
unionism,  had  the  perverse  effect  of  hurting  employ- 
ment and  discouraging  a  vigorous  revival  in  business 


investment  for  new  plants  and  equipment.  His  agricultural  pro 
grams  raised  the  cost  of  food  and  benefited  big  farmers.  His  banking 
policies  hurt  strong  banks,  which  were  broken  up,  even  though 
experience  had  demonstrated  that  big  institutions  had  the  capital 
and  the  loan  diversification  to  withstand  economic  downturns.  Fed 
eral  deposit  insurance  didn't  stop  bank  failures — thou- 
sands went  under  even  after  that  program  went  into  effect 
Powell  chronicles  FDR's  assaults  on  property  rights 
which  were  carried  out  in  the  name  of  encouraging 
economic  recovery.  Sadly,  FDR  was  ultimately  success- 
ful at  cowing  the  courts,  getting  them  to  go  along  with 
undermining  these  fundamental  liberties. 

FDR's  defenders  point  to  his  morale-raising  speeches, 
saying  that  he  prevented  political  extremists  from  coming 
to  power.  Maybe  so,  but  it  was  America's  entry  into  WWII 
that  finally  brought  the  economic  catastrophe  to  an  end. 


RESTAURANTS:  GO,  (  ONSIDEF ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  The  Modern-9  West  53rd  St.  (Tel.:  212-333-1220).  Wonderful 
fare  in  a  stunning  setting.  For  appetizers  try  steak  tartare  topped 
with  a  fried  quail  egg;  or  chilled  Maine  lobster  salad  with  black 
radish,  celery  and  Thai  peppercorn  sorbet.  Main  courses: 
diver  scallops  with  poppy  seeds;  duck  breast  with  black  truffle 
marmalade;  or  halibut  with  mushrooms  and  potato  confit. 
Dessert:  chocolate  souffle  with  vanilla  and  pistachio  ice  cream. 

'Cesca-164  West  75th  St.  (Tel.:  212-787-6300).  The  food  is 
purportedly  rustic  Italian,  but  that  translates  as  "heavy."  Par- 


ticularly leaden  are  the  farro  salad  with  endive  and  the  pasta 
"al  Forno."  Desserts  are  too  sweet  and  not  worthy  of  the  calo- 
ries. There  is,  however,  a  superb  wine  list. 
•  lxta-48  East  29th  St.  (Tel.:  212-683-4833).  New,  noisy  and 
ultrahip  Mexican  restaurant  serving  perfect  margaritas  and 
delicious  meals.  The  50-seat  space  is  stylish  and  in  good 
weather  extends  onto  an  outdoor  patio.  The  service  is  remark- 
ably attentive.  Favorite  dishes:  yuca-crusted  grouper;  seared 
tuna  with  a  black  bean  puree;  and  outstanding  ceviche.  F 
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It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path. 
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Other  Comments 


r 


From  the  promise  to  the  deed  is  a  day's  journey. 

—BULGARIAN  PROVERB 


Democratic  Revolution  Those  who  claimed,  with 

great  certainty,  that  Arabs  are  an  exception  to  the  human  tendency 
toward  freedom,  that  they  live  in  a  stunted  and  distorted  culture 
that  makes  them  love  their  chains; — and  that  the  notion  the  United 
States  could  help  trigger  a  democratic  revolution  by  militarily  de- 
posing their  oppressors  was  a  fantasy — have  been  proved  wrong. 

As  an  advocate  of  that  notion  of  democratic  revolution,  I  am 
not  surprised  that  the  opposing  view  was  proved  false.  I  am  sur- 
prised only  that  it  was  proved  false  so  quickly — that  the  voters  in 
Iraq,  the  people  of  Lebanon,  the  women  of  Kuwait,  the  followers 
of  Ayman  Nour  in  Egypt  would  rise  so  eagerly  at  the  first  break- 
ing of  the  dictatorial  "stability"  they  had  so  long  experienced 
(and  we  had  so  long  supported)  to  claim  their  democratic  rights. 

—CHARLES  KRAUTHAMMER,  Washington  Post 

Courage  of  One/s  Convictions  Major  reform 

requires  political  toughness  and  tenacity  and  a  real  thoughtful- 
ness  when  it  comes  to  explaining  why  change  is  necessary.  Alas, 
neither  congressional  Republicans  nor  the  White  House  has 
excelled  at  presenting  the  case  for  [Social  Security]  reform.  They 
are  failing  to  draw  on  the  rich  populist  themes  of  the  dignity  of 
ownership  and  the  right  to  dispose  of  one's  own  earnings  and 
savings  that  can  win  the  political  debate. 

Former  British  Prime  Minister  Margaret  Thatcher,  whose  poli- 
cies have  been  influential  in  shaping  the  "Ownership  Society"  ideas 
of  the  Bush  Administration,  used  to  give  short  shrift  to  naysayers 
within  her  own  party  who  allowed  opposition  to  scare  them.  She 
would  dub  them  Nervous  Nellies,  arguing,  in  the  words  of  one  of 
her  former  speechwriters,  that  "if  you  set  about  things  in  a  wet 
way,  then  of  course  you  would  lose."  Mrs.  Thatcher's  clarity  of  pur- 
pose was  based  on  her  belief  that  what  people  wanted  from  a  gov- 
ernment was  for  it  to  have  the  courage  of  its  own  convictions.  The 
White  House  and  Republicans  should  strike  for  the  high  ground, 


"I  never  play  doctor  anymore.  There's  too  much  paperwork." 


in  exactly  the  way  Mrs.  Thatcher  would  have  approached  the  strug 
gle.  This  doesn't  have  to  be  as  hard  a  sell  as  the  White  House  ; 
making  it.  There  are  three  enormously  popular  arguments  for  re 
form  with  individual  accounts:  ownership,  inheritability  and  choici 
— JAMIE  DETTMER,  Cato  Institute,  Washington  Time 

Leadership  Capacity  No  amount  of  study  or  learnin 

will  make  a  man  a  leader  unless  he  has  the  natural  qualities  of  on« 

—ARCHIBALD  WAVEL 

Random  Thoughts  on  the  passing  scene: 

•  Teresa  Heinz  Kerry's  latest  loony  statement — that  pro-Bus. 
hackers  could  have  gotten  into  the  electronic  voting  machine 
during  last  year's  election — gave  me  my  first  misgivings  abou 
having  criticized  her.  She  may  not  be  playing  with  a  full  deck. 

•  It  is  fascinating  to  hear  teachers  say  that  having  to  "teach  to  the  test 
reduces  their  ability  to  engage  in  good  teaching.  What  they  call  "goo» 
teaching"  is  the  very  reason  our  students  do  so  badly  in  interna 
tional  comparisons  and  why  colleges  have  to  have  large  numbers  c 
remedial  courses  to  teach  students  what  they  didn't  learn  in  schoo 

•  One  sign  of  the  Democrats'  desperation  is  that  some  of  then 
continue  to  try  to  tar  the  Bush  Administration  with  innuendoe 
of  racism,  even  though  its  Cabinet  members  have  included  peo 
pie  of  Hispanic,  Japanese- American,  Jewish  and  Chinese- Amer 
ican  ancestry,  as  well  as  two  consecutive  black  secretaries  of  state 

•  After  years  of  living  in  apartments,  I  complained  to  my  brothe 
about  the  problems  of  being  a  homeowner.  His  reply:  "If  you  thinl 
being  a  homeowner  is  tough,  you  should  try  being  a  business  owner. 

—THOMAS  SOWELL,  Hoover  Institution,  Baltimore  Sui 

. . .  Paved  With  Good  Intentions  During  tb 

1930s,  Social  Security,  through  the  payroll  tax,  increased  the  cos 
of  employing  people  and  thereby  helped  prolong  high  unem 
ployment.  Social  Security  monthly  benefits  didn't  begin  goinj 
out  to  people  until  after  the  1930s  were  over.  It  was  revealinj 
that  pro-FDR  historian  Robert  S.  McElvaine  based  his  case  fo 
Social  Security  on  its  intentions,  not  its  consequences:  Socia 
Security  was  "important  as  a  symbolic  gesture  to  demonstrate 
that  Roosevelt's  heart  was  in  the  right  place." 

—JIM  POWELL,  FDR's  Foil 

Put  to  Good  Use  In  going  where  you  have  to  go,  and  doinj 
what  you  have  to  do,  and  seeing  what  you  have  to  see,  you  dull  anc 
blunt  the  instrument  you  write  with.  But  I  would  rather  have  it  ben 
and  dulled  and  know  I  had  to  put  it  on  the  grindstone  again  anc 
hammer  it  into  shape  and  put  a  whetstone  to  it,  and  know  that  I  hac 
something  to  write  about,  than  to  have  it  bright  and  shining  anc 
nothing  to  say,  or  smooth  and  well  oiled  in  the  closet,  but  unused. 

—ERNEST  HEMINGWAY  P 
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Go  on.  Be  a  Tiger. 


In  an  unpredictable  environment,  great  ability  doesn't 
always  equal  high  performance,  unless  it's  matched  by 
great  adaptability.  To  see  how  we  can  help  your  business 
become  a  high-performance  business,  visit  accenture.com 

•  Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 


ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spena  Management  Opportunity  Assessment. 
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Current  Events 

By  Caspar  W.  Weinberger,  chairman 


Icon  or  False  Prophet? 


WHEN  GEORGE  KENNAN  DIED  AT  AGE  101  ON  MAR.  17,  HIS  OBIT- 
uaries  were  all  that  anyone — particularly  someone  as  deeply 
aware  of  history  and  his  place  in  it  as  Kennan  was — could  have 
wished.  Some  articles  that  ran  stretched  the  facts,  but  there  is  no 
question  that  he  was  one  of  the  few  U.S.  diplomats  accepted  and 
praised  by  many  around  the  world.  In  particular  George  Ken- 
nan  was  acclaimed  as  the  author  of  the  1946  doctrine  of  "con- 
tainment," which  for  nearly  four  decades  governed  U.S.  foreign 
policy  vis-a-vis  the  Soviet  Union. 

If,  after  this  opening,  some  readers  sense 
that  criticism  or  a  lack  of  regard  for  a  sainted 
figure  like  Kennan  may  be  coming — they 
would  be  right.  Essentially  the  containment 
doctrine  recognized  that  the  threat  from  the 
Soviets  was  worldwide;  that  the  U.S.  would 
always  be  a  prime  target  of  such  a  threat;  and 
that  the  only  way  to  stop  the  U.S.S.R.'s 
attempts  at  seizing  global  power  was  by  oppos- 
ing its  continued  efforts  to  expand  its  authority 
beyond  its  borders,  i.e.,  to  contain  it  using 
all  means  but  military  action.  Though  often 
restated,  Kennan's  views  were  set  forth 
primarily  in  his  8,000-word  "Long  Telegram," 
which  he  sent  to  the  State  Department  in  Feb- 
ruary 1946.  This  cable  delved  into  Russian  his- 
tory and  attempted  to  explain  why  communism  had  been 
adopted  by  the  Soviet  rulers  during  World  War  I.  Kennan  at  the 
time  was  charge  d'affaires  (the  number  two  man)  at  the  U.S. 
Embassy  in  Moscow. 

From  1946  until  Ronald  Reagan's  presidency  the  basic  tenet 
of  American  policy  regarding  the  U.S.S.R.  was  to  oppose  varia- 
tions on  the  Soviet  threat,  such  as  its  efforts — usually  successful — 
to  gain  and  maintain  control  of  various  neighboring  countries, 
which  it  banded  together  under  the  Warsaw  Pact. 

According  to  Kennan,  the  Soviet  Union  was  truly  paranoid 
about  being  attacked.  Another  of  its  primary  beliefs  was  that 
there  was  no  peaceful  way  of  settling  differences  between  it  and 
us.  Even  worse,  the  Soviets  did  not  share  our  belief  that  a  nuclear 
war  could  not  be  won  and  must  never  be  fought.  They  built  key 
underground  command  posts  near  and  under  Moscow.  They 
rigidly  restricted  Soviet  citizens  from  traveling.  They  practiced  a 
form  of  containment  of  their  own,  all  the  while  expanding  the 
power  and  strength  of  their  own  military. 

Our  defenses  in  the  Western-ruled  sector  of  Berlin  faced 
East — a  defense  against  any  Soviet  attempt  to  resume  its  block- 


George  F.  Kennan,  in  1951,  as  newly 
appointed  ambassador  to  Moscow. 


ade  of  West  Berlin,  a  blockade  that  had  been  defeated  with  the 
1948-49  Berlin  airlift.  Soviet  deployments  in  East  Germany  also 
faced  East — to  ensure  that  no  Soviets  or  dissidents  ever  escaped 
to  the  West  from  their  Soviet  prisons. 

Kennan  became  infuriated  by  what  he  felt  was  an  improper 
use  of  his  containment  strategy.  He  opposed  any  steps  he  felt 
might  go  beyond  containment  or  might  anger  the  Soviets.  He 
opposed  the  creation  of  NATO  (which  he  felt  would  divide 
Europe  into  opposing  military  blocs)  and  the  development  of  the 
hydrogen  bomb.  With  a  nearly  irrational  hatred, 
he  opposed  our  policy  of  military  support  for 
those  countries  that  stood  up  to  Soviet  efforts  to 
dominate  them.  He  also  opposed  the  Vietnam 
War  and  the  war  in  Iraq,  and  he  favored  the 
abolition  of  all  nuclear  weapons.  (Earlier  he  had 
opposed  the  Nuremberg  Trials,  at  which  the 
perpetrators  of  heinous  World  War  II  war 
crimes  were  brought  to  justice.  And,  of  course, 
he  opposed  our  keeping  U.S.  troops  in  Japan.) 

Kennan  was  certain  the  Soviet  Union 
would  ultimately  collapse,  but  he  opposed 
anything  that  might  push  it  in  that  direction. 
Early  in  his  career  he  had  supported  "political 
warfare"  against  the  U.S.S.R.  but  had  not 
defined  in  any  detail  what  that  meant.  When 
the  U.S.  actually  entered  into  the  Cold  War,  Kennan  called  his 
earlier  support  of  such  a  war  "the  greatest  mistake  I  ever  made." 

Had  Kennan's  proposals  been  followed  to  the  letter,  the  U.S. 
would  have  promulgated  no  policies  that  might  have  offended 
the  Soviets,  provoked  a  Soviet  response  or  blocked  any  Soviet 
ambitions.  Kennan  was  particularly  vehement  in  his  opposition 
to  NATO's  post-U.S.S.R.  expansion  to  include  countries  that 
had  been  part  of  the  Warsaw  Pact  and  are  near  Russia's  borders. 

This  strange,  intense  man — who  wrote  well  enough  to  win 
two  Pulitzer  Prizes — was  almost  always  the  wrong  man  in  the 
right  place.  By  reason  of  his  continued  and  automatic  opposi- 
tion to  any  official  opposition  to  Soviet  expansion,  Kennan  even- 
tually lost  his  influence  and  ability  to  guide  U.S.  policy  or  to 
achieve  his  goals.  Yet  to  many  George  Kennan  remained  an 
iconic  figure.  Had  he  retained  his  power,  it  seems  certain  we 
would  never  have  won  the  Cold  War.  It  was  Ronald  Reagan  who 
changed  our  curious  halfway  policy  of  ineffective  opposition  to 
the  Soviet  Union's  expansion  and  increased  arms  building.  Rea- 
gan realized  that  containment  was  not  enough,  that  the  U.S.  had 
to  win  the  Cold  War.  And  thanks  to  his  leadership,  we  did.  F 
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Innovation  drives  everything  we  do. 
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Sentiment  Versus  Sensible 


THE  TRICK  IS  ALWAYS  IN  THE  TIMING,  ISN'T  IT?  HOME  PRICES 
lave  soared  into  deep  space.  Airline  stocks  remain  grounded, 
rime  to  short  one  and  buy  the  other?  You  could  make  a  killing, 
fou  could  get  killed,  too.  This  hedge  looks  sensible  on  paper.  But 
:he  market  is  not  paper,  and  it  acts  sensibly  only  in  the  long 
:erm.  In  the  short  term  markets  swing  on  sentiment.  And  Amer- 
ca  is  crazy  about  real  estate  right  now. 

Crazy  enough  to  be  a  bubble,  says  John  Makin,  an  econo- 
mist with  the  American  Enterprise  Institute.  Makin  writes  on 
:he  AEI  Web  site  (aei.org):  "The  'cab  driver  test'  flashed  its  sec- 
ond bubble  warning  light  to  me  just  recendy  when  I  arrived  in 
SCey  West  for  the  annual  winter  vacation  with  my  family.  With- 
out prompting,  our  cab  driver  told  us  of  a  Key  West  real  estate 
market  on  fire.  Condos  that  were  selling  a  year  ago  for  $600,000 
:annot  be  touched  for  $1  million  today  . . .  [yet]  room  rates  and 
■ental  rates  in  Key  West  have  hardly  budged.  The  implied  return 
5n  investment  in  real  estate  is  tied  to  an  expectation  of  ever-ris- 
ng  prices,  not  to  income  from  property." 

Makin  cites  more  evidence. 

•  Between  2000  and  2004  house  prices  in  the  U.S.  rose  more 
ban  40% — the  fastest  rate  of  increase  since  World  War  II. 

•  The  rate  is  accelerating.  During  2004  house  prices  rose  12.5%. 
;n  some  parts  of  the  country  they  rose  30%  to  40%. 

•  Meanwhile,  the  ratio  of  average  yearly  rents  to  house  prices 
las  been  dropping,  from  5%  nationwide  in  the  1990s  to  3.5% 
ast  year.  Makin  says  that  this  is  "reminiscent  of  the  way  earnings 
blunged  relative  to  soaring  equity  prices  before  the  tech  bubble 
Durst  in  March  2000." 

»  The  housing  boom  has  boosted  American  household  net 
vorth  by  $6  trillion  since  2000. 

How  did  we  get  here?  Federal  Reserve  Chairman  Alan 
Greenspan  was  badly  frightened  by  deflation,  says  Makin.  The 
maestro  printed  money  to  buoy  up  the  U.S.  economy  after  the 
2000  tech  stock  collapse,  the  Sept.  1 1  attacks,  the  recession  and 
:he  corporate  scandals,  as  well  as  in  response  to  the  emergence 
af  China  "as  a  new  mass  supplier  of  inexpensive  traded  goods." 
rhe  flood  of  money  brought  down  borrowing  rates,  and  home 
buyers  went  crazy.  Clever  mortgage  brokers  were  happy  to 
iccommodate  them. 

Is  Makin  right  about  a  bubble?  He  has  a  canny  record  of 
detecting  speculative  bubbles  earlier  than  others  do.  Sometimes 
:oo  early.  Investors  following  Makin's  logic  can  bail  out  of  a 
nigh-return  investment  too  soon.  And  housing,  a  bull  would  tell 
you,  is  not  a  liquid  asset  like  stocks.  People  buy  for  a  host  of  rea- 
sons, many  of  them  emotional.  They  tend  not  to  sell  their 
houses  in  a  panic.  So  who  is  right  about  house  prices, 
Makin  or  the  Americans  who've  bid  them  up? 


Each  has  it  about  half  right.  Unless  Greenspan  begins  hiking 
interest  rates  in  half-point  increments — his  last  seven  hikes  have 
been  quarter  points  (a  "measured  pace"  in  Greenspanese) — 
average  house  prices  won't  collapse.  They  will  simply  stop  rising. 
A  few  hot  coastal  markets  could  drop  20%,  but  overall  the 
American  house  market  will  not  crash. 

Will  $58  Oil  Last? 

Some  airline  stocks  look  like  a  buy.  Last  year  U.S.  domestic  air- 
lines lost,  all  together,  $6  billion.  This  year  they  appear  to  be 
ditching  into  another  sea  of  red  ink.  As  an  investor,  you  should 
be  turning  cartwheels  of  joy.  How  could  anyone  love  airlines? 
Because  their  losses  can  be  blamed  on  high  fuel  prices.  This  is  old 
news,  yet  it  remains  baked  into  the  prices  of  the  stocks.  The  case 
for  buying  airlines  is  if  you  think  fuel  prices  are  headed  down. 
You  should. 

The  spike  in  fuel  prices — oil  hit  $58  a  barrel  as  this  issue 
went  to  press — is  caused  by  three  factors:  world  demand  (from 
China,  etc.),  which  is  said  to  be  outstripping  supply;  speculative 
hoarding  because  of  terrorism  and  wars  in  the  Middle  East;  and 
in  the  U.S.  the  punk  dollar,  which  has  driven  up  all  commodity 
prices,  oil  included.  But  two  of  these  factors  are  trending  better: 
the  Middle  East  and  the  dollar. 

As  for  oil  supplies,  put  your  faith  in  Daniel  Yergin's  guess 
that  world  oil  supply  will  grow  for  another  30  years,  even  as  fuel- 
efficient  hybrid  engines  come  into  play.  Yergin  is  chairman  of 
Cambridge  Energy  Research  Associates  (CERA)  and  an  author- 
ity on  energy  policy  and  international  politics  and  economics. 
He's  watched  the  price  of  oil  for  35  years  and  has  seen  every- 
thing that  affects  price — wars,  peace,  booms,  busts,  gluts,  panics, 
solar  euphoria  and  Kyoto  clouds. 

Through  it  all,  Yergin  has  put  his  faith  in  the  markets.  He 
says  oil  producers  always  respond  to  high  prices  by  finding  new 
sources  of  supply.  GPS  satellites  are  just  beginning  to  be  used  to 
locate  new  reserves.  Stop  sweating  over  oil,  Yergin  told  a  group 
of  CEOs  at  a  Forbes  conference  last  fall.  Oil  will  slide  to  $40  a 
barrel  sometime  in  2005. 

If  it  does,  a  $10.80  share  price  for  American  Airlines  (AMR) 
will  look  like  a  steal.  Four  years  ago  AMR  was  selling  for  $44.  In 
January  2004,  when  oil  prices  were  hovering  around  $34,  AMR 
sold  for  $  1 7.  American  suffers  because  as  an  older  carrier  it  gets 
lumped  in  with  United  and  Delta — the  former  in  bankruptcy, 
the  latter  teetering  on  the  edge — and  not  with  discounters  like 
Southwest  and  JetBlue,  both  of  which  the  market  likes. 

Sentiment  runs  against  American.  The  sensible  see  a  buy.  F 


J([)|"1)CS  I  ^'s't  ^'c^  Karlgaard's  home  page  at  www.life2where.com 
I  or  e-mail  him  at  publisher@forbes.com. 
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Seems  Like  a  Good  Place  for  Him 

After  brassy  Chicago-area  businessman  A.  Demetrius  (Tony) 
Brown  claimed  billionaire  status,  this  page  reported  his  Com- 
modities Management  Exchange  had  only  $2  million  in  yearly 
profits  (Informer,  June  21, 2004).  Now  Brown's  ex-flack,  Fred  K. 
Sternburg,  says  Brown  still  owes  him  $15,300  for  publicizing 
a  boxing  venture  six  month  ago.  More  news:  The  firm's  Illinois 
corporate  charter  has  been  revoked  and  its  Web  domain  regis- 
tration has  expired.  The  headquarters  office  is  shut  without 
forwarding  phones.  Brown  tells  FORBES  he  denies  the  debt  and 
now  works  out  of  offices  in  Las  Vegas.         —T.S.  and  W.P.B. 


Informer 

INFORMER@FORBES.COM 


No  Midas  Touch  for  Taxes 

D 


.  ixon  R.  Doll,  for  three  years  on 
the  Forbes  Midas  List  of  ven- 
ture investors,  just  sued  a 
plethora  of  professionals,  alleging 
they  ( 1 )  had  roles  in  abusive  tax  shel- 
ters he  entered  into  that  yielded  $12 
million  of  now-disallowed  losses  for 
2002;  and  (2)  hid  Internal  Revenue 
Service  warnings  and  their  own  con- 
flicts. Defendants,  who  either  denied 
liability,  had  no  comment  or  couldn't 
be  reached,  include  law  firm  Sidley 
Austin  Brown  &  Wood  LLP,  ex-partner  R.J.  Ruble,  accountancy 
Grant  Thornton,  and  the  successor  to  MyCFO,  a  Silicon  Valley  in- 
vestment adviser.  Doll's  San  Francisco  federal  court  complaint 
says  he  paid  $1.2  million — which  he  also  wants  back — for  what 
was  touted  as  a  "legitimate  investment  strategy  that  had  the  added 
benefit  of  legally  reducing  . . .  income  taxes"  using  "nonperform- 
ing  loans  made  by  banks  outside  the  U.S."  Another  element:  lim- 
ited liability  companies  created  for  him  with  odd  names  like 
Dragon  Coeur.  The  filing  says  Doll — "not  an  expert  in  tax  law" — 
had  to  seek  tax  amnesty  from  California  and  pay  "substantial" 
back  taxes  and  interest.  — Janet  Novack  and  William  P.  Barrett 

Bad  News  for  the  CFA  Crowd 

An  academic  study  finds  mutual  funds  managed  by  graduates  of 
the  highest-ranked  M.B.A.  programs  tend  to  do  better  than 
funds  managed  by  alums  of  no-name  B-schools  or  managers 
with  no  M.B.A.  at  all.  Finance  professors  Aron  Gottesman  and 
Matthew  Morey  of  New  York's  Pace  University  write  that  could 
be  because  their  curricula  were  superior  or  the  funds  were  bet- 
ter managed  to  begin  with.  Additional  finding:  Funds  run  by 
holders  of  the  well-known  Chartered  Financial  Analyst  designa- 
tion issued  by  the  CFA  Institute  of  Charlottesville,  Va.  do  no  bet- 
ter than  those  supervised  by  nonholders.       — Tatiana  Serafin 


Better  Music  Might  Help,  Too 

As  the  U.S.  Supreme  Court  deliberates  the  Grokster  online  file- 
sharing  case  amid  disputes  over  the  effect  of  online  piracy,  a 
paper  by  a  Harvard  economics  graduate  student  says  the  impact 
is  significant.  Ph.D.  candidate  David  Blackburn  writes  that  CE 
sales  rose  3%  in  2003  after  a  well-publicized  campaign  of  filing 
civil  lawsuits  against  alleged  thieves.  He  figures  that  free  down- 
loads were  responsible  for  up  to  $2  billion  of  the  recording 
industry's  $3  billion  drop  in  annual  sales  between  1999  and  2003 
and  that  a  30%  reduction  in  such  free-riding  likely  would  boosl 
sales  by  10%.  — David  Whelan 


Drilling  for  Suckers 


Rising  oil  and  gas  prices  have  landed  energy-industry  fraud  back 
on  a  regulatory  group's  list  of  this  year's  "top  10  threats  to 
investors,"  replacing  mutual  fund  business  practices.  The  North 
American  Securities  Administrators  Association  says  such  scams 
play  off  the  news  and  lure  money  into  unsuitable  or  fraudulent 
investments.  From  recent  cases  in  Virginia,  Colorado  and 
Kansas,  the  group  cites  Ponzi-like  pitches  for  oil  wells  that  either 
don't  exist  or  produce  little.  Another  ploy:  selling  proposals  to 
invest  in  unproven  technologies  for  turning  common  substances 
into  fuel.  — Anne  P.  Mintz  and  W.P.B. 


More  Like  the  Byrdbrain  Amendment 


The  Byrd  Amendment  lets  "domestic"  manufacturers  collect  import  duties  that  American  consumers  in  effect  pay  on  foreign-made 
products  sold  here  supposedly  below  cost.  But  many  firms  getting  the  loot  are  actually  owned  abroad.  —Gregory  Rosenberg 


U.S.  UNIT 

PARENT/HOME  COUNTRY 

PRODUCT 

PAYMENT($MIL) 

Gerdau  USA 

Gerdau  S.A./Brazil 

steel 

$1.0 

Holcim  US 

Holcim  Ltd  ./Switzerland 

cement 

4.7 

Mittal  Steel/Netherlands 

steel 

1.4 

Lafarge  North  America 

Lafarge  S.A./France 

cement 

4.6 

Lehigh  Cement 

HeidelbergCement  AG/Germany 

cement 

2.1 

Mitsubishi  Polyester  Film 

Mitsubishi  Chemical/Japan 

industrial  film 

0.2 

North  American  Stainless 

Acerinox  S.A./Spain 

stainless  steel 

4.7 

North  Star  Steel 

Gerdau  S.A./Brazil 

steel 

1.0 

latest  fiscal  year.  Sources:  U  S.  Customs  &  Border  Protection;  Forbes. 
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On  My  Mind  

By  Neil  Gershenfeld,  director  of  mit's  center  for  bits  &  atoms  and  author  of  fab:  the  coming  revolution  on  your 

Desktop— From  Personal  Computers  to  Personal  Fabrication  (Basic  Books) 

Microfinance,  Microfab 

What  if  you  could  put  the  manufacturing  power  of  an  auto  factory  in  your  own  garage? 


HAVE  YOU  EVER  HAD  AN  IDEA  FOR  AN  INVENTION  BUT  HAD  NO 
way  to  make  it?  Or  wished  that  you  could  correct  the  perversities 
of  a  product's  design?  What  if  you  could  download  instructions 
for  making  your  own  custom  products — a  toaster  that  prints 
pictures  on  toast  or  a  music  player  with  enough  headphone 
jacks  for  all  your  friends — as  easily  as  you  now  download  music 
files?  And  what  if  you  could  produce  those  custom-designed 
products  in  your  own  home? 

You  can  do  these  things  now,  using  something  called  a 
fab  lab,  or  personal  fabrication 
laboratory.  Currendy,  a  fab  lab  is 
a  $20,000  minifactory  that  can  fit 
in  a  small  room.  Soon  it  will  fit 
into  a  $1,000  tabletop  machine. 

In  the  developed  world  fab 
labs  can  make  stuff  you  want  that 
nobody  else  produces  or  has  even 
invented.  If  fab  labs  spread,  they 
will  bring  the  ability  to  manufac- 
ture badly  needed  items  to  devel- 
oping countries.  Once  venture 
capitalists  figure  out  a  way  to 
apply  the  lessons  of  microfinance 
(see  FORBES,  Apr.  18)  to  micro- 
fabrication,  then  people  all  over 
the  world  will  be  able  to  produce 
high-tech,  highly  specialized 
inventions  in  limited  quantities 
that  meet  local  needs. 

What's  in  a  fab  lab  today? 
Three  computer-controlled  cut- 
ting tools.  One  is  a  laser  cutter,  for 
making  plastic  parts.  The  second 
is  a  small  but  very  high-resolu- 
tion computer-controlled  milling  machine  that  produces  3-D 
shapes  in  materials  the  laser  can't  cut,  like  metal.  It  can  also  work 
with  wood.  This  machine  can  do  the  work  of  a  drill  press  or  a 
lathe.  It  can  make  everything  from  screws  to  molds  to  circuit 
boards.  The  third  tool  is  a  computer-controlled  knife  for  plot- 
ting large  shapes  in  flexible  materials,  like  the  copper  roll  that's 
used  for  making  antennas  and  wiring. 

Fab  labs  can't  make  chips  yet.  Instead  we  buy  off-the-shelf 
microcontrollers  at  less  than  $1  each  that  can  be  programmed  to  act 
like  custom  chips.  Standard  items  in  the  electronics  industry,  they 
are  only  a  few  tenths  of  an  inch  in  size,  but  they  are  so  fast  we  can 
use  them  for  tasks  like  Web  serving  or  acting  as  a  telephone  modem 


"The  design  for  a  sensor  developed  in 
Cambridge,  Mass.  can  be  sent  to  a  rural  Indian 
village  and  produced  right  there." 


or  generating  video  signals  displayed  on  a  television. 

In  the  newest  fab  lab  we're  building  we're  adding  a  fourth 
computer-controlled  machine,  a  plasma  cutter,  for  making 
larger  metal  parts  used  in  agricultural  equipment  such  as 
machines  for  grain  harvesting. 

Fab  labs  also  have  the  capability  to  receive  complex  instruc- 
tions in  digital  form,  sent  from  a  faraway  place.  The  design  for  a 
sensor  developed  in  Cambridge,  Mass.,  for  instance,  can  be  sent 
to  a  rural  Indian  village  and  produced  right  there. 

We  did  just  that  in  a  fab  lab 
we  set  up  in  Pabal,  in  western 
India,  where  we  worked  with  the 
Vigyan  Ashram,  a  rural  science 
school  for  high  school  dropouts. 
In  2002  some  colleagues  and  I 
spent  a  few  months  developing  a 
fab  lab  there.  Our  Indian  partners 
wanted  to  invent  various  devices 
to  aid  in  agricultural  production. 
Among  them  was  a  milk  tester  to 
monitor  the  quality  of  locally 
produced  milk  so  that  farmers 
could  get  paid  fairly. 

Back  at  MIT  we  came  up  with 
a  design  comprising  antennas 
attached  to  a  circuit  board, 
which  we  sent  electronically  to 
Pabal.  Our  partners  could  then 
produce  it  in  the  fab  lab.  They 
used  the  computer-controlled 
knife  to  make  antennas  out  of 
copper  foil.  With  the  milling 
machine  and  the  microcon- 
trollers they  produced  a  circuit 
board  that  generates  and  analyzes  electrical  signals.  You  place 
the  antennas  next  to  the  milk  and  send  a  radio  signal  into  the 
liquid.  It  works  by  measuring  the  complex- frequency  response 
of  the  milk,  a  standard  materials-testing  technique  used  in 
analytical  chemistry  labs. 

One  more  invention  is  needed  to  make  these  fab  labs  a  real- 
ity in  the  developing  world:  microfinancing.  Instead  of 
microloans,  can  we  get  venture  capitalists  to  help  out  with  equity 
capital?  Obviously  milk  producers  in  India  can't  make  a  pil- 
grimage to  Palo  Alto  to  pitch  a  $20,000  deal.  It's  time  to  take  the 
expertise  of  the  rC  industry  and  make  it  flow  through  to  entre- 
preneurs and  jn\  ntors  in  far  corners  of  the  Earth.  F 
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Citrix  helps  HP  increase 
productivity  by  giving  our 
employees  easy  and  secure 
access  to  standardized 
business-critical  applications  - 
from  anywhere  in  the  world." 

Gilles  Bouchard,  CIO 

and  EVP  of  Global  Operations 

Hewlett-Packard  Company 

INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

As  a  constantly  expanding  global  corporation, 
HP  faces  a  variety  of  IT  challenges  to  ensure  its 
145,000  employees  around  the  globe  have  access  to 
the  bandwidth-intensive  applications  they  need  to 
do  their  jobs.  HP's  global  operations  require  access 
to  critical  applications  in  far-reaching  corners  of 
the  world  and  deployment  of  applications  across 
a  diversity  of  platforms.  So  HP  did  what  99%  of 
the  Fortune  500  have  already  done.  They  turned 
to  Citrix.  Now  HP  is  able  to  provide  its  employees 
with  secure  access  to  information  —  regardless  of 
location,  platform  or  device  used.  Citrix  is  helping 
HP  —  and  120,000  other  customers  —  save  money 
and  reduce  IT  complexity.  We  call  it  the  on-demand 
enterprise.  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.com. 

CITRIX 

©2004  Crtnx  Systems.  Inc  Al  rights  reserved  Citnx  is  a 
registered  trademark  of  Otnx  Systems,  Inc  h  the  U  S  and 
otha-  countries-  AJI  other  trademarks  and  registered  irademarks 
are  the  property  ot  their  respecttve  owners 


Follow-Through 

OCTOBER  14,  2002 

School's  Out 


THERAPEUTIC  BOARDING  SCHOOLS  FOR  THE  TROUBLED  KIDS  OF  WEALTHY 
parents  were  growing  fast  when  we  wrote  about  them  three  years  ago. 
Now  one  of  the  biggest  players  in  the  field,  the  Brown  Schools  of  Austin, 
Tex.,  has  abruptly  shut  down.  With  no  prior  notice  to  families,  the  company 
shuttered  operations  in  four  states  on  Mar.  25  and  sent  some  300  children 
packing.  Most  of  the  students  were  struggling  with  severe  emotional  prob- 
lems, and  some  were  in  the  midst  of  drug  detox  regimens. 

Because  Brown  filed 
for  liquidation  under 
the  bankruptcy  code's 
Chapter  7,  parents  have 
little  hope  of  recovering 
money  already  paid  for 
tuition,  which  runs  as 
high  as  $100,000  a  year. 
They  must  line  up  along- 
side 40  other  creditors 
owed  $40  million.  Ac- 
cording to  court  filings, 
Brown's  assets  are  worth 
between  $1  million  and 
$10  million.  Brown's 
major  investors,  trie  Teachers  Insurance  &  Annuity  Association  and  Menlo  Park, 
Calif,  private-equity  firm  McCown  De  Leeuw  &  Co.,  could  not  agree  on  fi- 
nancing for  another  loan,  which  led  the  board  to  close  the  schools.  Neither  com- 
pany will  comment  on  why  the  decision  was  made  so  precipitously. 

Brown's  financial  problems  stem  from  its  1998  purchase  of  CEDU  Educa- 
tion, a  company  many  credit  with  founding  the  therapeutic  movement  to  help 
troubled  students,  starting  in  the  1960s.  Brown  paid  $72  million  for  CEDU,  a 
sum  one  former  Brown  executive  says  was  three  times  what  the  asset  was 
worth.  Brown  also  faced  mounting  legal  costs  arising  from  a  spate  of  suits, 
some  alleging  abuse  of  students.  Even  while  the  company  was  struggling  to 
pay  legal  fees  and  service  its  debt,  investor  McCown  De  Leeuw  was  extracting 
a  monthly  consulting  fee  of  $100,000,  according  to  two  former  Brown  execu- 
tives, who  also  contend  that  McCown  turned  down  an  offer  by  a  competitor 
to  buy  five  CEDU  boarding  schools  in  June.  A  McCown  spokesman  claims 
there  was  never  a  formal  offer  and  says  McCown  stopped  taking  the  consult- 
ing fee  two  years  ago. 

Only  one  Brown  boarding  school  remains  open,  the  King  George  School 
in  Sutton,  Vt.  A  group  of  parents  of  King  George  students  have  pledged  to 
purchase  the  school  if  no  other  buyer  steps  forward.  John  T.  Carroll  III,  coun- 
sel for  Brown's  bankruptcy  trustee,  says  parents  are  scrambling  to  raise  money 
to  purchase  and  reopen  other  Brown  schools.  In  addition,  parents  have 
contributed  $95,000  to  emergency  funds  to  pay  displaced  staff  members.  Days 
after  the  shutdown,  plaintiff  lawyers  started  contacting  parents  with  offers  to 
investigate  legal  action. 

Though  Janice  Moss,  executive  director  of  the  National  Association  of 
Therapeutic  Schools  and  Programs,  calls  Brown  "an  isolated  case,"  the  sudden 
closures  highlight  how  difficult  it  is  for  parents  to  know  whether  these  unreg- 
ulated programs  are  good  bets  for  their  kids.  — Erika  Brown 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES    MAY  15,  1920 

Capitalist  Hill  The  people  have  demon- 
strated forcibly  that  they  are  sick  and  tired  of  I 
having  impractical  dreamers  and  lightweights  at! 
the  head  of  the  largest  business  organization  in  the  I 
land,  the  Government.  There  is  scarcely  a  business 
or  financial  leader  in  America  who  would  not  gladly 
accept  a  call  from  the  next  President,  whoever  it 1 
may  be,  to  sit  in  the  Cabinet.  It  is  here  assumed  i 
that  the  next  President  will  not  insist  on  surround- 
ing himself  with  mere  rubber  stamps. 

25  YEARS  AGO  IN  FORBES    MARCH  3.  1980 

Dazzling  DeLorean  Modish,  out- 
spoken, articulate  automan  John  Zachary 
DeLorean,  55,  has  a  knack  for  staying  in  the  head- 
lines, most  recently  for  the  bestselling  book:  On  a  i 
Clear  Day  You  Can  See  General  Motors.  In  it 
DeLorean  excoriates  his  old  colleagues  in  GM's 
management,  accusing  them  of  tunnel  vision. 
Specifically,  they  resisted  his  urging  that  they 
move  sooner  to  downsize  GM  cars.  Is  DeLorean 
hoisted  on  his  own  petard?  With  automobile  sales 
plunging  and  $2-a-gallon  gasoline  just  around 
the  corner,  the  time  would 
hardly  seem  ripe  to  intro- 
duce the  New  American 
wHBlv '  1  Sports  Car.  Yet  DeLorean  is 
V  plunging  ahead  with  his 

DMC-12— a  high-performance, 
luxury  sports  car. 
£  In  March  DeLorean  died  at 

age  80. 


bunging  and  $2 


10  YEARS  AGO  IN  FORBES  I  MAY  22,  1995 

Overdosed  on  Starbucks? 

In  Seattle,  where  $285  million  (sales)  Starbucks 
is  based,  the  number  of  espresso  carts  is  down  to 
400,  from  500,  since  1993.  "It's  the  first  sign  that 
the  coffee  bar  trend  is  cresting,"  says  James 
Myers,  president  of  Coffee  Bean  International,  a 
wholesale  supplier  of  specialty  coffee.  Another 
sign:  Starbucks  insiders  have  been  selling  stock. 
Image  is  part  of  the  problem.  Latte— which  typi- 
cally makes  up  as  much  as  75%  of  coffee  bar 
drink  sales— isn't  really  a  cup  of  coffee  at  all;  it's 
essentially  I  ounce  of  espresso  drowned  in 
7  ounces  of  steamed  milk.  "People  are  going  to 
realize  that  a  regular  cup  of  coffee  is  going  to  sat- 
isfy you  just  as  well,  at  less  calories  and  less 
cost,"  says  Scott  Price,  a  former  consultant  to 
Starbucks. 

New  Chief  James  Donald  has  pledged  to  sustain 
20%  annual  growth  at  the  $5.3  billion  (sales) 
Starbucks. 


34     FORBES  -  April  25,  2005 


e  provide  world-class  advice  and  products  to  clients  across  the 
>untry,  from  Technology  Investment  Banking  in  Silicon  Valley,  to 
ivate  Wealth  Management  in  Palm  Beach.  By  understanding  the 
;eds  of  our  clients,  we  help  them  open  the  door  to  a  world  of 

>portunity. 

hether  giving  strategic  advice,  tapping  the  capital  markets, 
ructuring  derivatives  or  providing  asset  management  -  to  our 
ents,  we  deliver  the  world. 


:pect  the  better  solution, 
w.db.com 


A  Passion  to  Perform.     Deutsche  Bank 


tsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States.  Deutsche  Bank  Securities  Inc.,  is  a  member  of 
E,  NASD  and  SIPC.  ' 
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Wyly's  War 

Enraged  by  the  accounting  mess  at 
Computer  Associates,  Texas  billionaire 
Sam  E.  Wyly  wants  revenge— and  is  suing 
just  about  everybody  to  get  it. 
By  Elizabeth  MacDonald 

COMPUTER  ASSOCIATES  GENERAL  COUNSEL  STEVEN 
Woghin  was  unrepentant  in  defeat  when  he  signed  a 
shareholder  settlement  in  August  2003,  dispensing  with 
charges  that  executives  had  cooked  the  books  to  bolster 
their  own  bonuses.  Though  CA  had  agreed  to  terms  that 
would  cost  it  $174  million  in  stock — and  later  would  pay  another 
$225  million  to  shareholders  to  avoid  criminal  prosecution — 
Woghin  declared  in  court  papers:  The  company  denies  "any  wrong- 
doing whatsoever,"  rejecting  any  "fault  or  liability  or  wrongdoing." 

A  year  later  Woghin  was  back  in  court,  this  time  utterly  con- 
trite as  he  stood  before  a  judge  in  U.S.  District  Court  in  Brooklyn 
to  plead  guilty  to  two  charges  related  to  fraud  and  obstruction. 
Contrary  to  his  earlier  defiance,  Woghin  confessed  that  he  had 
taken  part  in  the  accounting  fraud,  had  covered  it  up  to  elude  gov- 
ernment investigators  and  had  ordered  employees  to  do  likewise. 
He  could  get  five  years  in  prison. 

"Your  honor,  I  am  ashamed  to  be  standing  here  today,"  he 
told  the  judge  on  Sept.  22,  2004.  By  then  the  full  extent  of  the 
fraud  at  Computer  Associates  was  clear.  CA  admitted  that, 
desperate  to  avoid  falling  short  of  Wall  Street  estimates, 
execs  had  prematurely  booked  $2.2  billion  in  sales  in  fis- 
cal 2000  and  2001.  The  feds  say  the  fraud  was  $3.3  bil- 
lion and  involved  more  than  360  contracts.  The  prac- 
tice was  so  institutionalized  that  insiders  called  it 
the  35-day-month." 

Fifteen  CA  people  were  fired  or  forced  to 
resign;  five  have  pleaded  guilty  to  charges 
including  fraud,  conspiracy  and  obstruc- 
tion of  justice.  The  ousted  chairman 
and  chief  executive,  Sanjay  Kumar, 
awaits  trial.  Why,  then,  was  CA  brass 
allowed  to  stick  around  for  months 
after  the  scandal  broke,  running  up 


Why  was  former 
CA  chief  Sanjay 
Kumar  allowed  to 
stick  around? 


:ens  of  millions  of  dollars  in  company  legal  bills  and  overseeing  a 
settlement  made  necessary  by  their  own  alleged  misdeeds? 

That  question  enrages  Sam  E.  Wyly,  a  big  CA  shareholder  hurt 
n  this  scandal.  He  sold  his  company,  Sterling  Software,  to  CA  for 
S>4  billion  in  2000  and  has  been  a  painful  presence  ever  since.  He 
irgues  CA  further  abused  its  investors  by  failing  to  force  the  sul- 
ied  execs  to  cover  the  settlement's  costs.  Wyly  sees  a  three-sided 
xmspiracy:  the  company  officials  who  fried  the  financials;  the 
jutside  lawyers  they  hired,  osten- 
sibly to  unearth  the  fraud,  but  who, 
le  says,  protected  the  wrongdoers; 
ind  plaintiff  lawyers  who  led  the 
shareholder  case. 

This  month  Wyly  filed  a 
notion  against  Milberg  Weiss  Ber- 
shad  &  Schulman  and  two  other 
plaintiff  firms  in  New  York  state 
:ourt,  alleging  they  willfully  and 
vrongfully  withheld  from  him 
iocumerits,  which  he  says  would 
lelp  him  in  his  fight  to  force  the 
:onspirators,  not  the  company,  to  cover  the 
settlement.  Meanwhile  he  pursues  the  suit  he 
iled  last  summer  in  federal  court  in  Brooklyn, 
limed  now  at  22  former  and  current  CA  execs 
ind  directors.  He  has  also  sued  the  company  in  Texas  state  court. 
\nd  he  has  pending  two  other  legal  motions  to  crack  open  the 
5174  million  settlement,  paid  with  CA's  own  stock,  so  as  to  force 
he  culprits  to  pay  the  tab.  For  now  the  bad  guys  haven't  had  to 
?ay  a  dime  toward  the  company's  litigation  costs,  although  some 
lave  returned  a  fraction  of  their  ill-gotten  bonuses. 

"How  is  it  that  this  company  paid  hundreds  of  millions  of 
dollars  to  settle  lawsuits  and  for  legal  fees,  when  these  guys  had 
valked  away  with  all  of  this  money?"  Wyly  says.  In  fiscal  1999  for- 
ner  chairman  Charles  Wang  earned  $655  million  in  total  com- 
pensation, Kumar  $330  million;  both  are  named  in  Wyly's  suit 
igainst  the  brass.  (Wang  has  not  been  charged  but  has  been  a 
defendant  in  earlier  lawsuits.)  A  lawyer  for  Wang  declined  com- 
nent;  Kumar's  attorney  says  his  client  denies  all  wrongdoing  and 
vill  be  exonerated. 

As  scandals  go,  Computer  Associates  was  comparatively  small. 
WorldCom  fraudulently  claimed  $1 1  billion  in  profits  that  didn't 
:xist.  CA,  for  the  most  part,  prematurely  recorded  sales.  This,  in 
:urn,  inflated  executive  bonuses.  Company  execs  had  begun  the 
premature  booking  of  sales  in  1998,  backdating  sales  contracts 
ifter  a  quarter  ended  to  include  the  extra  business,  court  filings 
itate. 

The  problem  worsened  in  2000  as  tech  stocks  collapsed  and 
arders  began  to  fade.  In  July  2000  CA  told  Wall  Street  it  would 


was  unrepentant— 
at  first. 


miss  earnings  estimates,  and  the  next  day  the  stock  plunged  44% 
to  $29.  Wyly  says  he  and  his  family  trusts  lost  $50  million  in  one 
day.  (He  says  the  scandal  cost  him  $120  million  in  stock  value,  but 
CA's  stock  price  fell  less  than  the  Nasdaq  from  the  market  peak  in 
March  2000  to  April  2004,  when  the  company  restated.)  He  pored 
over  the  financials  but  found  them  impossible  to  decipher. 

So  in  2001  Wyly  launched  a  proxy  fight  to  fire  CA  manage- 
ment; he  failed.  Then  he  waged  a  second  effort  in  2002  to  remove 
certain  executives  and  directors;  the  proxy  battles  cost  him  $14 
million  out  of  the  total  $22  million  he  has  spent  on  his  fights.  In  a 
settlement,  Wyly  received  $10  million  and  the  assurance  that  CA 
would  clean  up  its  accounting.  In  return,  he  agreed  to  forgo  pub- 
licly criticizing  the  company.  But  other  shareholders  continued 
waging  war,  filing  a  class  action  in  February  2002  alleging  financial 
misstatements.  CA  issued  a  statement  denying  any  wrongdoing. 
By  June  2002  federal  investigators  were  looking  into  CA's 
accounting.  Kumar  &  company — Kumar 
Ex-CA  general  counsel  wasn't  forced  out  until  June  2004 — even- 
Steven  Woghin  tually  hired  two  law  firms  to  defend 

against  the  allegations:  Wachtell,  Lipton, 
Rosen  &  Katz  to  handle  the  gov- 
ernment investigation  for  the  com- 
pany and  Piper  Rudnick  to  handle 
shareholder  suits.  The  board's 
audit  committee  hired  Sullivan  & 
Cromwell. 

In  2003  prosecutors  informed 
the  company's  lawyers  they  had 
evidence  that  senior  execs  had 
been  booking  sales  prematurely.  In 
early  fall,  when  he  was  pleading 
innocence,  Woghin  sent  Wachtell, 
Lipton  23  boxes  of  material,  much 
of  it  incriminating.  As  the  feds  descended,  Wachtell  handed  the 
boxes  over  to  Sullivan  &  Cromwell.  Milberg  Weiss  settled  the 
shareholder  class  action  without  ever  reviewing  thousands  of 
pages  of  evidence  showing  the  fraud  was  broader  than  previously 
believed,  charges  Wyly's  attorney,  William  Brewer  of  the  Dallas 
firm  Bickel  &  Brewer. 

"Was  Sullivan  helping  to  ferret  out  the  fraud  for  investors,  or 
was  Sullivan  playing  down  the  fraud  to  protect  company  execu- 
tives?" Wyly  wonders.  Sullivan  &  Cromwell  says  it  "served  in  the 
best  interest  of  all  shareholders  in  uncovering  wrongdoing  and 
resolving  the  government  investigations."  Wachtell  says  it  with- 
held nothing  and  that  the  boxes  were  in  Sullivan's  care;  Sullivan 
says  a  company  press  release  during  the  settlement  took  care  of 
disclosing  problems  and  it  wasn't  defending  CA  in  the  shareholder 
case;  and  Milberg  Weiss  says  it  never  knew  about  the  boxes  before 
it  settled  the  case.  Milberg  Weiss  and  some  20  other  firms  got  an 
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estimated  $30  million  in  CA  stock  for  its  litigation  role. 

But,  says  Brewer,  Wyly  "would  never  have  agreed  to  that  $  1 74 
million  settlement"  if  he  had  known  of  the  unseen  documents. 

Two  months  after  settling,  CA  announced  on  Oct.  8,  2003 
that  the  company  had  "recognized  certain  revenue  prema- 
turely" in  2000  and  that  a  "number  of  software  contracts" 
were  improperly  booked.  In  April  2004  CA  restated  $2.2  bil- 
lion in  sales  for  fiscal  2000  and  2001. 


Now  CA  is  helping  the  feds  build  their  case  against  forme 
execs.  "I'm  just  as  mad  as  Wyly  is  at  these  guys,"  says  Lewi 
Ranieri,  CA's  new  chairman.  "But  I  want  the  money;  I  don't  war 
to  be  suing  for  the  rest  of  my  life  with  a  chance  we  may  not  se 
it."  He  adds:  "I  want  to  be  cool  and  rational . . .  because  I  want  t 
win."  But  Sam  Wyly  feels  anything  but  cool  and  rational,  and  C 
recently  formed  a  "special  litigation"  board  committee  to  figr 
him  yet  again.  This  batde,  it  seems,  is  far  from  over.  I 


SHAREHOLDER  SUITS 

Cui  Bono? 

New  York  pension  chief  Alan  Hevesi's  $6  billion  WorldCom 
settlement  has  endowed  him  with  hero  status  and  his  lawyers 
with  a  tidy  fortune.  New  Yorkers  get  the  bill  By  Neil  Weinberg 


Winners  all:  Hevcsi  with  lawyers  Lcona 


NEW  YORK  STATE  COMPTROLLER 
Alan  Hevesi  stood  out  front  of 
the  Manhattan  federal  court- 
house Mar.  16  and  declared  the 
$2  billion  WorldCom  settlement  he'd  just 
worked  out  with  J.P.  Morgan  Chase  rep- 
resented a  "substantial  recovery  for  the 
people  that  we  represent."  Wonder  who 
he  represents?  Doesn't  seem  to  be  New 
York  taxpayers,  who  have  entrusted 
Hevesi  with  the  $120  billion  pension  fund 
for  state  and  local  employees. 

Hevesi's  latest  deal  brought  to  $6  bil- 
lion the  total  his  suit  has  wresded  out  of 
WorldCom's  underwriters — including 
Citigroup,  Bank  of  America  and  others.  An 
impressive  sum.  Too  bad  the  New  York 
pension  fund  will  get  little  of  it,  even 


though  it  was  the  lead  plaintiff  in  the  suit. 
No,  the  winners  are  the  fund's  lawyers, 
Leonard  Barrack  of  Barrack,  Rodos  & 
Bacine  and  John  Coffey  of  Bernstein 
Litowitz  Berger  &  Grossmann.  These  firms 
are  set  to  get  the  largest  cuts  of  $330  million 
in  lawyers'  fees,  pending  court  approval. 

How  can  this  be?  Of  the  $6  billion  in 
settlements,  bondholders  will  get  $5  billion 
(for  half  their  losses).  But  the  New  York 
pension  fund  didn't  own  any  of  the  bonds 
at  issue,  so  it  won't  get  any  recovery  there. 

That  leaves  $  1  billion  for  the  investors 
claiming  they  lost  money  as  WorldCom's 
stock  plunged  prior  to  its  2002  bank- 
ruptcy filing.  Judging  by  a  plaintiff 
expert's  own  estimate  of  shareholder 
losses,  New  York's  claim  of  a  $3 1 7  million 


hit  would  entitle  it  to  1.1%  of  the  kitty,  c  | 
a  mere  $1 1  million.  That  three-pennie:  I 
on-the-dollar  payback,  incidentally,  I 
even  less  than  the  5  cents  that  class  actio  [J 
equity  owners  typically  get.  Heve 
spokesman  David  Neustadt  says  Heve 
pursued  the  suit  to  try  to  prevent  a  repe; 
of  previous  scandals,  which  have  cost  h 
fund  an  estimated  $9  billion. 

Prevention  aside,  Hevesi's  suit  co: 
New  York's  pension  fund  by  deflating  th 
value  of  its  investments  in  the  banks 
sued.  The  Hevesi  fund  owns  stakes  in  ].. 
Morgan,  Citigroup  and  BofA.  These  thre 
banks  took  aftertax  charges  totaling  $3. 
billion  for  WorldCom  settlement  cost 
The  fund's  pro  rata  share  of  these  losse 
and  those  of  smaller-fry  defendants,  tott 
up  to  $  1 3  million. 

The  Hevesi  settlements,  in  othe 
words,  look  like  a  loser  for  taxpayers.  Bi 
they  aren't  hurting  politicians.  A 
FORBES  noted  in  a  cover  story  last  yec 
(Sept.  20),  Hevesi's  two  outside  law  firrr 
have  a  history  of  contributing  financiall  I 
to  the  pols  who  oversee  their  pensio  I 
clients. 

H.  Carl  McCall,  Hevesi's  predecesso  I 
who  oversaw  the  firms'  selection  in  th 
WorldCom  case,  received  $140,000  fror 
securities  plaintiff  lawyers  between  199 
and  2002.  In  his  own  tight  2002  race  fc 
comptroller  Hevesi  received  $55,000  fror 
the  firms  and  a  related  political  action  corr 
mittee.  He  received  a  further  $4,500  (whic 
he  returned  this  February)  from  three  ac 
countants  at  a  Philadelphia  firm  that  has 
principal  testifying  in  Hevesi's  suit.  Also 
Barrack  hired  the  comptroller's  former  to 
lobbyist,  Regina  Calcaterra,  last  year. 

"He  plays  by  the  rules  as  they  are, 
says  Hevesi's  spokesman  of  his  boss.  " 
you  want  to  run  for  office,  you  have  t 
raise  money  from  the  people  willing  t 
contribute."  I 
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Greece:  a  land  of  mythical  dimensions.  Where  the  spirit  of  hospitality  welcomes  you  as  a  modern  god. 
And  the  siren  song  draws  you  into  its  deep  blue  waters.  Where  a  gentle  breeze  through  ancient  ruins 
seems  to  whisper  your  name.  And  a  dance  until  dawn  can  take  on  Dionysian  proportions.  In  Greece,  the 
myths  are  still  very  much  alive.  And  in  amongst  them  sits  your  own...  patiently  waiting  for  you  to  live  it. 
Live  your  myth  in  Greece.  Ask  your  travel  agent. 

MINISTRY  OF  TOURISM  -  NATIONAL  TOURISM  ORGANIZATION 


LIVE  YOUR  MYTH  IN  < 


Otrtfront 


THE  ROAD  BEHIND  BILL 


Ten  years  ago  Bill  Gates  filled  the  276  pages  of  The  Road  Ahead  with  predictions  for  Microsoft  and  for  technology.  "This 
is  meant  to  be  a  serious  book,  although  ten  years  from  now  it  may  not  appear  that  way,"  Gates  wrote.  How  did  he  do? 

—David  Whelan  and  Victoria  Murphy 


OVERZEALOUS  MOMENTS 


"Your  misplaced  or  stolen  camera  will  send  you  a  message 
telling  exactiy  where  it  is,  even  if  it's  in  a  different  city." 
Y  Try  flipping  this  one  around:  The  things  on  which  you  send  messages 
(phones,  that  is)  are  also  cameras. 


PROPHECIES  TURNED  REALITY 


"You'll  watch  a  program  when  it's  convenient  for  you,  instead  o 
when  a  broadcaster  chooses  to  air  it." 

A  Didn't  take  long:  TiVo  launched  this  technology  in  1997. 


1 


"If  your  son  needs  money,  you  might  digitally  slip  five 
bucks  from  your  wallet  PC  to  his.  ...  As  you  pass  GAlj: 
through  an  airport  gate,  for  example,  your  wallet  PC  i 
will  connect  to  the  airport's  computers  and  verify  1 
that  you  have  paid  for  a  ticket." 

V  Credit  cards  and  Ebay's  PayPal  service  are  the  closest 
things  to  digital  money  clips. 


"If  you  want  to  buy  a  refrigerator,  you  will  look  for  the  electronic 
bulletin  boards  containing  formal  and  informal  reviews.' 

A  There's  little  you  can't  find  a  review  of  online,  thanks  to  sites  like 
Amazon.com  and  Shopping.com. 


"You'll  watch  Gone  With  the  Wind  with  your  own  face 
and  voice  replacing  that  of  Vivien  Leigh  or  Clark  Gable.,: 

Y  Movie  karaoke  never  happened.  But  you  can  mute  Leigh  or  Gable  and 
watch  the  movie  with  subtitles  in  Spanish. 


"A  middle-aged  executive  and  her  husband  might  see  an 
advertisement  for  retirement  property  at  the  beginning 
of  an  episode  of  Home  Improvement,  while  the  young 
couple  next  door  might  see  a  family  vacation  adver- 
tisement at  the  opening  of  the  same  show." 

A  Almost  there.  Several  startups  like  OpenTV  and  Navic  are  aiming  to 
sell  this  technology  to  broadcasters  and  advertisers. 


"You'll  be  able  to  jump  into  a  map  so  you  can  navigate  down  a 
street  or  through  the  rooms  of  a  building." 

Y  A  trippy  version  of  MapQuest. 


Selling  music  a  new  way:  "You  the  consumer  won't  need  compact 
discs,  tapes,  or  any  other  kinds  of  physical  apparatus.  The  music 
will  be  stored  as  bits  of  information  on  a  server  on  the  highway." 

A  So  why  did  he  let  old  rival  Apple  essentially  create  this  business? 


PRIVACY 


Shredder  Nation 


Fear  of  identity  theft  is  driving  shredder  sales,  but  is  the  problem  really  so  bad?  By  Ira  Carnahan 


THERE'S  NO  MORE  POTENT  MAR- 
keting  device  than  fear — which 
neatly  explains  why  vendors  of 
shredders  are  raking  it  in. 
Shredder  sales  have  grown  20%  to  25% 
a  year  for  the  past  three  years,  with  sales 
of  home  shredders  growing  even  faster, 
reports  the  School,  Home  &  Office 
Products  Association.  The  number  of 
firms  in  the  shredding  services  industry 
has  quadrupled  to  2,000  in  the  past 
five  years. 

The  fear  in  this  case  is  fear  of  iden- 
tity theft,  helped  along  by  several 
recent  federal  laws  that  threaten  class 
actions  and  other  punishments  against 
companies  that  fail  to  protect  individ- 


uals' privacy  through  shredding  or 
similar  means.  "There  is  virtually  no 
business  that  doesn't  have  to  worry," 
intones  Robert  Johnson,  head  of  the 
National  Association  for  Information 
Destruction. 

But  is  identity  theft  really  that  ram- 
pant? Much  of  the  public  is  alarmed  by 
media  reports  that  identity  theft  is  the 
"fastest-growing  crime  in  America"; 
supposedly  10  million  people  a  year 
are  victims.  But  that  figure,  which  orig- 
inated with  the  U.S.  Federal  Trade 
Commission,  appears  to  wildly  over- 
state the  problem. 

As  the  TowerGroup,  a  financial 
services  consultant  in  Needham,  Mass., 
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Innovation 

Now  with  Huawei's  distributed  UMTS  BTS  solution,  both 
incumbent  GSM  operators  and  new  mobile  operators  can 
use  their  existing  GSM  infrastructure  as  a  base  for  their 
new  3G  network  and  save  up  to  90%  on  their  equipment 
room  acquisition  and  construction  costs. 

Faster  Buildout 

By  sharing  antenna  and  battery  backup  together  with 
existing  2G  equipment,  operators  can  enjoy  the  best 
of  GSM  and  UMTS  on  one  platform.  This  innovative 
solution  means  you  get  your  new  network  up  faster 
and  more  cost-effectively  with  lower  CAPEX  operational 
costs  and  reduced  electrical  consumption. 


TCO  saving 

Distributed  Network  construction  means  you  can  save 
more  than  30%  of  TCO.  With  a  sharp  reduction  in  the 
number  and  size  of  core  network  equipment,  room 
expenditure  can  be  reduced  by  up  to  80%. 

Huawei  Wireless  provides  products  and  services  to 
over  150  operators  in  60  countries  worldwide. 
UMTS  solutions  are  in  operation  in  Hong  Kong,  UAE, 
Mauritius,  Malaysia  and  the  Netherlands. 

So  if  you  are  an  operator  looking  to  add  value  to  your  3G 
network  quickly  and  cost  effectively,  there's  no  smarter 
solution  than  a  high-performance,  cost-effective,  and 
future-proof  UMTS  network  from  Huawei. 


m 

Huawei  Technologies 


_Qiilfront 

noted  in  a  recent  report,  "very  few  of  the 
millions  of  ID  theft  events  the  FTC  reports 
each  year  are  true  ID  thefts."  In  fact, 
TowerGroup  says  that  in  2002,  when  the 
FTC  estimated  9.9  million  ID  thefts,  the 
number  of  individuals  who  reported  (to 
the  FTC's  Identity  Theft  Data  Clearing- 
house) that  their  identities  had  been 
stolen  was  more  like  160,000. 

Huh?  Turns  out  the  FTC's  definition 
of  identity  theft  includes  basic  check 
fraud,  credit  card  theft  and  other  prac- 


tices that  are  hardly  new.  Most  of  the  9.9 
million  were  just  cases  in  which  someone 
used  someone  else's  already  established 
credit  card.  In  these  cases  it  makes  more 
sense  to  speak  of  the  swiping  of  some- 
one's credit  card  number  than  the  swip- 
ing of  their  identity.  A  pain?  Yes.  But  not 
quite  something  to  be  cured  with  a 
shredder. 

Individual  consumers  aren't  usually 
on  the  hook  for  more  than  $50  in  credit 
card  charges,  and  often  avoid  even  that. 


Indeed,  63%  of  the  FTC's  "identity  theft 
victims  reported  no  out-of-pocket  loss  a 
all.  Just  one-quarter  of  the  victims  both 
ered  to  report  the  crime  to  police,  anc 
even  fewer  notified  credit  bureaus. 

The  biggest  loss  from  this  sort  of  thef 
is  probably  in  time,  but  even  so,  64%  o 
the  FTC  victims  reported  they  fixed  thi 
problem  in  less  than  ten  hours,  and  35°/ 
took  care  of  everything  in  an  hour  or  less 
Less  time  than  it  takes  to  shop  for 
shredder. 


BEACH  PROPERTY 


Don't  Worry-Be  Chatty 

England's  Cable  &  Wireless  had  a  comfortable  wireless 
monopoly  in  the  Caribbean— until  Irish  telecom  mogul 
Denis  O'Brien  barged  in  By  Dirk  Smillie 


LATEST  SIGHT  IN  KINGSTON,  JAMAICA: 
gangs  of  young  Rastafarians  known 
as  "grenade  brigades"  roaming  the 
streets.  Terrorists?  Not  exactly. 
Strapped  to  their  belts  are  three,  some- 
times four  cell  phones  (grenades).  Some 
80%  of  Jamaica's  population  has  a  cell 
phone,  up  from  9%  in  2001. 

This  island  of  rum  and  reggae  is  the 
forward  base  for  Irish  investor  Denis 
O'Brien  and  his  quest  to  vanquish  vener- 
able Cable  &  Wireless  (C&w),  a  British 
firm  that  has  operated,  first  as  Eastern 
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Telegraph  Co.,  as  a  monopoly  in  the 
British  Caribbean  for  130  years.  As 
founder  and  majority  shareholder  of 
privately  held,  Kingston-based  Digicel 
Group,  O'Brien,  Ireland's  12th-richest 
man,  has  spent  $600  million  to  buy  mo- 
bile licenses  and  roll  out  prepaid  phone 
service  in  Aruba,  Barbados,  the  Cayman 
Islands,  Curacao,  Grenada,  the  Gren- 
adines, Jamaica,  St.  Lucia  and  St.  Vincent. 

In  his  first  battle  with  C&W  he  spent 
$300  million  to  build  his  Jamaican  phone 
network  from  the  ground  up,  dotting  the 


Who  ya  gonna  call? 
With  O'Brien  in 
the  market,  island 
callers  get  a  choice. 


151 -mile-long  island  with  680  base  sta 
tions.  Within  100  days  of  launching  ir 
April  2001,  O'Brien  clinched  100,000  new 
customers,  rising  to  1  million  last  year 
C&W  fought  back 
matching  per-seconc 
billing  and  rolling  oul 
a  high-speed,  3G  data 
service;  it  has  967.00C 
subscribers. 

O'Brien,  46,  seized 
the  upper  hand  again 
when  he  sealed  a  $58 
million  deal  to  be- 
come sponsor  of  the 
West  Indies  Cricket 
Team,  whose  players 
are  national  heroes  in  their  home  countries. 
C&W  had  an  offer  on  the  table,  "but  we 
were  outmaneuvered,"  says  C&W  spokes- 
woman Lesley  Smith. 

In  St.  Lucia  and  St.  Vincent  it  was  Dig- 
icel that  was  outflanked,  though  unfairly, 
says  O'Brien.  He  accuses  C&W  of  "bully- 
ing" the  governments  there  to  delay  Digi- 
cel's  licenses  by  threatening  to  stop  invest- 
ing in  C&W's  fixed-line  networks.  "That  is 
absolute  nonsense,"  counters  Smith. 

O'Brien  is  now  bidding  on  a  license 
for  Trinidad,  the  next  island  nation  set 
to  open  its  telecom  market.  O'Brien 
claims  he'll  be  operating  in  20  Caribbean 
nations  in  three  years,  surpassing  the  15 
C&W  is  now  in.  And  after  the  Caribbean? 
O'Brien  is  planning  yet  another  row  with 
the  Brits,  only  this  time  in  the  U.S.,  where 
he'd  like  to  compete  with  Virgin  Mobile 
in  youth-oriented  mobile  service.  Says 
O'Brien:  "Virgin  is  a  bloody  good  com- 
pany, but  it  has  ignored  the  value  of  its. 
own  market."  F 
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For  just  pennies  a  page,  the  versatile 
Xerox  WorkCentre9  Pro  2128  delivers  rich  1200x1200  dpi 
color  prints,  plus  advanced  multi-function  performance. 

Xerox  Color.  It  makes  business  sense. 


ie  remarkable  Xerox  WorkCentre  Pro  2128 
res  you  an  affordable  way  to  add  brilliant  color 
d  an  impressive  set  of  valuable  features  to  any 
Fice.  This  advanced  digital  system  can  print, 
py,  scan,  e-mail  or  fax  simultaneously,  even 
len  other  jobs  are  running.  It  also  scans  hard 
by  directly  to  e-mail,  improving  productivity. 


Print  Copy  Scan  Fax  E-mail 
Xerox  WorkCentre  Pro  2128 


Walk-up  simplicity  means  easy  access  to  razor 
sharp  28  ppm  black-and-white  and  21  ppm  quality 
color  documents.  And  it  consolidates  all  these 
functions  without  compromising  reliability.  To 
learn  more,  see  our  full  line  of  multi-function 
systems,  digital  copiers  and  award-winning  color 
printers.  It  makes  perfect  sense  for  any  business. 


XEROX. 
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ONLINE  GAMBLING 

The  Wages  of  Sin 

PayPal  won't  touch  online  gambling,  porn  and  other 
vices.  That's  just  fine  with  Neteller  By  Lea  Goldman 


NO  BUXOM  COCKTAIL  GALS  DIS- 
tract  the  40,000  or  so  gamblers  on 
PokerStars.com  at  any  given  time, 
where  high  rollers  plunk  down  an 
average  of  $100  to  $200  per  transaction.  So 
popular  is  the  site  that  it  doubles  its  player 
pool  every  six  months.  Some  of  that  busi- 
ness slides  right  into  the  pocket  of  a  com- 
pany called  Neteller  Pic,  the  largest  han- 
dler of  financial  transactions  on  the  site. 

PayPal,  the  Ebay-owned  e-payment 
financier,  used  to  control  that  rake — until 
it  swore  off  the  business  in  2002,  citing 
legal  risks.  A  year  later  PayPal  paid  $10 
million  to  settle  Justice  Department  allega- 
tions that  it  violated  provisions  of  the 
Patriot  Act  barring  the  transmission  of 
funds  known  to  have  been  derived  from  a 
crime.  (Federal  law  effectively  bans  online 
gambling  sites  from  operating  in  the  U.S., 
but  it  doesn't  prevent  American  gamblers 
from  using  them.)  With  $18.9  billion  in 


online  transactions  last 
year,  PayPal  has  also 
disavowed  the  sale  of  material  for  "mature 
audiences,"  which  it  says  poses  a  high  risk 
of  chargebacks,  where  a  customer  refutes  a 
charge.  Says  a  spokeswoman,  "We  decided 
to  focus  on  more  traditional  businesses." 

And  punish  the  sinners.  Last  summer 
PayPal  announced  that  merchant  violators 
of  its  "acceptable  use  policy"  risked  a  $500 
fine.  The  company  threatened  to  freeze  out 
little  guys  like  Perry  Brass  of  Bronx,  N.Y., 
who  used  his  own  site  to  sell  his  erotic  fic- 
tion, and  Rod  Shelley  of  Independence, 
Mo.,  who  peddled  old  issues  of  Playboy. 

Crumbs  for  PayPal,  perhaps,  but  Black 
Forest  cake  to  an  outfit  like  Neteller,  head- 
quartered on  the  Isle  of  Man.  It  claims  to 
handle  transactions  for  roughly  90%  of  all 
online  gaming  sites  and  compensates  for 
chargebacks  by  getting  as  much  as  8.9%  per 
transaction  versus  PayPal's  2.9%.  To  date 


the  company  boast 
1.5  million  customer 
(versus  PayPal's  6» 
million  accounts)  an< 
enrolls   3,000  nev 
members  every  da) 
Last  year  it  nette< 
$33  million  on  $82.6  million  it 
sales.  In  the  last  year  its  shares,  traded  oi 
the  AIM  London  Stock  Exchange,  hav 
tripled  to  the  equivalent  of  $1 1.56. 

Other  piglets  are  feasting  at  the  trougl 
abandoned  by  PayPal.  GKBiD.com  of  An 
tigua  services  at  least  11,000  porn  sites 
Moneybookers  of  London  has  ahead; 
signed  up  800,000  customers,  including 
fair  number  of  online  porn  outfits.  "It' 
been  a  huge  opportunity  for  us,"  says  Davie 
Roe,  Moneybookers'  chief  operating  officeii 
Online  gambling,  now  $9.8  billion  | 
year,  will  grow  an  average  13%  annualh 
through  2010,  estimates  industry  tracke 
Christiansen  Capital  Advisors.  Neteller  i: 
eyeing  more  conventional  businesses,  too 
Last  month  the  company  paid  $12.5  millior 
for  Quick  Access  International,  a  debit-carc 
processor  in  Macau  that  handles  $50  mil- 
lion of  transactions  a  year  in  Asia,  most  non- 
gambling- related.  Taking  the  moral  higr 
ground  may  yet  prove  costly  to  PayPal.  P 


WHO  THEY  KIDDING? 


Low-fat  ice  cream  that  both  tastes  good  and  keeps  waistlines  svelte  has  long  been  the  frozen  grail  of  confectioners. 
Longtime  rivals  Nestle  and  Unilever  will  fight  it  out  this  summer  with  new  products  they  claim  can  do  both— think 
Cherry  Garcia  without  the  guilt.  At  stake  is  a  bigger  scoop  of  the  $20  billion  U.S.  ice  cream  business.       —Rob  Wherry\ 


NESTLE 


BASED:  Switzerland 

2004  REVENUE:  $71  billion 

TOP  U.S.  BRANDS:  Nestle, 
Dreyer's,  Edy's,  Haagen-Dazs 

NEW  PRODUCTS:  "Slow  Churned"  and  '-Light" 
products,  in  33  flavors;  as  much  as  $5.50  for 
half -gallon  packages. 

KILLER  FLAVOR:  Edy's  Caramel  Delight;  3.5  grams  of  fat, 
120  calories.1 

SECRET  RECIPE:  Freezes  ice  cream  at  7  degrees  Fahrenheit 
(rather  than  the  usual  22  degrees)  in  a  double  barrel  made  from 
the  same  type  of  steel  as  that  used  in  submarine  torpedo  tubes. 

THE  SCOOP:  Dreyer's  high-tech  distribution  system  allows 
the  companies  to  roll  out  the  new  products  quickly  and 
efficiently. 


UNILEVER 


BASED:  Dual  headquarters  in  Britain  and 
the  Netherlands 

2004  REVENUE:  $47  billion 

TOP  U.S.  BRANDS:  Breyers,  Ben  &  Jerry's 

NEW  PRODUCTS:  "HeartSmart"  and  "SugarSmart"  lines,  in  20  flavors; 
as  much  as  $5.09  per  half-gallon. 

KILLER  FLAVOR:  Breyers  SugarSmart  Triple  Chocolate;  5  grams  of  fat, 
110  calories.1 

SECRET  RECIPE:  Ice  cream  derives  its  flavor  from  the  outside  of  fat 
globules,  so  Unilever  increased  their  numbers  in  the  products  but  reduced 
the  globule  size,  thus  increasing  the  flavor  surface  area. 

THE  SCOOP:  Recent  relaunch  of  healthy  brands  includes  color-coded 

packaging  for  each  line  to  help  distinguish  them  on  crowded  freezer 

shelves.  Has  spent  $118  million  on  new  marketing  campaign  for  its  ice 

cream  brands. 

'Nutritional  information  per  half-cup  serving 
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EXCELLENCE  LOVES  COMPANY. 

More  of  the  world's  best  players  trust  the  #1  ball  in  golf,  Titleist.  And  many  of  the  world's  most  successful  brands  do,  too. 
That's  because  associating  your  corporation  with  Titleist  makes  a  strong  statement  about  your  commitment  to  quality  and 
excellence,  on  and  off  the  course.  Now  you  can  choose  from  five  new  golf  balls,  Titleist  Pro  VI®,  Pro  Vlx™,  NXT®,  NXT®  Tour 
and  DT®  SoLo.  And  only  at  Titleist  can  you  get  the  sophisticated  color  reproduction,  creative  ^ 
capabilities  and  exacting  quality  control  your  brand  deserves.  For  information  about  logoed  //jtJfP lAf^' 
golf  balls  and  custom  packaging,  contact  your  local  golf  shop  or  visit  titleist.com/customball.        #]  battin  golf  * 


VE       NEW  MODELS 


site  at  www.'titKBErnm 

f  Titleist  golf  balls!  ^<^£*iA<r 
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WORKPLACE 


Blame 
The  Accountants 

Why  companies  invest  too  little  in  worker 
training  |  By  Ira  Camahan 


WHEN  CDW  HIRES  NEW  EMPLOYEES  TO  SELL  COMPUT- 
ers  and  other  tech  products,  it  doesn't  just  set  them 
loose  on  the  phone  to  talk  to  customers.  New 
account  reps  at  the  Vernon  Hills,  111.  computer-and- 
electronics  distributor  must  complete  six  and  a  half  weeks  of 
full-time  sales  training,  followed  by  a  six-month  "Academy"  and 
then  the  Master's  Curriculum — still  further  instruction  in  sales. 

Maria  Sullivan,  CDW's  vice  president  of  learning  and  devel- 
opment, figures  highly  trained  employees  help  the  company 
stand  out.  To  judge  by  CDW's  stock  price,  the  training  invest- 
ment is  paying  off.  In  the  past  five  years  the  stock  market  has 
gone  down,  but  CDW  shares  are  up  50%. 

CDW  and  some  other  companies  see  employee  training  as  an 
investment.  But  U.S.  accounting  rules  treat  it  as  money  poured 
down  the  drainpipe — a  pure  operating  expense,  like  the  light 


Laurie  Bassi  puts  her  money  on  companies  that  spend  on  training. 

bill.  That's  -d  shame,  says  Laurie  J.  Bassi,  who  has  studied  trainin 
as  a  professor  of  economics  at  Georgetown  and  then  as  vie 
president  at  the  American  Society  for  Training  &  Development 

Bassi's  proposed  solution  is  simple.  Just  require  companie 
to  report  how  much  they're  investing  in  their  employees.  Com 
panies  already  make  disclosures  for  research  and  developmen 
(another  item  that,  generally  speaking,  is  expensed  rather  tha 
capitalized).  She  figures  investors — some  of  them,  anyway- 
would  reward  rather  than  penalize  firms  that  invest  in  training 

Of  course,  stock  market  pressure  isn't  the  only  reason  tha 
firms  don't  spend  more  on  training,  Bassi  acknowledges.  Som 
executives  aren't  convinced  training  is  productive  or  worry  tha 
workers  they've  paid  to  train  will  leave  for  higher  pay  elsewher 

Bassi  answers  such  skeptics  in  two  ways.  One  is  with  stati: 
tics-filled  studies  that  find  that  training  pays  off.  The  other:  She' 
putting  her  money  where  her  theories  are.  Bassi  and  researc 
partner  Daniel  McMurrer  have  launched  an  investment  firn 
Bassi  Investments,  to  buy  stock  in  companies  like  CDW  tha 
invest  heavily  in  employee  training. 

Bassi  gathers  data  on  training  spending  by  laboriously  pry 
ing  information  from  the  companies  themselves.  There  are  als 
some  very  limited  publicly  available  figures  (best  bet:  Trainin 
magazine).  The  typical  firm  invests  2%  of  payroll  in  training 
Bassi  looks  for  firms  with  at  least  double  that. 

Over  the  brief  period  Bassi  Investments  has  been  around  it' 
done  well.  Its  flagship  Human  Capital  Portfolio  has  returne' 
24%  a  year  over  the  two  years  since  its  founding,  topping  th 
S&P  500  by  four  percentage  points  a  year.  A  typical  Bassi  hold 
ing  is  broker  A.G.  Edwards,  which  invests  6%  of  payroll  i 
employee  training.  Its  stock  has  returned  an  average  5%  a  yea 
over  the  past  five  years,  easily  beating  the  S&P  500  and  the  aver 
age  brokerage. 

Investors  are  scarce  so  far,  putting  up  just  $2  million  in  he 
funds.  Bassi  has  no  qualms;  she  has  poured  all  of  her  liqui 
assets  into  the  firm's  strategies. 


SURGERY  AND  LAW 

Defensive 
Medicine 

Physicians  love  fancy  new 
medical  devices,  right? 
Not  when  they  open  the 
door  to  malpractice  suits. 

By  Daniel  Fisher 


m  T  RANKS  AMONG  THE  MOST  TRAUMATIC 
I  experiences  in  a  hospital:  Paralyzed  by 
I  powerful  drugs  yet  aware  of  everything 
H  going  on  around  him,  the  patient  listens 
helplessly  as  a  surgeon  hacks  away  with 
scalpels  and  saws,  chatting  calmly  about  golf 
scores  and  the  kids'  soccer  games  while  the 
patient  suffers  excruciating  pain.  Every  year 
40,000  people  suffer  the  experience  of  wak- 
ing up  during  surgery,  unbeknownst  to  the 
physician.  Anesthesia  awareness,  as  it's  called, 
happens  1  or  2  times  per  1,000  operations.  It 
has  become  a  lucrative  niche  for  malpractice 
lawyers,  who  argue  their  clients  suffered  per- 
manent psychological  damage  from  the  pain 
and  fear. 


So  you  might  think  that  doctors  wouL 
welcome  a  new  brain  wave  monitor,  made  b 
Aspect  Medical  Systems,  that  indicate 
whether  a  patient  is  awake  or  asleep.  Insteac 
the  $5,000  device  has  caused  a  split  amon 
anesthesiologists.  Many  think  it  works  jus 
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engine  production  line  at  Toyota  Motor  Manufacturing,  West  Virginia. 


:  takes  local  talent  to  build 

/orld-class  engines.  Since  Toyota  began  building  vehicles  in  the  U.S.  in  1986, 

s've  been  committed  to  investing  in  local  manufacturing.  Today  in  our  eight  U.S.  plants,  Toyota  team  members  build  engines, 
nsmissions  and  cylinder  heads,  as  well  as  more  than  one  million  quality  cars  and  trucks  a  year*  And  with  two  more 
inufacturing  plants  under  construction,  our  growth  will  continue  to  be  powered  by  local  investment. 

Jta  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2005 


yota.com/usa 


TOYOTA 
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fine.  But  others  fear  the  machine  is  yet 
another  example  of  a  technological 
advance  that  gives  doctors  useless  or 
ambiguous  information  in  the  operating 
room  but  can  provide  a  treasure  trove  of 
evidence  in  the  courtroom.  Once  adopted 
as  a  standard,  such  devices  become  virtu- 
ally mandatory  because  doctors  can  also 
be  sued  for  not  using  them. 

Aspect's  Bispectral  Index  Monitor  "is 
not  a  guarantee  you  won't  have  aware- 
ness," says  Michael  Abajian,  an  anesthesi- 
ologist in  Waterbury,  Vt.  "But  if  you're  not 
using  [it],  they  can  use  it  to  hang  you." 

Good  recording  devices  can  head  off 
malpractice  suits.  Anesthesiologists 
opposed  the  pulse  oximeter,  for  example, 
until  it  became  clear  the  device  cut  down 
on  malpractice  litigation  by  providing  a 
simple,  unambiguous  measure  of  a 
patient's  blood  oxygen. 

But  doctors  also  remember  the  fetal 
heart  monitor,  introduced  with  great  en- 
thusiasm in  the  1970s  as  a  way  to  cut  down 


These  devices  offer 

a  virtual  script 
for  Mai  lawyers 


on  birth  injuries  by  alerting  doctors  to  fetal 
distress  in  time  to  remove  the  baby  via  Cae- 
sarean  section.  Subsequent  research  has 
shown  the  device  doesn't  reduce  the  inci- 
dence of  cerebral  palsy,  which  results  in 
some  of  the  most  cosdy  malpractice  judg- 
ments against  obstetricians.  The  paper 
record  it  produces,  however,  is  a  virtual 
script  for  trial  lawyers  seeking  to  convince 
jurors  that  somebody  screwed  up. 

Edward  Richards,  director  of 
Louisiana  State  University  law  school's 
program  in  public  health,  says  such 
devices  are  feeding  ever  more  data  into 
computerized  patient  records  systems — 
including  mistakes  nobody  notices  at  the 
time.  If  the  patient  lives,  the  mistakes 
remain  buried  in  the  record.  But  if  there's 


a  malpractice  suit,  the  data  can  become 
courtroom  gold. 

Aspect,  in  Newton,  Mass.,  says  its 
brainwave  sensor  is  more  like  the  pulse 
oximeter  than  the  fetal  heart  monitor.  It 
reduces  the  chaotic  patterns  of  brain  waves 
to  a  simple  100-point  scale  to  indicate  level 
of  awareness.  Already  installed  in  15,000 
operating  rooms,  the  Food  &  Drug 
Administration-approved  device  is  rapidly 
becoming  a  standard.  The  American  Soci- 
ety of  Anesthesiologists  is  expected  to 
decide  whether  to  endorse  brainwave 
monitoring  this  fall. 

Richards  believes  that  more-detailed 
medical  records  would  help  doctors — if 
courts  adopted  a  simple  change.  Paid  ex- 
perts should  see  the  record  as  the  treating 
physician  did,  bit  by  bit  in  time  order.  "It's 
absolutely  impossible  to  judge  the  physi- 
cian's behavior  fairly  when  you  know  the 
outcome,"  he  says.  Will  it  happen?  No 
way:  "The  days  of  the  surgeon  being  the 
captain  of  the  ship  are  way  past."  F 


GO  LONG  ON  SOSA 


If  steroids  pumped  up  pro  ballplayers,  it  hasn't  done  the  same  for  baseball  cards.  The  $1  billion  collectible  market  hit 
its  latest  peak  in  2000.  Since  then  prices  have  fallen  off  like  a  good  sinker.  Jose  Canseco's  tell-all  and  congressional 
hearings  helped  plunge  prices  even  further.  The  standard  rookie  cards  of  the  main  players  wrapped  up  in  'Roidgate 
(even  for  those  who  deny  steroid  use)  have  decreased  by  as  much  as  50%  since  2003.  Cards  of  clean-cut  legends 
like  Hank  Aaron  are  surging.  Might  be  time  to  go  for  the  beaten-down  guys.  —  Rob  Wherry 
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Mark  McGwire 


First  base, 

St.  Louis  Cardinals 

Price:  (1985  #401  Topps) 
2003  $50  Now  $40 

Scouting  Report:  McGwire 
looked  foolish  evading 
questions  on  Capitol  Hill. 
Worse,  Barry  Bonds  eclipsed 
his  homer  record.  "He  didn't 
go  out  in  a  blaze  of  glory," 
says  card  broker  Andrew 
Madec.  Likely  Hall  of  Fame 
election  puts  a  floor  on  price. 


Sammy  Sosa 


Outfielder, 
Baltimore  Orioles 


Jason  Giambi 


First  base/DH, 
New  York  Yankees 


Price:  (1990  Leaf)  Price:  (1991  Topps  Traded) 

2003  $80  Now  $40       2003  $10  Now  $3 


Scouting  Report:  Hit  292 
home  runs  as  a  Cub  between 
1998  and  2002.  But  always- 
colorful  player  remained  quiet 
during  congressional 
questioning.  His  three  60- 
homer  seasons  could  get  him 
in  the  hall  and  pop  his  prices. 


Scouting  Report:  Four 
straight  seasons  batting 
over  .300  and  a  move  to 
New  York  helped  his  card  hit 
$12.  Since  then  plagued 
by  injuries  and  scandal. 
Advice:  Trade  the  card. 


Jose  Canseco 


Outfielder, 
various  clubs 

Price:  (1986  Donruss) 
2003  $15  Now  $10 

Scouting  Report:  Cards  of 
this  journeyman  player  went 
for  $130  apiece  in  2000.  But 
now  he's  reviled  by  former 
coaches,  players  and  league 
officials  outed  in  his  book. 
Dump  his  cards  like  they're 
Enron  shares. 


Outfielder, 

San  Francisco  Giants 

Price:  (1987  Fleer) 

2003  $50  Now  $60 

Scouting  Report:  Bonds,  who 
holds  single-season  homer 
record  with  73  in  2001,  sees 
his  value  increase.  Collectors 
are  betting  that  a  healthy 
Bonds  will  hit  another 
53  dingers  and  break  Hank 
Aaron's  career  record  of  755. 


Card  prices  are  from  Beckett  Media's  Richard  Klein  and  are  for  widely  available  series.  Rarer  cards  command  higher  prices  at  auction. 
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Can  your 
network 
transform  your 
business? 


EVOLVE  AT  WILL.  Can  your  network  turn  a  tight  race  into  a  commanding  lead?  Can  it 
move  quickly  into  global  markets,  help  drive  down  costs  and  be  nimble  in  the  face  of 
changing  competition?  Can  it  offer  both  ultra-flexible  IP-VPNs  and  business  continuity 
services?  Can  it  deliver  innovative  security  and  IP  management  expertise?  With 
networking  solutions  from  AT&T,  you  can  integrate  your  entire  value  chain  into  a  single, 
globally  networked  community.  So  not  only  will  your  enterprise  be  able  to  reach  the 
entire  world— it  might  even  be  capable  of  changing  it.  CAN  YOUR  NETWORK  DO  THIS? 


ipAT&T 

To  find  out  how  AT&T's  networking  solutions 
can  help  evolve  the  way  you  do  business,  go  to: 

The  world's  networking  company5" 

att.com/transform 

©2005  AT&T 


Technology 

1  Cellular 
Obsession 

Scott  McGregor  aims  to  take  on  a  passel  of 
giants,  from  Intel  to  Sony,  Toshiba  and  IBM, 
to  push  Broadcom  to  the  forefront  in  wireless 
chips.  But  then,  Broadcom  executives  have 
always  been  a  bit  crazy  |  By  Scott  Woolley 


yo^Bitn.  umBLimt-  >\\  (  AN  S<  <  IT  I  Ml  I  I 

possibly  hope  to  fill  the  size- 1 3  shoes  of  Henry  Nicholas,  the  6-foot-6,  larger-than- 
life  cofounder  and  chief  of  chipmaker  Broadcom?  From  the  moment  Nicholas 
formed  the  company  in  1991  to  the  moment  he  abruptly  left  two  years  ago,  he  was, 
to  all  appearances,  superhuman.  With  the  mind  of  an  engineer  and  the  physique  of 
a  pro  wrestler,  he  seldom  slept  more  than  3  hours  a  day  or  worked  fewer  than  18. 

The  heavy-metal  addict  drove  his  employees  just  as  relentlessly,  and  they 
responded  by  designing  breakthrough  chips  that  powered  the  broadband  revolu- 
tion. Scads  of  Broadcommers  became  millionaires;  Nicholas  and  his  cofounder, 
Henry  Samueli,  who  is  the  company's  chairman  and  chief  technical  officer,  became 
billionaires.  Samueli  calls  Nicholas  "a  madman."  He  means  it  as  a  compliment. 

By  contrast,  Scott  McGregor,  a  Philips  executive  who  signed  on  as  Nicholas' 
permanent  successor  in  January  of  this  year,  comes  across  as  just  a  regular  guy: 
unimposing  physically,  unassuming  personally  and  undeniably  sane.  Yet  now  he 
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must  find  an  encore  for  Nicholas'  hyper- 
kinetic show,  and  he  must  prove  that  even 
a  sane  exec  can  help  Broadcom  resume  its 
crazy  growth. 

Broadcom's  (wo  Henrys — Nicholas 
and  Samueli — hooked  up  at  UCLA,  where 
Samueli  taught  engineering  and  Nicholas 
was  his  most  promising  Ph.D.  candidate. 
In  1991,  foreseeing  a  revolution  in  high- 
speed communications,  the  two  left  acad- 
emia  to  found  Broadcom.  In  the  early 
1990s  most  people  were  using  poky  dial- 
up  access  to  the  Internet,  and  Nicholas 
and  Samueli  made  a  prescient  bet  on 
designing  new  chips  for  cable  modems. 
Sales  surged  to  $1 . 1  billion  in  2000,  at  the 
height  of  the  Internet  boom,  up  180-fold 
in  five  years.  Broadcom  went  public  at  $6 
a  share  (adjusted  for  splits)  in  April  1998, 
hit  a  high  of  $274  in  August  2000  and,  in 
the  next  two  years,  plunged  to  $10. 

Since  then  Broadcom  has  doubled  in 
size  to  $2.4  billion  in  revenue,  thanks 
largely  to  the  continuing  explosion  in 
demand  for  broadband  connections.  The 
company  turned  a  profit  last  year  of 
$219  million,  and  its  stock  has  rebounded 
to  $30,  giving  it  a  market  value  of  $10  bil- 
lion. McGregor  says  Broadcom  has  found 
its  next  path  to  growth. 

This  time  the  big  bang  will  come  in 
wireless  communications.  The  trick,  he 
says,  will  be  to  build  chips  that  can  let  a 
cell  phone  hop  effortlessly  among  myriad 
emerging  wireless  networks:  new  high- 
speed cellular  networks  that  blanket 
cities,  Wi-Fi  networks  that  cover  coffee- 
houses and  offices,  the  Bluetooth  and 
"ultrawideband"  net- 
works that  beam  signals 
over  a  few  feet. 

McGregor,  49,  who 
started  his  career  27 
years  ago  at  Xerox's 
famed  PARC  labs  and  has 
long  focused  on  making 
tech  easier  to  use,  says 
new  Broadcom  chips  will 
accomplish  this  enor- 
mously complicated  feat 
without  consumers  even 
realizing  their  new  cells, 
BlackBerrys,  laptops  and 
other  gizmos  are  doing 
it.  "All  they  will  know  is 


that  they  are  always  connected,"  he  says. 
"Technology  that  is  sufficiently  easy  to 
use  is  like  magic."  The  biggest  opportu- 
nity lies  inside  cell  phones,  he  says.  This 
year  will  see  the  sale  of  660  million 
phones  worldwide,  compared  with  a 
mere  195  million  PCs,  according  to 
Merrill  Lynch  and  IDC,  respectively. 

But  Broadcom's  biggest  rivals  have  a 
similar  wireless  obsession,  and  this  is 


Back  From  the  Brink 


When  Internet  mania  ended,  Broadcom  crashed  hard, 
hitting  its  nadir  just  as  cofounder  Henry  Nicholas  left. 


former  Broadcom  chief 
Henry  Nicholas. 


shaping  up  as  one  of  the  most  ferocioi 
fights  in  the  history  of  the  chip  industr 
Two  titans,  Texas  Instruments  and  Qua 
comm,  dominate  the  cell  phone  mark« 
and  are  protected  by  a  formidable  arra 
of  patents.  Sony,  IBM  and  Toshiba — eac 
of  which  has  sales  far  in  excess  of  Broac 
coin's — have  banded  together  to  make 
groundbreaking  chip  known  as  Cell 
Intel,  the  biggest  chip  in  the  busines; 
vows  to  expand  its  wireless  wares. 

"We  are  late  entering  the  cell  phon 
market  relative  to  TI  or  Qualcomm  or  an 
of  the  big  players,  so  it  is  a  challenge, 
cofounder  Samueli  admits.  But  the  poter 
tial  is  too  big  to  ignore,  he  says.  He  hole 
up  his  own  cell  and  declares:  "This  thin 
will  be  everything  you  can  imagine." 

Just  what  "everything"  will  include 
under  construction  at  Broadcom's  heac 
quarters  in  Irvine,  Calif,  and  30  desig, 
labs  around  the  world.  New  chips  ca 
download  TV  shows  over  cellular  net 
works  and  convert  the  video  signals  t 
run  on  phone  screens  that  almost  riv; 
high-definition  TV  in  crispness. 

Another  feature:  As  phones  g« 
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Your  potential.  Our  passion. 

icrosoft 


adaptable  CRM  software  solution  earns  its  keep  faster.  Now  get  a  free  business 
?ssment  that  helps  show  you  how  powerful  sales,  customer  support,  marketing 
Dmation,  and  mobility  tools  can  yield  more  profitable  customer  relationships 
loutbreaking  the  bank. 

qualify  for  your  free  business  assessment  from  a  Microsoft  Certified  Partner, 
:  www.business-assessment.com/crm  or  call  1-800-498-1494. 

05  Microsoft  Corporation.  All  ngh'ts  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered 
■narks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


Microsoft 

Business 
Solutions 


Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 
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embedded  with  teensy  videocams,  a 
Broadcom  chip  will  be  able  to  capture  a 
video  snippet  and,  if  it  senses  a  nearby 
Wi-Fi  network,  ditch  the  cell  network  to 
transmit  the  video  via  Wi-Fi,  which  is 
both  faster  and  cheaper  than  cellular. 
(The  same  chip  will  be  able  to  shunt  voice 
calls  onto  cheaper  networks,  too.)  Phones 
will  carry  iPod  levels  of  music,  but  with- 
out the  iconic  white  wires  that  connect 
iPod  headphones — another  Broadcom 


they  were  idiots."  Under  McGregor,  says 
Nicholas,  competition  from  Philips  sud- 
denly became  "a  pain  in  the  ass." 

Contacted  by  a  Broadcom  head- 
hunter,  McGregor  met  with  Samueli  in 
July  2004,  huddling  at  Sent  Sovi  restau- 
rant in  Saratoga,  Calif.  Samueli  and 
Nicholas  are  unapologetic  IQ  snobs. 
Their  company  employs  306  Ph.D.s;  in 
all,  two-thirds  of  Broadcom's  3,400 
employees  work  on  research  and  devel- 


to  Microsoft  in  1982  to  work  on  i 
newest  project:  Windows  1.0. 

McGregor  shared  the  Broadcoi 
founders'  enthusiasm  for  the  cell  phor 
business,  but  he  warned  them  it  couj 
evaporate  for  the  same  reason  many  tec! 
nologies  fail.  "I  passionately  believe  th 
technology  that  is  too  hard  to  use  is  us< 
less,"  McGregor  says.  That  is  especial 
true  in  cell  phones,  which  today  corr 
loaded  with  features  that  are  too  confu 


Broadcom  is  run  by  IQ  snobs;  McGregor  passed iheJ]rainiac  lest 


chip  will  transmit  the  music  to  wireless 
headsets  via  a  short-range  link. 

Right  now  different  chips  perform 
these  functions,  but  McGregor  contends 
that  Broadcom  has  the  widest  experience 
in  integrating  different  types  of  commu- 
nications systems  onto  a  single  sliver  of 
silicon.  While  most  chip  companies 
specialize — Intel  in  microprocessors,  Qual- 
coram  in  so-called  CDMA  chips  for  cell 
phones — Broadcom  builds  chips  of  almost 
every  stripe.  It  makes  chips  that  process 
analog  signals,  digital  signals  and  video  sig- 
nals; it  makes  Wi-Fi  chips,  Ethernet  chips, 
Bluetooth  chips  and  cellular  chips.  As  more 
of  those  functions  get  jammed  into  single 
chips,  McGregor  thinks  Broadcom  will  be 
in  the  catbird  seat. 

The  future  course  of  Broadcom 
changed  vastly  one  day  in  January  2003. 
Henry  Nicholas'  wife,  Stacey,  had  recently 
filed  for  divorce,  and  Nicholas,  never  one 
for  half  measures,  abruptly  quit  to  try  to 
heal  the  breach.  His  exit,  announced  on 
Jan.  23,  2003,  walloped  the  stock,  which 
fell  14%  to  $15  the  next  day.  A  board 
member,  Alan  (Lanny)  Ross,  stepped  in  as 
caretaker,  while  Nicholas  and  Samueli, 
who  each  control  stakes  with  32%  of  the 
voting  power  in  the  company,  launched  a 
search  for  a  permanent  replacement;  it 
would  take  them  two  years.  (In  the  mean- 
time Nicholas  has  remained  married.) 

At  the  time,  McGregor  was  working 
for  Philips  Semiconductors,  a  Broadcom 
competitor  owned  by  Netherlands-based 
Royal  Philips  Electronics.  He  had  caught 
Henry  Nicholas'  eye.  Nicholas  hadn't  pre- 
viously thought  much  of  the  European 
firm:  "There  were  people  who  we  were 
glad  were  at  Philips  because  we  thought 


opment.  (Broadcom  contracts  out  for 
manufacturing  and  pretty  much  any 
other  non-R&D  task  it  can.)  The  chief 
executive  search  had  dragged  on  for  over 
a  year,  because  the  candidates  they  had 
met  "just  weren't  Broadcom  material," 
Samueli  says. 

But  McGregor,  a  Stanford  alum  who 
had  taught  graduate-level  computer  sci- 
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ence  classes  as  an  undergrad,  met  the  two 
Henrys'  brainiac  standards.  ("Off-the- 
scale  brilliant,"  says  Nicholas.)  McGregor, 
who  had  studied  psychology  and  com- 
puter science  at  Stanford,  started  his 
career  in  1978  at  Xerox's  Palo  Alto 
Research  Center,  where  he  worked  on  the 
first  graphical  user  interface,  which 
inspired  Apple's  Macintosh.  He  jumped 


ing  for  casual  users  to  figure  out. 

But  the  new  chief  is  betting  on  su> 
cess.  He  took  what  he  calls  a  "significan 
salary  cut,  to  $600,000  a  year,  to  move 
the  new  job.  But  he  makes  up  for  it  wil 
200,000  shares  of  restricted  stock  an 
2  million  stock  options.  Chips  for  cabl 
modem  and  other  wired  networks  st: 
provide  almost  $2  billion,  or  80%,  < 
Broadcom's  annual  revenu 
but  Wi-Fi  and  other  wirele 
chips  are  at  $500  million  ar 
growing.  Two  Broadcom  chi] 
power  PalmOne's  new  Tre 
650  phone,  letting  it  hand 
high-speed  cellular  networl 
and  Bluetooth  wireless  link 
Last  June  the  compar 
acquired  Zyray  Wireless, 
maker  of  next-generatic 
chips,  for  $96  million.  Laj 
month  Broadcom  acquire 
Zeevo,  a  Bluetooth  chipmake 
for  $32  million.  McGrego 
says  the  network-jugglir 
chips  now  in  the  lab  will  beg: 
showing  up  in  new  cell  phon 
as  soon  as  next  year. 

Nicholas  and  Samuel 
with  their  combined  64%  vo 
ing  control,  say  McGregor  h 
free  rein  to  run  their  compar 
Nicholas  spends  his  days  largely  on  edi 
cation  reform  and  other  philanthrop 
pursuits,  and  Samueli  has  just  agreed 
buy  Walt  Disney  Co.'s  pro  hockey  tear 
the  Mighty  Ducks.  But  McGregor  kno\ 
he  must  live  up  to  the  exacting  standan 
of  the  two  Henrys,  his  de  facto  bosse 
"Well,"  the  new  guy  says,  "I  don't  gene 
ally  sign  up  for  easy  challenges." 
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Talk  Text  to  Me 


Stephen  Manes 


TYPING  TEXT  INTO  YOUR  CELL  PHONE  IS  A  MAJOR  PAIN.  IF  YOL 
need  proof,  just  try  punching  in  the  previous  sentence  on  a  typ- 
ically  tiny  keypad  and  see  how  long  it  takes.  I  did.  Using  three 
tap  text  entry — you  know,  press  once  on  the  2  key  for  the  lettei 
a,  twice  for  b,  and  on  and  on  until  your  thumbs  fall  off — thos< 
ten  short  words  took  92  taps  and  more  than  a  minute  to  enter 
The  T9  system,  which  lets  you  hit  each  key  just  once  while  soft- 
ware guesses  what  you  want  to  say,  cut  that  time  by  15  seconds 
The  QWERTY  keyboard  of  my  PalmOne  Treo  600  let  me  do  th« 
job  in  half  a  minute. 

That's  still  miserably  slow.  On  my  computer  I  can  bang  ou 
the  words  in  less  than  ten  seconds.  But  now  there's  a  way  to  ge 
that  kind  of  speed  on  a  phone — by  talking  to  it.  An  astonishing 
new  system  called  VoiceMode  from  VoiceSignal  Technologies  ir 
Woburn,  Mass.  turns  talk  into  text,  and  the  first  phone  to  use  it 
Samsung's  model  P207,  will  be  available  soon  from  Cingular. 

My  tests  of  a  prerelease  mode 
revealed  how  delightfully  usefu 
dictation  can  be  in  a  pocket-size 
device.  The  system  needs  to  adap' 
to  the  speaker,  so  initially  you  mus' 
train  it  by  pronouncing  120  wordj 
as  they  flash  on  the  screen- 
three-minute  process.  Then  you 


Forget  punching  tiny 
cell  phone  keys  until 
your  thumbs  fall  off. 
A  new  system  lets 
you  create  text 
messages  by  talking 
into  the  mouthpiece. 

use  VoiceMode  for  text  messaging 
just  by  holding  down  a  walkie 
talkie-style  button  on  the  side  ot 
the  phone  as  you  speak. 

You  . . .  must  . . .  say  . . .  each  . . 
word  . . .  separately  (including  punc 
tuation),  and  it  can  take  a  while  t( 
adapt  to  this.  But  words  appear  so 
quickly  onscreen  that  it's  easy  just  to 
wait  for  one  to  pop  up  before  say 
ing  the  next.  When  you  release  the 
button,  the  system  tries  to  use  the 
context  of  your  utterance  to  correct 
its  mistakes. 

If  errors  remain  (and  some 
usually  will),  you  select  each  one, 
press  the  zero  key  and  pick  from  a 
list  that  often  includes  what  you 
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meant.  If  not,  you  type  it  using  the  three- 
tap  method — but  VoiceMode  includes  a 
big  vocabulary,  so  banging  out  just  the 
first  few  letters  usually  puts  the  word 
you're  looking  for  on  the  screen.  By 
learning  from  your  corrections,  the  sys- 
tem improves  its  accuracy. 

Predictably,  VoiceMode  works  best  in 
quiet  rooms,  but  it  handles  noisy  venues 
surprisingly  well.  And  even  allowing  for 
corrections,  dictating  almost  always  out- 
races  keypad-tapping.  Forget  about  hunt- 
ing for  commas  and  colons  by  punching 
keys  frantically;  say  "exclamation  point" 
and  the  system  inserts  it!  Say  "smiley 
face"  and  you'll  see  the  familiar  :-)  glyph. 
(But  if  you  are  messaging  me,  um,  please 
dispense  with  this  icon  of  cutesiness.) 

Like  some  other  phones,  the  P207 
includes  VoiceSignal's  VSuite  software. 
When  you  press  a  different  button,  it 
understands  when  you  say  things  like 
"Call  Phillip's  mobile"  or  "Text  message 
Estella"  or  "Call  555-1212."  Because  it  is 
limited  to  numbers,  your  address  book 
and  a  smattering  of  commands,  you  don't 
have  to  train  it,  but  accuracy  improves  if 
you  briefly  run  through  the  digits. 


Stephen  Manes 


This  works  well,  and  it  can  free  yoi 
from  the  drudgery  of  clicking  through  th< 
phone's  endless  menus.  But  an  annoying 
delay  occurs  every  time  you  use  it  onc< 
the  phone  has  been  turned  off.  And  wher 
the  automated  female  voice  repeats  wha 
you  said  and  asks  you  for  confirmation 
you  have  to  get  accustomed  to  waiting  foi 
a  beep  and  then  delaying  a  moment  be- 
fore responding.  Remembering  to  sa) 
"mobile"  instead  of  "cell"  helps,  too. 

I  like  the  software  a  lot  more  than  the 
phone,  which  aside  from  VoiceMode  i: 
almost  a  textbook  example  of  clums) 
design.  And  though  VoiceMode  would  be 
dandy  for  instant  messaging  and  e-mail 
the  P207  lets  you  use  it  only  for  short  texi 
messages,  emphasis  on  short.  If  you  gc 
over  the  160-character  limit  or  switch  tc 
three-tap  mode,  VoiceMode  can  no 
longer  correct  its  mistakes. 

More  facile  phones  with  this  system 
will  be  in  the  pipeline,  so  practice  . . .  talk- 
ing . . .  like  . . .  this  . . .  while  you  wait — oil 
give  the  P207  a  try  if  you  already  do  a  lot  oil 
text  messaging.  VoiceMode's  ability  to  freel 
you  from  the  tyranny  of  the  teensy  key- 
pad really  is  something  to  talk  about.  PI 


Type  Text  to  Me 


IF  YOU'RE  THE  SILENT  TYPE,  CELL  PHONE  TEXTING  HAS  OTHER  OPTIONS-SUCH 
as  a  compact  phone  with  a  numeric  keypad  and  a  better  way  to  type 
messages.  The  LG  F9I00  from  Cingular  includes  a  hidden  slide-down  , 
QWERTY  keyboard  that  is  dandy  for  text  and  instant  messaging.  J 
Where  has  this  idea  been  all  my  life?  But  if  QWERTY's  not  your 
style,  there's  a  phone  that  stuffs  every  letter 
of  the  alphabet  right  onto  the  keypad 
by  arraying  letter  buttons  at  the  / 
corners  of  the  numbers 
The  odd-looking  ar 
rangement,  devel- 
oped by  Digit  Wire- 
less of  Lexington, 
Mass.,  is  called  Fastap. 
It  let  me  type  this  article's 
lead  sentence  almost  as  fast  as  good  old  QWERTY.  But  then, 
QWERTY  is  my  life. 

The  catch:  For  now  you  have  to  live  in  Canada  to  try  it.  The 
only  Fastap  phone  on  the  market  anywhere  is  the  LG  6190  offered  by 
Cingular  Telus  Mobility.  Digit  Wireless  says  it  is  talking  with  U.S.  carriers  aboul 

LG  F9I00       deploying  the  novel  keys-within-keys  scheme. 

I  pV||"l^f*C  I  Stephen  Manes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo.  which  begins  its  run  | 
I  >_^n_.        I  on  public  television  this  month.  Visit  his  home  page  at  www.forbes.com/manes 
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RETAIL  ADVENTURES 


Uphill  Battle 

REI  was  founded  to  sell  carabiners  to  people  climbing 
mountains.  Now  it's  trying  to  sell  ice  cream  makers  to 
suburbanites  By  Stephane  Fitch 


THE  TWO-STORY  RECREATIONAL 
Equipment  Inc.  flagship  store  in 
Seattle  is  a  mecca  for  hard-core 
outdoor  enthusiasts.  There  are  30 
types  of  sleeping  bags  and  16  dif- 
ferent ice  axes.  Rock  climbers  can  try  20 
types  of  shoes  on  a  65-foot  climbing  wall. 
REI  Chief  Executive  Sally  Jewell  darts  past 
these  and  other  items  designed  for  hard- 
core athletes  and  grabs  the  store's  latest 
bestseller:  a  hollow,  hard-plastic  soccer  ball 
that,  when  filled  with  the  right  ingredients 
and  booted  around  a  campsite,  churns  out 
ice  cream.  "We  blew  through  6,500  of  these 
in  six  months,"  crows  Jewell. 

The  $30  Camper's  Dream  Ice  Cream 
Maker  is  scarcely  the  sort  of  thing  Lloyd 
and  Mary  Anderson  had  in  mind  when 
they  started  REI  with  2 1  of  their  pals  as  a 
consumer  cooperative  in  1938.  These  seri- 
ous climbers  were  not  after  profits  but 
simply  after  an  economical  way  to  get  their 
hands  on  European  mountain  gear  not 
easily  found  in  the  U.S. 

The  enterprise  has  grown  into  a  retailer 
with  2.5  million  active  co-op  "members" 
and  a  50,000-item  product  line  that  looks  a 
lot  like  what  you  would  find  at  any  share- 
holder-owned sporting  goods  purveyor. 
REI  earned  $25  million  after  taxes  on  sales 
of  $887  million  for  the  fiscal  year  ended  last 
December. 

Jewell,  who  became  REl's  chief  execu- 
tive in  March,  is  eager  to  sell  more  goods  to 
weekend  athletes  and  other  people  who  will 
never  make  it  to  Everest  base  camp.  If  ex- 
pansion means  peddling  a  few  frills  along- 
side the  ice  axes,  so  be  it.  Otherwise,  for  a 


sporting  novice,  "walking  into  a  place  like 
this  can  be  intimidating,"  says  Jewell,  an 
REI  member  only  since  1999. 

Jewell,  49,  can  ski  double-black- 
diamond  trails  with  her  kids,  but  she  spends 
more  hours  behind  a  desk  than  on  the 
slopes.  Her  two-decade  career  in  banking 
was  capped  with  a  four-year  stint  as  presi- 
dent of  Washington  Mutual  Bank's  com- 
mercial lending  group.  During  her  time 
there,  the  bank's  commercial  loan  portfo- 
lio grew  from  $1  billion  to  $20  billion. 

Her  plans  for  REI  are  just  as  ambitious. 
Jewell  wants  to  boost  sales  10%  this  year 
by  opening  additional  stores  and  by  stuff- 
ing REl's  gear-chocked  catalogs  into  more 
mailboxes.  If  you  aren't  in  the  market  for  a 
carabiner  (a  metal  loop  to  hitch  ropes),  you 
might  be  intrigued  by  the  more  whimsical 
fare,  including  glow-in-the-dark  Frisbees, 
inflatable  pink  flamingos — for  campers 
with  bad  taste  or  a  sense  of  humor — and 
those  ice  cream  balls. 

REI,  headquartered  in  Kent,  Wash.,  en- 
joys a  cozy  relationship  with  its  commu- 
nity of  members,  who  like  the  company  for 
its  gear,  its  knowledge  of  their  buying  pat- 
terns and  its  outdoor-sawy  salespeople.  But 
Jewell  also  wants  her  6,000  sales  clerks  to 
spot  and  coddle  beginners  who  amble  into 
its  77  stores.  That  may  mean  telling  a  snow- 
shoe  novice  not  to  buy  a  $220  pair  from 
Mountain  Safety  Research  but  instead  to 
try  out  a  rental.  Salespeople  will  help  cus- 
tomers plan  their  first  excursions,  for  free. 
This  year  REI  will  add  affordable,  beginner- 
friendly  outings — such  as  daylong  kayak- 
ing trips — to  the  weeklong  suffer-fests  REI 


\ 

I 
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By  the  Numbers 


U.S.  adventurers  spend  $255  billion 
for  trips  and  equipment  a  year. 
REI  wants  to  put  inflatable  flamingos 
and  Frisbees  in  their  backpacks. 

2003  combined 
revenue  for  the  100  largest  U.S. 
consumer  co-ops. 

The  number  of  $30 
Camper's  Dream  Ice  Cream  Maker 
balls  sold  in  the  six  months  after  they  ^ 
hit  REI  stores  last  year. 


The  cost,  per  person,  for 
an  REI  Adventures-hosted  trip  to  the 
18,190-foot-high  camp  on  Mt.  Everest. 


The  price  of  a  sleeping  bag 
that  will  keep  snoozers  toasty  at 
40  degrees  below  zero. 

The  number  of  geese  plucked 
to  stuff  one  REI  SubKilo  sleeping  bag. 
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Rockette:  Sally  Jewell 
wants  to  woo  less-active 
consumers  to  ojtfdoor 
sports— and  REI  Pores. 


adventures  sells  to  climbing  and  biking 
>uffs  for  up  to  $5,000. 

Not  that  Jewell  has  forgotten  the  loyal- 
5ts  who  represent  85%  of  REl's  sales.  She  is 
Pressuring  apparel-  and  gearmakers  to  cre- 
[te  more  clothing  and  equipment  for 
romen,  who  make  up  half  of  REl's  active 
nembers.  REI  now  offers  sleeping  bags  that 
re  shorter,  wider  at  the  hips  and  more  gen- 
rously  insulated  at  the  bottom,  as 
/omen's  feet  tend  to  get  cold.  It  sells 
/omen's  hydration  packs  with  straps  that 
ccommodate  women's  breasts.  It  offers 
nowshoes  that  are  narrow  and  long, 


adjusted  for  a  gal's  weight  and  stride. 

Instead  of  offering  house-brand  items 
on  the  cheap,  Jewell  wants  REI-tagged  ap- 
parel and  equipment  to  be  better  and, 
often,  more  expensive  than  gear  offered  by 
bigger  brands.  Now  REI  fleeces  boast  pre- 
mium features,  including  a  waterproof  zip- 
per and  a  removable  hood.  They  also  sell 
for  slightly  more  than  a  comparable  North 
Face  jacket.  "When  somebody  sees  the  REI 
tag  on  clothing,  they  should  feel  as  good 
about  it  as  they  do  when  they  see  it  on  the 
sign  outside  the  store,"  she  says. 

Jewell  joined  the  company  as  chief 


operating  officer  in  2000,  the 
year  REI  booked  its  first-ever 
loss — $1 1  million  on  sales  of 
$698  million.  That  year  REI 
was  battered  when  forced  to 
slash  prices  to  compete  with 
Internet-based  outdoor  re- 
tailers, including  Fogdog.com 
and  the  now-defunct 
Gear.com.  "Everybody  was 
telling  us  retailing  was  dead," 
she  recalls.  "We  couldn't  just 
sit  back  and  ignore  it." 

At  the  same  time,  the 
company  was  reeling  from 
a  self-inflicted  wound  in 
Japan.  REI  execs  had  figured 
the  85,000  REI  members 
there  were  enough  to  sup- 
port a  store,  so  it  cut  the 
ribbon  on  a  huge  one  45 
minutes  outside  Tokyo.  It 
was  a  big  failure;  the  outlet 
was  closed  in  2001.  "No- 
body could  find  the  store," 
Jewell  says. 

REI  shoppers  will  pay  for 
variety  and  experience,  two 
things  it  offers  in  stores,  on 
the  Internet  and  through 
REI-hosted  trips.  But  these 
folks — particularly  those  less 
adventuresome  than  long- 
time REI  members — aren't 
willing  to  use  a  compass  and 
map  to  find  its  stores.  REl's 
practice  of  opening  outlets 
in  out-of-the-way  cities  like 
New  Rochelle,  N.Y.,  where  it 
had  to  close  a  store,  and  Machida  City, 
Japan  won't  work  anymore,  says  Jewell.  She 
plans  an  East  Coast  expansion  and,  to 
anchor  the  effort,  Jewell  is  eyeing  splashy 
siies  like  the  one  in  central  Boston  where  it 
recently  opened  a  store. 

Sure,  there  are  critics.  Jewell  admits 
hearing  gripes  from  REI  purists  who  are 
horrified  by  the  flamingos  and  ice  cream 
balls.  But  she  isn't  bothered.  "These  are 
fun,"  she  says,  cradling  an  ice  cream  maker. 
"And  for  a  family  that's  trying  to  get  iheir 
kids  away  from  the  videogames  and  into 
nature,  every  little  bit  helps."  F 
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PAYAM  ZAMANI  pioneered  online  sales  leads,  but  his  first  two  companies  blew  up. 
Third  time's  a  charm?  |  By  David  Whelan 


AT  HIS  RECENT  ANNUAL  COMPANY 
meeting,  Payam  Zamani,  founder  and 
chief  of  Reply,  braces  himself  for  the 
inevitable  question.  "When  are  we  going  to 
go  public?"  asks  a  woman  in  the  back. 
Zamani,  34,  screws  up  his  face — perhaps 
remembering  his  misadventures  after  the 
last  time  he  went  through  an  initial  offer- 
ing. That  was  six  years  ago,  with  a  company 
called  Autoweb,  which  pioneered  the  busi- 
ness of  selling  online  sales  leads  and,  briefly, 
was  worth  $1  billion  on  paper  before  losing 
99.6%  of  its  value.  That  was  followed  by  an 
online  dry-cleaning  service  called  PurpleTie, 
which  crumpled  after  a  year  and  a  half. 

Things  will  be  different  this  time, 
Zamani  insists.  Three-year-old  Reply,  of 
Walnut  Creek,  Calif.,  makes  money  by 
gathering  the  names  and  phone  numbers 
of  people  interested  in  cars,  real  estate, 
mortgages  and  other  big-ticket  purchases. 
It  then  sells  the  information  as  leads.  The 
hope  is  that  the  same  customers  will  go 
back  to  reply.com  when  they  need  a  new 
roof,  life  insurance  or  some  other  expen- 
sive purchase,  generating  a  second  lead  that 
can  be  sold.  It  might  work.  Last  year  Reply 


lost  $2  million  on  revenue  of  $16  million. 

Zamani  himself  has  staying  power. 
Born  in  Iran,  he  was  8  at  the  time  of  the 
revolution  and  raised  in  a  family  of  Baha'is, 
a  peaceful  but  persecuted  faith  (the  regime 
executed  150  members).  To  avoid  fighting 
in  the  war  against  Iraq,  Zamani  and  his 
brother  Farhang  (Frank)  made  harrowing 
escapes  and  met  up  in  Pakistan  before  get- 
ting asylum  in  the  U.S.  in  1 988,  where  they 
were  later  joined  by  their  parents.  Eventu- 
ally Payam  earned  a  B.S.  in  toxicology  from 
the  University  of  California,  Davis,  where 
he  began  managing  a  house-painting 
company.  At  its  peak  he  was  overseeing 
$2.5  million  in  sales  and  700  painters.  At 
24  he  had  just  been  reassigned  to  Austin, 
when  his  brother,  then  working  as  a  pro- 
grammer on  Microsoft  PowerPoint,  per- 
suaded him  to  start  Autoweb. 

A  clever,  but  ill-starred,  idea.  By  the 
time  the  company  went  public,  Zamani 
had  signed  up  3,500  dealers.  Sales  had 
grown  to  $13  million,  but  Autoweb  never 
came  close  to  making  money.  Zamani 
claims  the  board  pushed  him  to  ignore 
profitability  and  sign  expensive  deals  with 


Web  portals  and  run  prime-time  TV  ads 
At  one  point  the  company  gave  away  1 0°/i 
of  its  equity  to  Lycos  in  exchange  for  an 
advertising  deal  to  attract  auto  buyers.  Bu 
revenue  from  leads  didn't  come  close  tc 
what  it  cost  to  generate  them.  In  its  last  full 
year  as  an  independent  operation  Autowet 
lost  $38  million  on  $52  million  in  sales;  th« 
stock  sank  from  $12  to  19  cents.  In  200 '. 
archrival  Autobytel  bought  it  for  $1 1  mil- 
lion. The  combined  company  was  las 
reported  profitable,  though  it  is  currently 
restating  two  and  a  half  years  of  earnings. 

By  the  time  the  distress  merger  tool 
place,  the  brothers  had  been  gone  for  twc 
years,  shooed  out  by  the  board.  While  h« 
fumed  about  the  fate  of  Autoweb,  Payan 
was  still  $15  million  richer.  He  re- 
bounded, raising  $10  million  for  Pur 
pleTie,  which  took  orders  online,  pickec 
up  clothes  and  cleaned  them  at  a  centra 
location.  But  Zamani  paid  too  much  tc 
acquire  customers,  and  the  Webvan-lik6 
company  lost  every  dollar,  including  tht 
$2.5  million  he  had  put  in,  shutting  dowr 
early  in  2001.  Investors  closed  their  wal- 
lets after  he  made  a  pitch  for  $400  mil- 
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lion  to  roll  out  an  unproven  service 
simultaneously  in  20  metro  areas. 

Zamani  couldn't  stay  away,  even  as  so 
many  dot-coms  turned  to  dust.  After  Imo- 
tors  and  CarClub.com,  two  former  rivals, 
went  under,  he  spent  $  1 1 7,000  to  buy  their 
assets.  He  realized,  however,  that  marketing 
and  advertising  costs  often  outstripped  sales 
because  nobody  used  the  site  twice.  The  so- 
lution: Combine  a  bunch  of 
services  under  one  umbrella 
and,  chances  are,  you  get 
repeat  visitors  more  quickly 
than  if  you  waited  five  years 
for  someone  to  replace  a  car  or  home.  Reply 
added  real  estate,  insurance,  mortgages  and 
movers.  "A  supermarket  uses  more  than 
one  aisle,"  Zamani  says. 

Reply  tries  to  be  a  little  smarter  about 
its  expenses,  too.  It  spends,  on  average,  $10 
or  so  for  a  car  sales  prospect.  Half  its  visi- 
tors come  from  pay-per-click  ads  on 
Google,  Yahoo  or  AOL;  the  other  half  come 
from  often  secretive  deals  with  Web  sites 
that  have  their  own  traffic.  For  example, 


Homescape,  which  hosts  classified  ads  for 
a  consortium  of  newspaper  companies,  has 
a  find-a-Realtor  button  that  sends  infor- 
mation to  Reply.  Zamani  is  betting  that  on- 
line advertising  will  change  from  a  pay-per- 
click  to  a  pay-per-lead  system. 

He  may  be  right.  Reply  claims  that  one 
out  of  three  customers  provides  leads  for 
more  than  one  service.  A  house  buyer 


age  $35  and  resells  them  for  up  to  $300, 
still  less  than  what  rivals  charge. 

One  day,  Zamani  hopes,  prospects  will 
return  to  Reply  on  their  own,  without 
being  enticed  by  some  kind  of  advertising. 
Already,  he  says,  out  of  1.5  million  monthly 
visitors,  350,000  arrive  without  following 
a  link  through  another  site,  a  sign  that  an 
audience  is  building  through  usage  and 


Zamani  is  betting  online  advertising  will  change 
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might  also  agree  to  be  contacted  by  a 
mortgage  broker  or  mover.  A  car  buyer  will 
ask  about  auto  loans.  Cross-promotions 
mean  the  company  gets  its  leads  cheaper 
and  can  thus  undercut  rivals.  Reply  can  sell 
car  leads  for  $18,  compared  with  the  $22 
industry  average,  says  auto  sales  chief  John 
Truchard,  who  has  worked  with  Zamani 
since  they  were  both  student  painters.  In 
real  estate,  where  leads  vary  geographically 
and  by  house  size,  Reply  spends  an  aver- 


word  of  mouth.  What  he  doesn't  say, 
though,  is  that  some  of  these  visitors  may 
simply  be  responding  to  off-line  market- 
ing. Reply  has  placed  ads  in  newspapers 
and  magazines  and  on  taxicabs.  Zamani 
hesitates  to  say  how  much  he  spent,  though 
he  is  quick  to  claim  victory:  "Reply  has  in- 
herently more  profit  potential  than  any 
competitors."  This  year  he's  hoping  to  turn 
a  profit  on  $24  million  in  sales.  That  would 
go  a  long  way  toward  vindication.  F 
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Money  &  Investing 


THE  FUNDS 


Payout  Payoff 


THIS  SHOULD  BE  THE  HOUR  OF  THE  DIVIDEND  FUND. 
When  Congress  dropped  the  maximum  tax  rate  on 
dividends  from  39.6%  to  15%,  mutual  funds  spe- 
cializing in  payout-generating  stocks  enjoyed  a  new 
vogue.  Since  January  2003,  when  the  lower  rates 
kicked  in,  the  number  of  so-called  equity  income  funds  in- 
creased 35%  to  242  now,  versus  a  6%  expansion  for  all 
stock  funds. 

The  funds  have  plenty  of  stocks  to  buy.  Companies 
boosted  dividends  11.8%  last  year,  the  best  increase  since 
1989,  with  still  more  expected  for  2005,  says  Standard  & 
Poor's.  And  there's  a  case  for  holding  dividend-payers  long 
term.  S&P  analyst  Howard  Silverblatt  calculates  that  payers' 
returns  have  eclipsed  nonpayers'  by  3  percentage  points 
yearly  since  1980. 

Nevertheless,  dividend  funds'  performance  lately  has 
been  underwhelming — good,  yet  not  great.  The  category  has 
returned  18.1%  annually  since  the  tax  cut,  besting  the  S&P 
500's  total  return  by  a  mere  0.5  percentage 
points.  Of  the  54  Lipper  equity  fund  categories, 
income  funds  inched  up  to  36th  place  last  year 
and  have  clawed  their  way  to  16th  in  2005. 

True,  that's  an  improvement  from  the  late 
1990s,  the  era  of  hot  tech  portfolios  (mostly 
dividend- free).  Dividend-paying  stocks  tend  to 
be  large-cap,  established  names,  viewed  back  then  as  stodgy. 
In  1999,  when  payout-centric  portfolios  averaged  a  4% 
return  to  the  S&P's  21%,  the  category  finished  an  ignomin- 
ious 49th. 

With  all  they  have  going  for  them,  why  haven't  income 


funds  done  even  better  since  2003?  First,  the  tax  cuts 
didn't  leave  dividend  funds  with  an  advantage,  just  placed 
them  on  an  equal  footing  with  others.  Before,  capital  gains 
had  the  leg  up,  taxed  at  a  max  20%.  Now  both  cap  gains 
and  dividends  are  taxed  at  15%. 

But  the  larger  factor  is  that,  when  investing  in  the  381  div- 
idend-payers in  the  S&P  500, 
some  portfolio  managers' 
strategies  are  simply  better 
than  others'.  It  pays  to  shop 
around.  So  we've  selected  the 
best-performing  income 
funds  {see  table,  p.  68)  that  passed  two  performance  tests  to 
measure  long-term  and  short-term  (post-tax  cut)  results.  They 
must  have  beaten  the  S&P  500  over  the  past  five  years — a  span 
that  takes  in  both  a  bull  and  a  bear  market — as  well  as  since 
January  2003.  We  included  only  those  with  no  loads  and  with 
annual  fees  at  or  below  1  %  of  assets. 

Our  list  obviously  does  not  encompass  promising  new 
funds  that  have  popped  up  since  the  tax  cut.  For  instance, 
Fidelity  Strategic  Dividend  &  Income,  launched  just  before 
Christmas  2003,  has  done  4  points  better  than  the  S&P's 
annualized  performance  since  then.  This  eclectic  mix  is  half 
common  stocks,  20%  preferred,  15%  convertibles  and  15% 
real  estate  investment  trusts  (which  don't  get  the  favorable 
15%  tax  treatment  but  usually  sport  nice  yields). 

Some  longtime  notables  among  the  income  set  also  are  not 
part  of  our  roster  because  they  stumbled.  Most  prominent  by 
its  absence  is  another  Fidelity  fund,  Dividend  Growth.  Since 
Charles  Mangum  became  manager  in  1997,  Dividend  Growth 
has  returned  an  annual  12.1%,  handily  ahead  of  the  broad 
market.  Mangum  outpaced  the  S&P  500  during  the  three  years 
through  2002.  Then,  after  the  tax  cut,  the  market  got  away  from 
Mangum.  He  lost  out  to  the  index  by  5  points  in  2003  and  an- 
other 5  in  2004. 

Morningstar  analyst  Gregory  Carlson's  diagnosis: 
Mangum's  assets  are  dangerously  concentrated  in  ten  hold- 


THE  2003  DIVIDEND  TAX  CUT  BROUGHT 
CASH-PAYING  STOCKS  BACK  INTO  VOGUE.  SOME 
DIVIDEND  FUNDS  ARE  DOING  MUCH  BETTER 
THAN  OTHERS.  BY  MICHAEL  MAIELL0 
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ings,  leaving  the  fund  vulnerable  if  things  go  awry.  Did  they  ever. 
While  Mangum  was  unavailable  for  comment,  in  his  year-end 
2004  letter  to  shareholders  he  blamed  his  largest  holding,  insurer 
American  International  Group,  then  in  the  early  stages  of  its 
public  ignominy,  for  his  woes.  He  previously  had  fingered  Merck 
and  Pfizer,  vexed  by  drug  recalls,  as  culprits  that  harmed  his 
returns.  Also  overweighted  in  his  fund:  troubled  Fannie  Mae,  a 
favorite  of  dividend  investors,  unfortunately  also  a  favorite  tar- 
get of  hard-nosed  auditors. 

The  champ  of  our  list  is  Vantagepoint  Equity  Income,  a  fund 
slanted  to  large-capitalization 
companies  (average  for  the  portfo 
lio:  $23  billion),  with  a  nice  12.7% 
annual  return  over  five  years  and  a 
22.1%  annual  showing  since  2003. 
The  managers  have  spread  their  money  around,  with  no  stock 
making  up  more  than  3%  of  the  portfolio.  Management  is 
farmed  out  to  several  estimable  souls,  including  Mason  Hawkins 
of  Longleaf  Partners  and  Brian  Rogers  of  T.  Rowe  Price.  Rogers' 
own  fund,  T.  Rowe  Price  Equity  Income,  is  on  our  list,  too. 

For  income  fund  managers,  the  size  and  quality  of  dividends 
are  always  the  burning  questions.  A  5%  yield  doesn't  mean  any- 
thing if  it's  about  to  be  sliced.  At  Equity  Income's  tiller  since 
1985,  Rogers  vows  never  to  buy  a  stock  on  a  down  spiral,  even  if 
its  dividend  is  enticing.  For  example,  he  shunned  generously 
paying  Coca-Cola  until  late  last  year,  when  he  concluded  that 
stock  in  Coke  (yield:  2.4%)  had  fallen  enough  to  be  a  worth- 
while bargain — and  that  the  embatded  soda  titan  was  fixing  its 
weaknesses.  "Had  I  held  it  throughout  2004,  I  wouldn't  be  as 
happy  with  it  as  I  am  now,"  he  says. 

Rogers  always  is  on  the  lookout  for  strong  companies  that 
will  start  dividends.  After  the  tax  cut  he  figured  that  more  cor- 


porate heads  would  be  tempted  to  launch  payouts  because,  a 
stockholders  themselves,  they  would  be  lining  their  own  pock 
ets.  In  2002  Viacom  Chief  Sumner  Redstone  told  T.  Rowe  man 
agers  that  Viacom  would  begin  paying  a  dividend  only  if  the  ta: 
cuts  went  through.  After  Congress  obliged,  the  media  compan 
in  mid-2003  started  a  payout  and  Rogers  bought  in. 

An  even  more  ardent  seeker  of  nonpayers  who  might  star 
paying  is  Minerva  Butler,  a  protege  of  Mangum  (she  one 
worked  for  him  as  a  Fidelity  analyst)  and  manager  of  the  $98' 
million  Vanguard  Dividend  Growth  fund.  In  2002,  sure  tha 


"You  raise  your  dividend  to  show  confidence," 
says  Vanguard  fund  manager  Butler. 


e  last  five  years  and  since  the 
oads. 


nonpayer  Apple  Computer  would  start  a  dividend,  she  pur 
chased  a  small  stake.  Her  reasoning  for  nibbling  at  Apple:  It  one 
had  paid  a  dividend,  which  ended  in  1995  amid  hard  times  a 
the  computer  company.  But  seven  years  later  a  reinvigoratec 
Apple,  with  bestselling  gadgets  like  the  iPod,  saw  earning 
blooming  anew.  When  Apple  didn't  deliver  the  hoped-for  divi 
dend,  she  ran  out  of  patience  and  unloaded  it  in  early  2004 
making  a  nice  gain  but  missing  out  on  a  lot  more. 

While  tech  outfits  usually  don't  offer  dividends,  Butler 
convinced  that  some  of  the  larger  ones  will.  And  to  date  she  ha 
scored  one  such  trophy.  In  winter  last  year  she  bought  Microsoi 
shares  after  the  cash-laden  company  debuted  a  payout.  Anothe 
enticing  goodie:  It  tossed  in  a  special  one-time  payment  of  $ 
per  share  in  late  2004.  The  software  behemoth's  first-ever  divi 
dend  now  yields  1.3%.  Today  Microsoft  is  her  largest  asset. 

Income  managers  like  Butler  seek  the  highest  yields  they  ca: 
get,  preferably  better  than  the  S&P  500's  1.6%.  Henc 

she  holds  constructio 
equipment  maker  Cater 
pillar,  which  yields  1.8°/( 
Butler,  however,  will  bu 
a  lower-yielding  stock 
it  has  consistent  dividen 
increases.  Example:  1 11  i 
nois  Tool  Works  ( 1 .2% 
which  aims  to  raise  divi 
dends  in  line  with  th 
previous  three  years  c 
earnings  growth.  Its  la.' 
hike,  in  fall  2004,  was 
spiffy  17%. 

Butler  believes  mor 
and  more  companies  wi 
feature  dividends.  "Man 
agements  across  indus 
tries  are  going  back  t 
Corporate  Finance  101, 
Butler  says.  "You  rais 
your  dividend  to  shoi 
confidence."  I 
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OF  EXPENSIVE  IMITATIONS. 


Challenge  the  ordinary. 


Be  E  Hraordinary 
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■)  New  low  pricing:  $6.99-$9.99  stock  and  options  trades' 
■>  Just  75<r>$1.25  per  options  contract 
4  Radically  upgraded,  customizable,  no-fee  platform 
New  trailing  stops  and  bracketed  orders 


Sign  up  today  and  get  100  commission- 
free  trades^  Call  1-800-731-5226  or  visit 
www.getpoweretrade.com. 
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STOCK  FOCUS 

Private 
Values 


Fund  manager  ROGER  KING 
looks  for  companies  that 
an  acquirer  might  like  more 
than  the  market  does. 
By  Andrew  T.  Gillies 

0MN1CELL  IS  ROGER  KING'S  KIND 
of  stock.  In  barely  a  year  the 
medical  information  company 
has  let  down  Wall  Street  with  its 
quarterly  earnings  and  seen  its 
market  value  shrivel  68%  to  $173  million. 
But  King,  comanager  of  the  Fountainhead 
Special  Value  Fund,  believes  Omnicell 
could  be  worth  $300  million  and  that  one 
day  the  company  will  prove  it.  "Omnicell 
will  make  it  on  its  own,"  says  the  62-year- 
old  Houstonian,  "or  somebody's  going  to 
put  it  under  their  umbrella." 

After  36  years  in  the  investing  business 
King  has  setded  on  several  ways  to  root  out 
stock  bargains.  His  favorite  among  them  is 
to  find  stocks  selling  for  less  than  what  a 
buyer  of  the  whole  company  might  pay,  the 
so-called  private  market  value  approach. 

It's  largely  a  matter  of  guts,  King 
explains,  as  impatience  or  jitters  will 

Picks  Fit  for  a  King  


always  lead  certain  investors  to  sell 
stocks  at  prices  below  their  true  eco- 
nomic worth.  "If  there's  a  significant 
discount,"  he  says,  "we're  interested." 

Chasing  those  discounts  has  worked 
well  for  King  over  the  long  haul.  He 
cofounded  King  Investment  Advisors  in 
1981  and  now  manages  $700  million. 


Much  of  that  total  is  in  corporat 
accounts,  but  individuals  can  buy  hi 
no-load  Fountainhead  mutual  fun< 
($16  million  in  assets),  which  has  returnei 
an  annualized  1 1%  since  its  launch  at  th 
end  of  1996  versus  8%  for  the  S&P  500. 

Dealing  in  downtrodden  stocks  lik 
Omnicell  can  lead  to  stumbles;  King  ha 


The  Fountainhead  Special  Value  Fund  has  expenses  of  1.5%  of  assets.  If  you'd  rather  go  it  alone,  try  a  few  of  King's  favorites. 
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BOSTON  SCIENTIFIC 

$28.67 
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4.4 

14 
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$23,949 

CENDANT 
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1.1 
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22 

141 
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3.2 

25 
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TAKE  ADVANTAGE 
OF  THE  FALLING 
US  DOLLAR 


THE  US  DOLLAR  FELL 
DRAMATICALLY  IN  2004, 

losing  value  against  most  major  currencies.  A  combination 
of  factors  lead  to  the  decline  including  a  slow  US  economy, 
an  increasing  US  Trade  deficit,  and  less  aggressive  buying 
of  dollars  by  foreign  governments. 

WHAT  IS  THE  FUTURE  FOR 
THE  US  DOLLAR? 

The  US  government  is  not  taking  actions  to  halt  the  decline 
of  the  dollar.  As  a  weaker  dollar  helps  US  manufactur- 
ers, many  believe  the  government  is  quietly  in  favor  of  a 
weaker  dollar.  As  the  problems  that  plagued  the  dollar  in 
2004  are  still  active,  many  experts  believe  the  dollar  will 
fall  further. 

HOW  CAN  YOU  PLAY  A  FURTHER 
DECLINE  IN  THE  US  DOLLAR? 

You  can  buy  foreign  bonds  and  stocks,  or  international 
mutual  funds.  However,  global  equity  markets  are  highly 
correlated  and  if  a  falling  US  dollar  brings  down  the  US 
markets,  foreign  equity  markets  are  likely  to  decline  as 
well.  This  decline  may  offset  any  gains  related  to  a  falling 
US  dollar  and  leave  the  investor  with  no  benefit.  The  most 
direct  way  to  play  a  US  dollar  decline  is  to  sell  the  US 
dollar  and  buy  foreign  currency. 


WHAT  DOES  REFCOFX  OFFER? 

RefcoFX  enables  you  to  trade  the  US  dollar  against  the 
major  currencies  of  the  world.  The  US  dollar  is  traded 
around  the  globe  on  a  24  hour  basis.  You  can  place  and  exe- 
cute trades  online,  anytime  between  Sunday  afternoon  and 
Friday  night.  In  addi- 
tion, RefcoFX  provides 
extensive  resources  to 
help  making  trading 
decisions.  Clients  have 
free  access  to  stream- 
ing market  news  and 
analysis,  daily  market 
reports,  and  advanced 
real-time  charts. 


TRY  CURRENCY 
TRADING  WITH 
A  PRACTICE  ACCOUNT. 

By  visiting  www.RefcoFX.com,  you  obtain  a  free  30-day 
practice  account.  The  account  provides  real-time  market 
rates  and  the  ability  to  place,  execute,  and  track  trades 
under  real  market  conditions. 

Currency  trading  involves  risk.  There  is  no  guarantee  that  US  dollar  will 
lose  value.  If  you  sell  the  US  dollar  and  the  value  of  the  US  dollar  rises, 
you  will  lose  money.  Currency  trading  involves  a  high  degree  of  risk. 


O  REFCOFX 

866.REFC0.83  RefcoFX.com 


RefcoFX  is  part  of  the  Refco  Group,  the  largest 
non-bank  FCM  in  the  world  with  over  $20  billion 
in  assets,  2,400  employees  and  operations  in 
14  countries. 


WARNING  Trading  foreign  exchange  on  margin  carries  a  high  level  of  risk,  and  may  not  be  suitable  for  all  investors  Before  deciding  to  trade  foreign  exchange  you  should  carefully  consider  your  monetary  objectives,  level 
of  experience,  and  risk  appetite  The  possibility  exists  that  you  could  sustain  a  loss  of  some  or  all  o!  your  deposited  funds  and  therefore  you  should  not  speculate  with  capital  that  you  cannot  afford  to  lose  You  should  be 
aware  of  all  the  risks  associated  with  foreign  exchange  trading,  and  seek  advice  from  an  independent  advisor  if  you  have  any  doubts  Past  returns  are  not  indicative  of  future  results. 
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had  his  share.  In  2002  Fountainhead 
trailed  the  S&P  500  by  22  percentage  points 
with  a  -44%  return,  dragged  down  by  los- 
ing bets  on  cable  and  wireless  stocks. 

Yet    the    private    market  value 
approach  has  brought  King  dramatic 
successes,  too.  In  2000  shares  of  Boston 
Scientific,  the  medical  device  maker,  fell 
to  a  split-adjusted  $8.  The  drop  looked 
excessive  to  King  and  his  team,  who 
reckoned  that  the  company  had  a  private 
market  value  of  $22  billion  versus  a  pub- 
lic market  value  of  $7  billion.  "We 
thought,  'Look,  if  all  else  fails,  these  guys 
can  liquidate  this  company,'"  King 
recalls.  He  bought  86,000  shares  for  the 
Fountainhead  fund  in  September  2000 
and  nearly  doubled  that 
bet  the  following  Febru- 
ary. The  fund  still  holds 
14,800  shares,  now  trad- 
ing at  $29. 

In  calculating  private 
market  value,  King  starts 
with  a  prospect's  operating  income  in  the 
sense  of  earnings  before  interest,  taxes 
and  depreciation.  Trailing  12-month 
results  will  do,  although  King  will  also 
annualize  operating  income  for  the  most 
recently  reported  quarter  if  a  company  is 
growing  rapidly. 

Next  he  digs  around  in  that  same 
industry  for  recent  acquisitions  and 
determines  what  multiple  of  operating 
income  was  paid  in  those  deals.  He  then 
multiplies  that  number  by  his  pick's 
operating  income  to  determine  a  prelim- 
inary valuation.  The  private  market 
value  is  that  number  less  long-term  debt, 
plus  cash  and  equivalents. 

Determining  the  appropriate  operat- 
ing income  multiple  for  a  company  is 
tricky.  King's  team  uses  data  from 
Mergerstat,  a  provider  of  M&A  financials, 
and  other  sources  to  survey  recent  deals. 
But  it's  not  as  easy  as  downloading  num- 
bers. "It  can't  be  just  another  company  in 
the  same  industry,"  explains  Leah  Friday, 
comanager  of  the  Fountainhead  fund.  "It 
has  to  have  a  similar  business  model." 

Back  to  Omnicell.  In  its  latest  12 
months  the  company  had  $  1 1  million  in 
operating  income.  In  mid-January  a  com- 
parable company,  Impac  Medical  Systems, 
accepted  a  bid  at  23  times  operating 
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income.  Applying  that  multiple  to  Omni 
cell  suggests  a  value  of  $260  million.  Con 
sider  also  that  the  company  has  no  deb 
and  $3 1  million  in  cash. 

King  and  colleagues  suspect  ai 
acquirer  would  go  as  high  as  $300  mil 
lion,  given  their  view  on  Omnicell's  earn 
ings  growth  potential.  The  company  sell 
technology  that  helps  hospitals  manage 
pharmacies  and  supplies.  Its  automate* 
drug-dispensing  system,  for  example 
allows  a  doctor  or  nurse  to  punch  up 
patient's  medical  profile  on  a  Windows 
based,  color  touchscreen.  Analysts  expec 
Omnicell  to  post  25%  annualized  earn 
ings  growth  over  the  coming  years. 
Why  the  sunny  outlook?  King  cites  th 

"Impatience  or  jitters  lead 
investors  to  sell  stocks  below 
their  true  economic  worth." 


Food  &  Drug  Administration's  push  t< 
keep  better  track  of  drugs  through  ba 
codes  and  other  technologies.  Omnice! 
has  built  up  a  $47  million  backlog  with 
steady  stream  of  new  business,  some  of  i 
right  in  King's  neighborhood.  Last  sum 
mer  Dallas'  Baylor  Health  Care  Systen 
signed  up  to  use  Omnicell  technology  a 
its  1 1  hospitals  in  Texas.  King  expect 
more  of  the  same  to  be  forthcoming. 

The  generic-drug  business  is  anothe 
area  where  King  sees  consolidation.  Pa 
Pharmaceutical,  one  of  his  curren 
favorites,  has  dropped  45%  from  a  52; 
week  high.  Largely  driving  the  selloff,  r. 
King's  view,  are  worries  about  revenue 
and  profits  as  Par  faces  competition  fa 
its  knockoff  of  antidepressant  Paxil. 

But  King  and  crew  have  their  eye  o: 
Par's  pipeline,  which  they  say  will  pum 
out  30  to  35  products  in  the  next  yea 
and  a  half.  They  also  like  it  that  Chid 
Executive  Scott  Tarriff  saw  fit  to  bu 
5,000  shares  at  $40  last  December.  At 
recent  $34,  the  stock  goes  for  just  1 
times  estimated  earnings  for  the  cominl 
12  months.  And  private  market  value 
Based  on  recent  deals  in  the  drug  busi 
ness,  King  says  Par  could  fetch  $2.7  bil 
lion,  57%  more  than  its  present  worth  1 
investors.  I 
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Genius 
For  Hire 

Prolific  chemisl 
Julian  Adams  has  already! 
invented  one  cancer  drug ] 
He  may  have  found  al 
second.  By  Zina  Moukheiben 


JULIAN  ADAMS  WENT  TO  HIS  BOSS  INl 
May  2003  with  a  request.  Adams  I 
the  top  chemist  at  Millennium 
Pharmaceuticals,  was  basking  in  the 
regulatory  approval  of  Velcade,  a  ground- 
breaking blood  cancer  drug  he  had  dev- 
eloped. Adams  wanted  to  be  promoted  tc 
head  of  research  and  development.  Bui 
that  job  belonged  to  someone  else.  Adams 
told  Millennium  Chief  Executive  Mark 
Levin:  "It's  time  for  me  to  go."  There 
were  no  hard  feelings.  Millennium  even 
threw  Adams  a  going-away  party. 

But  it  was  Millennium's  loss.  Adams 
50,  is  one  of  the  world's  most  creative 
medical  chemists,  with  a  large  role  in  the 
discovery  of  both  Velcade  and  the  HIV 
drug  Viramune.  He's  proof  that,  despite 
the  fancy  technologies  and  computer? 
used  today  in  drug  discovery,  individua 
scientists  can  still  make  the  difference! 
between  blockbuster  and  bust. 

Adams  got  the  job  he  wanted  at  a  thei 
two-year-old  biotech  company  callei 
Infinity  Pharmaceuticals,  not  tar  from  Mil 
lennium's  offices  in  Cambridge,  Mass.  Ant 
now,  thanks  to  Adams,  Infinity  has  devel 
oped  in  record  time  another  experiment^ 
drug  to  tight  multiple  myeloma,  the  samej 
cancer  , targeted  by  Velcade.  Fifty  thousand 
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people  suffer  from  multiple  myeloma.  The 
disease  will  kill  70%  of  them  within  five 
years  of  diagnosis. 

The  privately  held  Infinity,  launched 
in  2001  with  $12  million  in  venture  fund- 
ing, expects  to  start  clinical  trials  in  May 
on  patients  who  don't  improve  with  Vel- 
cade  or  another  drug,  Thalomid.  Infin- 
ity's antibiotic  compound  blocks  the 
activity  of  a  family  of  so-called  heat- 
shock  proteins  that  repair  damaged  pro- 
teins. Infinity  hopes  that  thwarting  their 
function  will  lead  to  a  buildup  of  dam- 
aged proteins  in  cancer  cells  and  prompt 
the  cells  to  die. 

Infinity  is  playing  catch-up  to  two 
other  biotech  firms,  Conforma  Thera- 
peutics and  Kosan  Biosciences,  in  the  race 
to  develop  the  first  heat-shock  blockers. 
Kosan's  drug  is  in  midstage  clinical  trials, 
and  it  may  have  an  oral  version  in  testing 
by  year-end.  Conforma  is  in  early  trials. 

Adams  had  first  pitched  the  idea  for  a 
heat-shock  blocker  at  Millennium  in 
2003  but  got  turned  down.  His  boss  said 
the  pipeline  was  full. 

In  the  heady  weeks  after  the  approval 
of  Velcade,  Adams  met  with  Infinity  Chief 
Executive  Steven  Holtzman,  who  had 
known  Adams  for  14  years  and  worked 
with  him  briefly  at  Millennium.  He 
invited  Adams  to  come  over  to  Infinity. 
Adams  then  met  with  Stuart  Schreiber, 
Infinity's  cofounder  and  a  Harvard  Uni- 
versity chemist.  Over  dinner  Schreiber 
shared  with  Adams  his  disdain  for  combi- 
natorial chemistry,  the  high-speed  fabrica- 
tion of  synthetic  molecules.  The  technol- 
ogy emerged  in  the  early  1990s,  yet  few 
drugs  have  come  of  it. 

What  Schreiber  admired  more  were 
drugs  inspired  by  molecules  found  in 
lature.  One-third  of  drugs  on  the  market 
ariginate  in  nature,  such  as  cancer  drug 
Iaxol,  derived  from  the  bark  and  needles 
">f  the  yew  tree.  They're  inherently  more 
:omplex  and  three-dimensional  than  the 
nan-made  stuff  and  may  be  better  at 
•eaching  the  rich  harvest  of  disease  tar- 
jets  uncovered  by  genetic  mapping. 
'Years  of  natural  selection  makes  them 
setter,"  says  Schreiber.  At  the  mention  of 
leat-shock  proteins,  "Julian  lit  up,"  he 
idds.  "We  were  finishing  each  other's  sen- 
ences  by  the  end  of  dinner,"  says  Adams. 


Arriving  at  Infinity  in  October  2003, 
Adams  started  on  his  Velcade  encore.  He 
already  had  a  candidate  in  mind.  In  the 
early  1990s  a  scientist  at  the  National  Can- 
cer Institute  had  discovered  that  an 
already-existing  molecule  clings  to  a 
receptor  on  heat-shock  proteins,  prevent- 
ing the  survival  of  cancer  cells.  This  mole- 
cule is  a  derivative  of  the  antibiotic  gel- 
danamycin,  which  itself  comes  from  the 
soil  bacterium  streptomyces.  But  the  mol- 
ecule isn't  soluble  in  water.  To  make  it 
injectable,  the  National  Cancer  Institute 
had  to  dissolve  it  in  an  egg-based  formula- 
tion with  a  nauseating  smell.  Dissolving  it 
in  cremafor,  another  emulsion,  required 
patients  to  take  an  antihistamine  before- 
hand to  prevent  itching  and  steroids  to 
avoid  breathing  problems.  "I  said,  "We  can 
do  some  chemistry  that  would  result  in  a 
better  soluble  molecule;  you  just  put  it  in 
water  and  give  it,' "  says  Adams. 

The  solution  (pun  intended)  involved 
tacking  sodium  dithionite  and  hydro- 
chloride onto  the  antibiotic,  making  it 
into  a  water-soluble  salt.  (Drugs  prepared 
as  hydrochlorides  are  commonplace.)  To 
keep  the  chemicals  from  oxidizing, 
Adams  tested  50  different  agents,  such  as 
citric  acid  and  ascorbic  acid,  and  played 
with  various  ratios  until  he  got  the  right 
pH  balance.  By  March  2004  he  had  a  new 
drug  1,000  times  more  soluble  than  the 
National  Cancer  Institute  drug.  "The 
speed  by  which  Julian  did  it  is  breathtak- 
ing," says  Schreiber. 

Results  in  mice  showed  that  60%  of 
those  treated  with  the  Infinity  compound 
survived,  whereas  all  of  the  untreated 
mice  died.  In  May  Infinity  expects  to  start 
testing  the  compound  intravenously  in 
humans.  It  hopes  to  eventually  use  it  to 
treat  prostate,  breast  and  colon  cancer. 

The  company's  library  of  150,000 
compounds,  all  inspired  by  molecules 
found  in  nature,  has  lured  Novartis,  John- 
son &  Johnson  and  Amgen  into  rich  col- 
laborations. Novartis  and  J&J  invested  a 
total  $25  million.  Amgen  put  in  a  similar 
amount,  bringing  its  stake  to  10%.  Infin- 
ity has  so  far  raised  $135  million  and 
hopes  to  go  public  by  next  year.  Says 
Adams:  "Even  though  Kosan  and  Con- 
forma are  ahead  of  us,  we  will  make  it  the 
best  drug."  F 
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General  Motors 
is  betting  that 
hydrogen-powered 
vehicles  will  one 
day  make  you 
forget  about 
those  billion-dollar 
losses  it's 
racking  up. 


By  Jonathan  Fahey 


In  march,  the  same  month 
/  General  Motors  dropped  the  bomb- 
/ shell  that  it  might  lose  $850  million  in 
I  the  first  quarter,  the  company  gathered 
/  a  clutch  of  two  dozen  or  so  journalists 
(  and  flew  them,  some  on  a  GM  company 
\  jet,  to  California,  where  it  put  them  up 
\  at  luxurious  hotels  in  San  Francisco 
j  and  Santa  Monica.  Over  the  two-day 
j  trip  they  were  treated  to  elaborate 
I  meals  at  hot  spots  like  Geoffrey's  in 
I  Malibu  and  Schatzi  on  Main  in  Los 
*  Angeles,  owned  formerly  by  Gover- 
nor Arnold  Schwarzenegger. 


Was  the  grand  occasion  a  new  car  that 
might  finally  slay  the  imports?  Nope,  GM 
just  wanted  to  talk  about  its  research 
efforts  to  store  hydrogen  onboard  fuel- 
cell  vehicles  within  a  solid  substance. 
Never  mind  that  the  solid  substance 
hasn't  been  discovered.  Or  that  a  con- 
tainer that  might  hold  the  mixture  hasn't 
yet  been  engineered.  Or  that  fuel  cells 
running  on  hydrogen  still  cost  way  too 
much  and  last  way  too  short  a  time.  GM 
wanted  to  talk  about  the  future. 

GM — its  market  share  dropping  like  a 
heavy  molecule,  its  bonds  near  junk,  its 


vehicles  piling  up  in  dealer  lots — is  making 
its  single  biggest  research  bet  on  developing 
a  hydrogen-powered  car.  Of  the  world' 
automakers,  General  Motors  is  the  mos' 
resolute  champion  of  a  future  filled  with 
vehicles  powered  by  hydrogen  fuel  cell; 
that  emit  only  water  as  exhaust. 

GM  envisions  that  hydrogen  could  bt 
its  savior,  disrupting  the  economic  mode 
that  has  strangled  it  for  the  last  40  years.  I 
could  eventually  shut  down  engine  anc 
transmission  factories  around  the  work 
because  one  plant  could  make  fuel  cells  foi 
all  types  of  vehicles.  That  would  end  the 
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:ostIy  overcapacity  problem.  It  would  no 
onger  have  to  respond  to  country-by- 
:ountry  environmental  regulations.  And 
\iel  cells  could  free  its  designers  to  let  loose 
Afith  imaginative  cars  and  small  trucks. 

When  will  this  happen?  Remarkably 
;oon,  by  GM's  reckoning.  The  company 
las  delivered  a  carefully  worded  pledge: 
3M  will  develop  a  hydrogen-fuel-cell 
/ehicle  that  could  compete  on  cost  with 
raditional  vehicles — if  it  were  to  be  built 
n  high  volumes — by  2010.  GM  has  a 
housand  people  in  government,  univer- 
ity  and  private  labs  in  14  countries  work- 


ing toward  the  target,  and  it  has  spent  $  1 
billion  since  1996  on  the  project.  That's 
just  a  down  payment.  To  get  a  commer- 
cial vehicle  will — if  it  ever  happens — cost 
billions  more  in  R&D,  estimates  Daniel 
Sperling,  a  University  of  California,  Davis 
engineering  professor  and  director  of  the 
school's  fuel-cell -vehicle  center. 

"We're  deadly  serious,"  says  Larry  D. 
Burns,  GM's  head  of  strategic  planning  and 
chief  hydrogen  cheerleader.  "You  can  say 
Larry's  a  zealot,  fueled  by  optimism  and 
hype,  but  most  people  who  talk  about  fuel 
cells  coming  20  to  30  years  from  now  don't 


have  a  clue  about  what  we  are  doing." 

Nearly  all  of  the  world's  carmakers 
are  also  developing  fuel  cells,  but  no  one 
has  as  much  riding  on  the  technology  as 
GM.  DaimlerChrysler  says  it,  too,  has 
spent  $1  billion  on  the  technology;  it  even 
once  promised  a  fuel-cell  car  by  2004.  But 
these  days  it's  leaning  more  toward  clean 
diesel  engines  that  get  high  mileage  and 
can  run  on  newly  popular  fuels  like  gas- 
to-liquid  synthetic  diesel  or  biodiesel. 

Ford  is  developing  hydrogen  combus- 
tion engines  along  with  fuel  cells.  Toyota, 
with  cash  to  burn  (and  nothing  like  GM's 


FORBES-  April  25,  2005  79 


GM 


retired-worker  liabilities),  has  a  strong  fuel- 
cell  program  but  believes  that  30  years  from 
now  all  cars  will  run  on  hybrids — Toyota's 
technological  strength.  For  GM  the  fuel  cell 
is  the  one  great  hope  of  becoming  compet- 
itive again.  It  is  also  the  company's  main 
environmental  p.r.  tool.  If  fuel  cells  flop,  GM 
will  find  it  all  the  harder  to  defend  its  gas- 
guzzling  SUVs. 

GM  is  in  desperate  need  of  a  lift.  Its 
share  of  the  U.S.  market  has  sunk  from 
50%  in  1965  to  25%  this  year.  New  vehi- 
cles that  are  vast  improvements  over  pre- 
vious generations,  such  as  the  Buick 
LaCrosse  and  Pontiac  G6,  are  nonetheless 
falling  flat  in  dealer  showrooms.  Pension 
and  health  care  costs  running  $7  billion 
per  year  are  sapping  the  little  profit  its 
underutilized  factories  generate.  Will 
hydrogen  come  in  time? 

Among  outside  experts  there's  a  con- 
sensus that  if  hydrogen-fuel-cell  cars  ever 
make  economic  sense,  it  will  be  a  long 
time  from  now.  "GM's  confidence  is  sim- 
ply irrational,"  says  Joseph  Romm,  a  for- 
mer Department  of  Energy  official  in  the 
Clinton  Administration  and  author  of  the 
book  The  Hype  About  Hydrogen. 
"Nobody  in  their  right  mind  believes  that 


hydrogen  fuel  cells  could  add  to  the  bot- 
tom line  in  the  next  two  decades.  It  would 
require  like  seven  miracles,  many  outside 
the  hands  of  GM." 

GM  and  all  the  world's  carmakers 
must  run  a  gauntlet  of  obstinate  technical 
and  marketing  challenges,  and  failure  to 
clear  any  single  one— like  simply  finding 
a  way  to  store  hydrogen  onboard — could 
sink  the  whole  effort.  Besides,  it's  unclear 
that  hydrogen  will  solve  any  greenhouse- 
gas  or  geopolitical  problems.  Where  is  the 
hydrogen  to  come  from?  At  the  moment 
it  comes  from  natural  gas,  oil  or  coal,  in  a 
process  that  spits  out  carbon  dioxide. 

Providing  the  fuel  is  not  GM's  prob- 
lem— Royal  Dutch/Shell  and  others  are 
working  on  that — but  GM  does  envision 
that  a  way  will  be  found  to  get  hydrogen 
without  sending  carbon  into  the  atmos- 
phere or  importing  fossil  fuels  from  the 
Middle  East.  Says  GM  Chief  Executive  G. 
Richard  Wagoner:  "The  solution  [to  an 
alternative  to  gasoline]  most  likely  not  to 
require  significant  tradeoffs  is  fuel  cells. 
So  let's  get  to  that  future." 

Hydrogen's  allure  is  threefold.  One 
plus  is  that,  apart  from  the  possibly  dirty 
business  of  generating  it,  the  gas  is  the 


cleanest  fuel  on  the  planet,  combining 
with  oxygen  to  create  H2O,  pure  wateE 
vapor.  The  next  is  that  run  through  a  fuel 
cell,  hydrogen  is  an  efficient  source  ol 
energy.  A  fuel-cell  vehicle  turns  35%  to 
40%  of  the  chemical  energy  in  the  hydro- 
gen into  mechanical  energy  to  turn  the 
wheels.  The  comparable  number  for  a 
gasoline-powered  car  is  just  18%. 

The  third  selling  point:  Hydrogen 
could,  in  principle,  deliver  energy  inde- 
pendence to  every  nation  because  it  can 
be  derived  using  any  number  of  sources — 
including  oil,  natural  gas,  nuclear  fission 
coal,  hydroelectric  power  and  wind.  The 
technology  isn't  new — a  patent  for  i 
hydrogen  internal  combustion  engine  was 
issued  in  1928,  and  a  20hp  fuel-cell  tractoi 
was  demonstrated  in  the  late  1950s.  Bui 
staggering  practical  problems  remain. 

Fuel  cells  cost  a  fortune.  Any  newl 

propulsion  system  has  got  to  at  least  match 
what  drivers  are  used  to— it  has  to  be  fast 
it  has  to  last,  it  has  to  start  up  and  run 
smoothly  in  every  kind  of  weather,  and  i 
can't  cost  tens  of  thousands  of  dollars. 

Two  hundred  GM  scientists  and  engi- 
neers are  working  on  all  four  problems  a 


Hydrogen  HitclL 

Could  your  next  car  run  on  the 
cleanest  fuel  of  all?  A  few  things 
are  getting  in  the  way. 


Where  Does  It 
Come  From? 

•  TECHNICAL  PROBLEM 
Hydrogen  is  everywhere— in 
water,  natural  gas,  oil,  coaK 
but  it  must  be  isolated  using 
heat  or  electricity. 
cost  problem  Natural  gas  is 
cheapest,  at  a  projected  cost 
of  $4  to  $5  for  the  equivalent 
of  a  gallon  of  gasoline. 
ENVIRONMENTAL.  IMPACT  If  the 
energy  tp  separate  hydrogen 
comes  from  fossil  fuels,  carbon 
dioxide  emissions  ate  worse 
than  with  gasoline. 


How  Does  If 
Get  to  Us? 

TECHNICAL  PROBLEM 
Hydrogen  is  hard  to 
ship  because  it  is  so 
diffuse.  It  might  be 
generated  at  fueling 
stations. 

COST  PROBLEM  It  takes 
25  trucks  of  hydrogen 
to  deliver  the  same 
energy  that's  in  a 
single  gasoline  truck. 
ENVIRONMENTAL 
impact  Those  trucks 
burn  diesel. 
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How  Do  You  Store  It? 

TECHNICAL  PROBLEM  To  fit  onboard,  hydrogen 
would  have  to  be  cooled,  compressed  or  fused  with 
a  yet-to-be-invented  solid. 
COST  problem  Tanks  that  can  handle  10,000 
pounds  per  square  inch  now  cost  perhaps 
$20,000.  GM  would  like  to  find  a  cheaper  way,  like 
storing  the  gas  in  a  solid  (see  illustration  below). 
ENVIRONMENTAL  IMPACT  Energy  spent  compressing, 


Sequel,  GM's 
latest  fuel-cell 
prototype,  can  go 
0  to  60mph  in 
under  10  seconds) 
and  travel  300 
miles  using 
compressed 
hydrogen. 


once  at  the  company's  fuel-cell  headquar- 
ters, a  lab  next  to  a  livestock  feed  store  in 
tiny  Honeoye  Falls,  N.Y.  They've  been 
able  to  coax  enough  power  out  of  their 
:ells,  but  the  cells  still  degrade  too  fast 
and  don't  work  well  in  freezing  weather. 

In  each  cell  hydrogen  passes  through 
a  platinum  catalyst,  which  strips  hydro- 
gen's one  electron  away  from  its  one  pro- 
ton. The  proton  then  travels  through  a 
film  just  18  microns  thick  to  oxygen  on 


up  in  the  membrane,  reducing  the  power 
of  the  system.  If  you  strengthen  the  mem- 
brane, you  lose  performance. 

The  cost  of  the  fuel  cell  is  dependent  on 
whether  it  can  be  mass-produced.  Every  12 
months  or  so  GM  develops  a  new  genera- 
tion of  fuel  cells,  and  recent  improvements 
in  power  density  and  part  streamlining  are 
impressive.  GM  says  it  must  be  able  to  build 
a  fuel-cell  system  for  $50  per  kilowatt.  UC, 
Davis'  Sperling  estimates  that  with  today's 


'We  CAN'T  HAVE  THE  CAR  HELD  HOSTAGE  to  the 
debates  about  energy  dependence." 


the  other  side.  The  hydrogen  protons 
attach  to  the  oxygen  atoms,  creating 
water.  The  hydrogen  electrons,  blocked  by 
the  membrane,  go  around  the  long  way, 
through  an  electric  motor.  To  get  enough 
voltage  to  turn  the  motors,  hundreds  of 
cells  are  stacked  in  order. 

The  film,  a  so-called  proton  exchange 
membrane,  is  delicate.  When  it's  put 
through  tests  that  simulate  typical  vehicle 
usage — 30,000  starts  and  stops,  sudden 
accelerations,  and  temperature  and  eleva- 
tion extremes — tiny  holes  begin  to  show 


technology  carmakers  could  possibly,  at 
large  volumes,  get  down  to  less  than  $500 
per  kilowatt.  At  that  cost  a  200hp  fuel  cell 
system  would  run  $75,000.  Burns  claims 
GM  can  do  better  already,  but  he  won't  say 
how  much  better. 

Says  a  confident  Andrew  Bosco,  a  GM 
fuel-cell  engineer:  "It's  not  like  banging  out 
a  new  fender,  but  it's  engineering.  We  don't 
need  a  Nobel  Prize  invention  to  get  there." 

Hydrogen  is  hard  to  put  in  a  tank.  To 

sell,  a  car  should  be  able  to  go  300  miles 


between  fill-ups.  Not  too  hard  for  gaso- 
line. A  breeze  for  diesels  and  hybrids.  A 
blinding  headache  for  hydrogen. 

This  could  be  the  thorniest  problem 
of  all.  Hydrogen  is  the  least  dense  sub- 
stance on  the  planet,  so  in  order  to  get 
enough  onboard  to  travel  300  miles, 
hydrogen  has  to  be  seriously  condensed. 
GM's  fuel-cell  vehicle  prototypes,  which 
store  hydrogen  compressed  to  10,000 
pounds  per  square  inch,  require  three 
expensive,  heavy  and  cumbersome 
carbon-fiber  tanks  to  hold  it. 

GM  and  others  have  looked  at  cool- 
ing hydrogen  to  -252  degrees  Celsius, 
when  it  becomes  a  liquid.  A  vehicle  using 
liquid  hydrogen,  though,  would  not  sur- 
vive a  two-day  stay  at  an  airport  parking 
lot — the  fuel  would  boil  off  into  the 
atmosphere.  In  the  meantime,  keeping 
the  liquid  chilled  would  burn  up  a  lot  of 
fuel.  GM  is  considering  a  system  that 
would  cool  hydrogen  to  a  slightly 
warmer  temperature,  -196  degrees  Cel- 
sius, and  put  it  under  a  modest  amount 
of  pressure,  1,000  pounds  per  square 
inch,  which  would  stem  the  boil-off  and 
be  cheaper. 

GM  has  hired  the  federally  owned  San- 


How  Do  You  Burn  It? 


TECHNICAL  problem  Fuel  cells  that  power  , 
electric  motors  are  fragile  and  prone 
to  freezing. 
COST  PROBLEM  The  power  supply  and 
storage  for  a  200hp  car  would  run 
$75,000  with  today's  technology. 

ENVIRONMENTAL  IMPACT  The  fuel 

cell  is  squeaky  clean.  Its  only 
emission  is  water. 
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dia  Nation?!  Laboratories  in  Livermore, 
Calif,  and  HRL  Labs  in  Malibu,  jointly 
owned  by  GM,  Raytheon  and  Boeing,  to 
work  on  the  method  that  holds  the  most 
promise — so-called  solid-state  storage. 
Hydrogen  molecules  in  their  pure  state 
repel  one  another  much  the  way  un- 
matched magnets  do.  But  hydrogen  can 
be  forced  into  a  tank  filled  with  powdery 
substances  called  complex  metal  hydrides, 
where  the  hydrogen  binds  with  the  hy- 
drides and  stays  put  at  room  temperature 
and  pressure.  The  powder  and  hydrogen 
could  be  stored  in  the  frame  of  the  vehicle, 
freeing  up  space  for  passengers. 

There's  a  catch.  When  hydrogen  is 
sent  into  the  solid,  the  reaction  creates 
enough  heat  to  make  a  filling  station  very 
uncomfortable.  Then,  in  order  to  get  the 
hydrogen  out  of  the  solid,  it  must  be 
heated,  which  saps  energy.  It  is  Sandia's 
task  to  engineer  a  storage  device  that 
solves  the  heat  problem.  The  laboratory  is 
18  months  into  a  four-year  contract. 

There  are  no  filling  stations  yet. 

Hydrocar  vendors  must  somehow  per- 
suade energy  companies  and  governments 
to  rebuild  the  world's  energy  infrastruc- 
ture. That  means  new  refineries  that  can 
extract  hydrogen.  New  pipelines  that  can 
contain  the  tiny  molecules.  New  trucks 
that  can  get  hydrogen  to  filling  stations. 
And  thousands  of  new  filling  stations. 

Burns  notes  that  already  50  million 
tons  of  hydrogen  are  produced  for  indus- 
trial purposes  worldwide  every  year, 
enough  to  power  200  million  vehicles. 
"There  already  is  a  hydrogen  infrastruc- 
ture," he  says.  Burns  calculates  that  12,000 
stations  in  the  country's  100  largest  cities 
would  put  70%  of  the  population  within 
two  miles  of  a  filling  station.  The  cost:  $1 
million  per  station,  or  $12  billion  total — 
half,  he  says,  of  what  it  would  cost  to  build 
the  Alaska  oil  pipeline  in  today's  dollars. 

Royal  Dutch/Shell  has  teamed  with 
GM  to  build  hydrogen  filling  stations  in 
Washington,  D.C.  and  plans  to  build 
others  in  New  York  and  California.  There 
are  other  stations  popping  up  around  the 
world,  built  by  Shell,  ChevronTexaco,  BP 
and  others.  "We  wouldn't  be  doing  this  if 
there  wasn't  a  business  opportunity,"  says 
Jeremy  Bentham,  chief  executive  of  Shell 


Hydrogen.  Shell  says  it  is  planning  for  the 
first  trickle  of  fuel-cell  cars  in  2010  and 
then  a  surge  between  20 1 5  and  2025. 

Hydrogen  isn't  there  for  the  taking. 

The  most  common  and  cheapest  place  to 
get  hydrogen  is  from  natural  gas,  by  mix- 
ing it  with  steam  heated  to  750  to  1 ,000 
degrees  Celsius.  A  two-step  reforming 
process  yields  not  only  hydrogen,  at  a  pro- 
jected cost  of  $4  to  $5  a  kilogram  (equiva- 
lent in  chemical-energy  content  to  a  gal- 
lon of  gasoline),  but  also  carbon  dioxide,  a 

B   What  "fuel  cell" 
meant  in  1911: 
Hydrogen  drove 
the  Akrons 

engines,  ^ 
spectacularly  if 
briefly. 


greenhouse  gas.  The  world's  most  abun- 
dant reserves  of  natural  gas  happen  to  b« 
found  in  the  Middle  East.  The  economic 
and  the  environmental  attributes  of  th< 
process  could  be  improved  by  using  waste 
heat  from  nuclear  power  plants  to  warn 
up  the  steam,  but  no  one's  doing  that  yet. 

Hydrogen  can  also  be  extracted  b) 
sending  electrical  current  through  water 
degrading  it  into  hydrogen  and  oxygen.  1 
is  a  well-developed  process,  but  it  takes  5( 
kilowatt-hours  of  juice,  worth  $2.50  oi 
more,  to  produce  a  kilogram  of  hydro 


Kaboom! 


The  long,  loud  history  of  hydrogen  as  a  motor  fuel. 


TO  HEAR  ECOTOPIANS  TALK,  YOU'D  THINK 
the  idea  of  running  an  engine  on 
hydrogen  was  new.  It's  not.  Dirigible 
skippers  of  the  last  century  did  it  regularly— 
though  sometimes  not  more  than  once. 

In  1911  American  airship  pioneer  Melvin 
Vaniman  built  the  Akron,  a  hydrogen-filled, 
Goodyear  Blimp-size  craft  in  which  he  and 
his  crew  intended  to  be  the  first  to  fly  across 
the  Atlantic.  Among  its  many  innovations 


were  engines  that  could,  with  the  throw  of ; 
lever,  be  run  either  off  gasoline  or  off  hydro 
gen  inhaled  straight  from  the  gasbag. 

The  idea  was  this:  If  after  burning  a  quan 
tity  of  heavy  gasoline  the  airship  became  lighi 
the  skipper  had  only  to  switch  to  hydroger 
thus  reducing  lift.  Vaniman,  says  Penn  Stati 
Abington  College  aviation  archaeologist  P.J 
Capelotti,  "was  50  years  ahead  of  his  time 
If  s  just  too  bad  he  hadn't  invented  the  back 


- 
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yen.  Nowadays  incremental  demand  for 
;lectricity  is  met  with  natural-gas- 
?urning  power  plants  that  also  produce 
;arbon  dioxide.  Someday  there  could  be 
i  string  of  nuclear  plants  built  to  supply 
ransportation  fuel. 

The  energy-guzzling  does  not  stop 
here.  It  takes  mountains  of  energy  to 
:ompress  and  transport  hydrogen. 
\uthor  Romm  calculates  it  would  take  25 
ruckloads  of  hydrogen  to  match  the 
mergy  contained  in  one  truckload  of 
jasoiine.  Donald  Anthrop,  professor 


fire  flame  arrestor." 

A  crowd  of  thousands 
massed  at  Atlantic  City  to  see  the 
Akron  off.  As  it  rose  majestically, 
Vaniman  could  be  seen  waving 
enthusiastically— a  tiny  figure, 
growing  smaller.  The  ship's 
engines  momentarily  went  silent, 
an  indication  he  was  switching 
over  from  gasoline  to  gas.  There 
followed  a  deafening  report  and 
a  fireball  whose  brilliance  left  lit- 
tle doubt  the  trip  was  off. 

German  skippers  fared  bet- 
ter, in  part  because  they  diluted 
hydrogen  with  less  explosive 
gases.  This  technique  found  its 
~£S£   apotheosis  in  I928's  Graf  Zep- 

Ipelin,  which  was  kept  aloft  by  the 
gas  in  a  row  of  16  cylindrical  cells 
of  fabric  that  collectively  dis- 
placed 3.7  million  cubic  feet.  The 
top  two-thirds  of  each  cell  held 
hydrogen,  for  lift;  the  bottom 
hird  held  Blaugas  (German  for  "blue 
!as")— a  mixture  of  hydrogen  and  other 
tydrocarbon  gases,  used  as  fuel.  Blaugas 
i/as  relatively  safe,  and  it  weighed  the  same 
s  air,  meaning  that  consumption  of  it  ren- 
lered  the  Graf  neither  heavier  nor  lighter. 
•  Running  mostly  on  Blaugas,  occasion- 
lly  on  gasoline,  the  airship  circled  the  Earth 
1 1929,  stopping  only  twice  to  refuel— the 
rst  transit  of  the  globe  by  a  passenger  air- 
raft.  Ten  years,  590  flights  (including  144 
cean  crossings),  13,110  passengers  and 
lore  than  a  million  miles  later,  the  Graf 
Jtired,  having  set  an  enviable  safety  record. 

—Alan  Farnham 


emeritus  of  environmental  studies  at  San 
Jose  State  University,  concludes,  in  a 
recent  white  paper:  "A  transition  from 
gasoline  to  hydrogen  would  nearly  dou- 
ble net  greenhouse  gas  emissions  attrib- 
utable to  passenger  vehicles." 

With  so  many  decks  steeply  stacked 
against  GM,  why  does  it  even  bother  with 
hydrogen?  Hydrogen  has  the  virtue  of 
removing  the  auto  industry  from  the 
environmental  debate,  even  if  it  creates 
the  same  or  more  pollution  upstream.  As 
Burns  likes  to  point  out:  "If  we  want  to 
have  our  market  capitalization  approach 
that  of  other  industries,  we  can't  have  the 
car  held  hostage  to  the  debates  about 
energy  dependence,  resource  usage, 
global  climate  change." 

Burns  argues  that  gas/electric 
hybrids — the  current  darling  of  environ- 
mentalists— aren't  the  answer.  If  the 
nation  switched  to  them  entirely,  he  says, 
our  oil  consumption  would  be  higher 
than  ever  in  just  six  years  and  growing 
nearly  as  fast  as  it  is  now,  because  hybrids 
improve  fuel  economy  by  only  25%. 

GM  also  likes  the  prospect  of  stream- 
lined manufacturing.  Burns  says  a  fuel- 
cell  vehicle  has  one-tenth  the  number  of 
parts  of  a  traditional  internal  combustion 
engine.  GM  sells  29  types  of  engines, 
made  in  28  factories  around  the  world, 
and  20  transmissions,  made  in  another  20 
factories.  One  fuel-cell  factory,  however, 
could  make  propulsion  systems  for  every 
size  and  shape  of  vehicle. 

GM  is  not  betting  the  entire  company 
on  hydrogen:  It  is  working  on  diesel  engines 
with  help  from  Fiat,  on  six-speed  trans- 
missions with  help  from  Ford  and  on  hy- 
brids with  help  from  DaimlerChrysler.  At 
the  moment,  though,  the  European  Daim- 
ler is  well  ahead  in  diesels,  and  Toyota  is 
well  ahead  in  hybrids.  Fuel  cells  hold  out 
the  best  hope,  however  remote,  of  putting 
GM  back  in  the  position  of  world  automo- 
tive leader  that  it  once  commanded. 

While  the  rest  of  the  company  works 
to  shave  another  5%  off  the  costs  of  sup- 
plies and  wrestles  with  the  union  to  close 
plants  here  and  there  and  give  up  some 
health  care  benefits,  Burns  could  cut  GM's 
Gordian  knot  with  the  simplest  element 
in  the  universe.  Can  it  happen  in  time  to 
make  a  difference  to  GM?  Unlikely.  F 


WHO  SAID  INDUSTRIAL  POLICY  WAS 
dead?  President  Bush  has 
promised  to  invest  $1.7  billion 
over  five  years  to  speed  research  and 
development  of  hydrogen-fuel-cell  vehi- 
cles. Many  states  are  jumping  aboard  the 
hydrogen  balloon,  too,  offering  programs 
and  incentives  to  woo  companies  and 
add  jobs.  Some  examples. 

CALIFORNIA  Hydrogen  Highway  envi- 
sions up  to  100  hydrogen  fueling  stations 
by  2010  at  an  average  cost  of  $1  million 
each.  Sixteen  stations  are  running  now. 

FLORIDA  Proposal  for  $2  million  in  tax 
breaks  for  fuel-cell  makers  and  tax  incen- 
tives for  consumers;  $13  million  in  match- 
ing grants  for  hydrogen  research.  Total 
cost:  $15  million. 

MICHIGAN  Proposed  $2  billion  bond 
would  finance  subsidies  for  advanced 
vehicle  research  and  other  technologies. 

OHIO  $100  million  incentive  program  en- 
acted in  2002  includes  low-cost  loans  and 
other  rewards  for  job  creation,  research 
grants  and  worker  training. 

CONNECTICUT  Clean  Energy  Fund  uses 
75-cent  surcharge  on  electric  rate  payers 
for  new  technologies  in  clean  energy.  So 
far  $29  million  invested  in  fuel  cells. 

NORTH  CAROLINA  Proposed  Advanced 
Vehicle  Research  Center  on  630  acres, 
including  2.5-mile  test  track  and  labs, 
would  cost  $45  million.    —Joann  Muller 
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A  smiling  Vijay  Singh  on  the  driving  range 

WlienVijay  Singh  arrives  in 
New  Orleans  this  month  to  defend 
his  title,  he  will  find  a  tournament 
that  has  a  new  sponsor  —  Zurich 
Financial  Services  —  being  played 
on  a  new  course,  the  Tournament 
Players  Club  of  Louisiana,  which 
was  carved  out  of  a  swamp  by 
famed  architect  Pete  Dye,  assisted 
by  PGA  TOUR  members 
Steve  Elkington  and  Kelly  Gibson. 

The  Zurich  Classic  of  New  Orleans  marks  the 
first  time  the  Swiss-based  global  insurance  group 
has  sponsored  a  major  sporting  event  in  the  U.S. 

"Zurich  is  thrilled  to  be  part  of  the  tradition, 
excitement  and  good  works  that  make  the 
Zurich  Classic  of  New  Orleans  a  premier  PGA 
TOUR  event,"  said  Craig  Fundum,  Zurich's 
chief  marketing  officer  for  North  America. 
"There  is  no  better  place  than  New  Orleans  to 
host  our  U.S.  and  global  business  parniers  and 
clients.  When  you  add  to  this  the  important  work 
that  the  Fore!  Kids  Foundation  (the  tourna- 
ment's principal  charity)  does  for  children  in  the 
region,  which  mirrors  our  corporate  principal  of 
giving  back  to  communities,  you  can  see  why 
this  event  was  such  a  positive  fit  for  Zurich." 

New  Orleans  hosted  its  first  PGA  TOUR 
event  in  1938,  and  over  the  vears  it  has  pro- 
duced champions  such  as  Byron  Nelson, 
Lloyd  Mangrum,  Billy  Casper,  Gary  Player, 


THE   PGA   TOUR   WINNER'S  CIRCLE 

New  Orleans  Welcomes  a 
New  Sponsor,  a  New  Course, 
and  Vijay  Singh 


Jack  Nicklaus,  LeeTrevino,Tom  Watson,  Seve 
Ballesteros  and  Ben  Crenshaw,  players  who  are 
also  members  of  the  World  Golf  Hall  of  Fame. 

In  Singh,  the  tournament  has  another  champi- 
on who  seems  to  be  a  perfect  candidate  to  be 
elected  into  this  select  group,  if  only  for  his 
remarkable  performance  in  2004. 

Singh  came  into  the  2004  season  with  15 
TOUR  victories,  including  a  Masters  and  PGA 
Championship,  and  arrived  in  New  Orleans  hav- 
ing already  won  the  AT&T  Pebble  Beach 
National  Pro-Am  and  the  previous  week's  Shell 
Houston  Open.  Singh  won  by  a  stroke  over  Phil 
Mickelson  and  Joe  Ogilvie,  giving  a  hint  of  what 
was  to  come  for  the  rest  of  the  season.  He  went 
on  to  win  nine  times  (only  the  sixth  player  in 
TOUR  history  to  win  that  many  tournaments  in 
a  year),  including  a  second  PGA  Championship, 
en  route  to  winning  the  Jack  Nicklaus  Award  as 
the  TOUR's  Player  of  the  Year.  He  also  won  a 
record  $10,905,166  and  the  Arnold  Palmer 
Award  as  the  leading  money  winner  —  his  sec- 
ond straight  —  unseating  Tiger  Woods  from  atop 
the  Official  World  Golf  Rankings. 


issue  of  Golf  Digest,  cut  it  out  and  tacked  it 
his  wall,  studying  it  almost  daily.  After  turn 
professional  in  1 982,  he  divided  his  time  betwi 
the  PGA  TOUR  and  tournaments  in  evi 
conceivable  corner  of  the  planet,  winning 
international  events. 

Singh  is  widely  admired  for  his  work  etl 
which  has  been  compared  favorably  to  no  lei 
player  than  Ben  Hogan.  When  he  turned  4f 
2003,  he  seemed  to  redouble  his  efforts,  prac 
ing  and  working  out  like  a  man  possessed. 

"If  I  miss  a  day  of  golf,  I  try  to  make  up 
it  the  next  day  to  see  what  I've  missed,"  Sin 
explained.  "My  biggest  fear  is  losing  my  . 
swing.  I  don't  want  to  wake  up  one  day 
say, 'How  am  I  supposed  to  play  this  game 
don't  have  more  than  five  or  six  years  to  j 
at  this  level.  If  I  can  just  keep  doing  what 
doing,  I  don't  have  to  fear  anything." 

Singh  has  generously  shared  his  success  V 
those  less  fortunate. 

After  a  series  of  hurricanes  ravaged  Flor 
Singh  donated  more  than  $150,000  of  his  \v 
mngs  in  the  Crestor  Charity  Challenge  to  re 


"I  never  thought  I'd  be  sitting  here  as  the  best 
player  in  the  world,"  he  said  at  the  end  of  the  sea- 
son. "It  feels  great,  all  the  hard  work,  all  that  I've 
come  through,  all  of  the  people  that  helped  me 
through  the  years.  Obviously  it's  been  a  journey, 
something  that  cannot  be  forgotten." 

A  journey,  indeed. 

To  say  that  Singh  is  an  unlikely  champion  is  .in 
understatement  of  some  considerable  note.  He 
was  born  and  raised  in  Fiji  —  a  place  better 
known  for  its  devotion  to  cricket  —  and  learned 
the  game  from  his  father,  an  airplane  technician 
who  taught  golf  on  the  side.  In  the  mid-1970s  he 
saw  a  sequence  of  Tom  Weiskopf  s  swing  in  an 


programs.  Through  his  Vijay  Singh  Foundat 
he  and  his  wife,  Ardena,  and  son,  Qass,  establis 
funding  to  help  support  programs  for  battu 
women.  And  in  the  wake  of  the  tsunami  disa 
in  the  Pacific,  he  donated  a  car,  golf  clubs 
tournament  tickets  for  an  auction  on  eBay. 

"At  this  critical  time,  I  hope  the  funds  ral 
through  this  auction  can  make  a  small  dii 
ence,"  Singh  said.  "More  importandy,  I  hop 
will  encourage  others  to  get  involved  by  opei 
their  hearts  and  giving  in  any  way  the\  can.' 


WEB  DIRECTORY: 
www.zurich.com 
www.zunchgolfclassic.com 


We'd  like  to  thank  the  people  of  New  Orleans  for  quietly  welcoming  the  Zurich  Classic. 
And  we'd  love  to  tell  the  world  about  our  long  and  successful  history  in  insurance.  But  for 
now,  we'll  have  to  keep  it  down  and  enjoy  some  great  golf. 

April  28-29  on  USA  Network  and  April  30-May  1  on  CBS. 

V£  ZURICH 
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Baseball 


Secret 


The  small-market  MARINERS  have  been  baseball's  most 
profitable  team  the  past  five  years.  Part  of  their  success  is 
making  sure  no  one  knows  it  |  By  Victoria  Murphy 


LAST  YEAR  THE  SEATTLE  MARINERS  HAD  AN 
abysmal  season,  winning  63  games  and  losing 
99.  It  was  the  worst  record  in  the  American 
League  West  Division.  But  never  mind.  During 
the  past  five  years  the  team  has  averaged  $163 
million  in  revenues,  behind  only  the  Boston  Red  Sox, 
New  York  Yankees  and  Mets.  According  to  documents 
filed  with  a  public  stadium  authority,  which  owns  the 
Mariners'  stadium,  last  year  the  team's  operating  income 
(in  the  sense  of  earnings  plus  depreciation  and  amortiza- 


tion, minus  capital  improvements)  was  $10.8  million.  By 
contrast,  baseball's  most  valuable  team,  the  Yankees,  had 
an  operating  loss  of  $37  million  last  year. 

FORBES  estimates  the  Mariners'  worth  at  $414  mil- 
lion, the  fifth  highest  in  baseball,  and  63  times  their  1977 
initial  price  tag  of  $6.5  million. 

How  can  a  small- market  baseball  team  be  so  rich? 
Most  of  the  credit  goes  to  the  Japanese.  Fifty-four  percent 
owner  Nintendo  ($4.9  billion  sales)  spent  big  bucks  four 
years  ago  to  sign  Ichiro  Suzuki,  a  speedy  right  fielder  who 
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had  established  himself  as  one  of  the  best  players  in  Japan.  Last 
year  Ichiro,  as  his  fans  call  him,  had  262  hits,  breaking  the  single- 
season  hit  record  (257)  of  St.  Louis  Browns  legend  Gorgeous 
George  Sisler  set  in  1920. 

Attendance  at  Safeco  Field  jumped  12%  in  Ichiro's  first  sea- 
son. Since  then  attendance  has  averaged  3.3  million,  the  fourth 
highest  among  baseball's  30  teams. 
In  late  2003  the  team  re-signed 
Ichiro  for  four  years  at  $12  million  a 
season.  Gne  of  25  players,  he  collects 
14%  of  the  team  payroll.  He  also 
makes  maybe  $6  million  a  year  by 
appearing  in  ads. 

Ichiro  fans,  in  both  the  U.S.  and 
Japan,  afford  him  rock  star  status.  In 
one  Seattle  television  ad  campaign 
Ichiro  hits  the  ball,  then  catches  it 
himself.  Ichiro  trinkets  adorn  cell 
phones  in  Japan,  where  the 
Mariners'  theme  song  is  a  popular 
ring  tone.  Dentsu,  Japan's  largest 
advertising  firm,  says  Ichiro  is  the 
country's  most  marketable  personal- 
ity. Ichiro  jerseys  and  merchandise 
have  outsold  those  of  all  other 
Mariners,  including  former  stars 
Randy  Johnson,  Ken  Griffey  Jr.  and 
Alex  Rodriguez. 

The  Mariners  rank  third  in  tele- 
vision ratings — measured  as  a  share 
of  each  team's  local  market — behind 
the  Red  Sox  and  the  Cardinals.  Five 
years  ago  the  team  negotiated  a  ten- 
year  deal  with  Fox  worth  $250  mil- 
lion. Only  the  Yankees,  Mets  and 
Braves  generate  more  local  media 
revenue.  "I've  never  seen  such  a 
phenomenon,"  says  Mark  Shuken, 
general  manager  of  Fox  Sports  Net 
Northwest. 

Japanese  tour  operators  specialize  in  Ichiro-watching  trips  to 
Seattle.  Dozens  of  Japanese  fans  were  in  Safeco's  so-called  Area  5 1 
(Ichiro's  number)  last  October  when  he  got  his  record-breaking 
258th  hit.  The  ballpark  sells  sushi  rolls,  and  Seattle  restaurants  like 
El  Gaucho,  a  steakhouse,  have  menus  printed  in  Japanese. 
Tourists  from  Japan  account  for  6%  of  sales  at  the  downtown 
Executive  Pacific  Plaza  Hotel;  pre-Ichiro  their  share  was  less  than 
half  a  percent.  "They  are  good  shoppers,"  says  Michael 
Curhmings,  head  of  Sports  Den,  a  three-store  chain  in  Seattle. 
Japanese  buyers  account  for  10%  of  his  baseball  business. 

As  successful  as  the  team  is,  nobody  in  management  reallv 
likes  to  talk  about  it.  Mariners  President  Charles  Armstrong, 
who  declined  an  interview  with  FORBES,  instead  told  a  Seattle 
reporter  in  March,  "We'll  see  FORBES  magazine  come  out  and 
say  we're  making  all  this  money.  But  in  essence  we're  not. 


By  the  Numbers 

SELLOUT 

Bigger  doesn't  have  to  be  better  in  baseball.  For 
a  small-market  team,  the  Mariners  do  very  well. 

Total  revenues  m  "  "  °°  4th 

Operating  profits1  $17  million  1st 
Player  costs  $84  million  7th 

Media  revenues  $53  ^  5th 

Attendance  3.3  million  3rd 
Market  size  2  5  million  £.UIII 


Figures  are  five-year  averages.  'Earnings  before  interest,  taxes 
depreciation  and  amortization.  Source:  Forbes. 


According  to  Armstrong,  the  Mariners  just  barely  brok 
even — if  you  exclude  gains  from  an  unpaid  salary  for  a  playe 
who  quit  the  team  but  include  a  charge  for  depreciation  am 

amortization. 

By  not  bragging,  maybe  Armstrong  hopes  his  player 
won't  ask  for  more  money.  The  Mariners'  payroll  last  seaso 
was  only  $85  million,  or  just  509 
of  revenue.  Teams  with  similar  rev 
enues,  like  the  Dodgers,  Cubs  an 
Mets,  all  spent  at  least  57%  of  thei 
revenue  on  players  last  year. 

The  team  charges  an  average  c 
$24  per  ticket,  fifth  highest  in  thi 
league.  According  to  Chicago 
Team  Marketing  Report,  a  family  c 
four  is  going  to  spend  $173  at  th 
ballgame,  including  parking  an 
food;  the  league  average  is  $156 
Pretty  good  for  the  owners,  wh 
persuaded  King  County  taxpayer 
to  pick  up  63%  of  the  $517  millio 
bill  for  construction  of  the  six-yeai 
old  stadium.  It's  the  most  expensiv 
ballpark  ever  built. 

Also  helping  the  bottom  line  is 
sweetheart  stadium  deal.  The  tear 
runs  the  stadium  and  keeps  all  rev 
enue  from  food  and  beverages,  suite 
and  parking.  In  addition,  the  Marine: 
book  150  to  180  nonbaseball  even 
like  graduations,  parties  and  prorr 
each  year,  from  which  they  genera 
an  estimated  $5  million  to  $8  millioi 
The  team  does  not  have  to  begi 
sharing  10%  of  its  operating  profi 
with  the  county  (as  specified  in  th: 
1996  lease)  until  the  team's  "cumul; 
tive  net  loss"  is  eliminated. 

The  team's  cumulative  net  lo; 
in  1999,  when  the  agreement  began,  was  $200  million,  includir 
$47  million  in  aggregate  losses  from  1995  to  1999,  plus  $lf 
million  in  stadium  debt.  With  the  cumulative  loss  current 
down  to  $108  million,  it  will  be  years  before  the  team  has  to  foi 
over  any  profits  to  the  county.  Says  Richard  Walden,  a  teai 
lender  for  J.P.  Morgan  Chase:  "Tr 
Mariners  have  one  of  the  best  stadiui 
deals  in  the  history  of  baseball." 
But  don't  tell  anyone. 

Please  turn  the 
page  for  our  special 
Major  League  Baseball 
foldout. 
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IOW  WHEN  SOMEONE  ASKS, 
VHAT  DO  YOU  GOT  IN  THAT  THING?1 


GRAB  LIFE  BY  THE  HORNS 

DODGE 


THE  ALL-NEW  DODGE  MAGNUM  RT,  OPEN  IT  UP  FROM  EITHER  END.  Up  front,  a  best-in-class*  340  horsepower 
5.7-liter  HEMIB  V8  for  tire-smoking  performance.  And  in  back,  up  to  71.6  cubic  feet  of  cargo  space  for  maximum 
versatility.  Now  when  you  hear,  "What  do  you  got  in  that  thing?"  you  can  show  them  in  more  ways  than  one. 

Visit  clodge.COm  Or  Call  800-4ADODGE.    *Based  on  Ward's  2004  Middle  Cross/Utility  vehicle  segmentation.  Properly  secure  all  cargo. 
For  more  information  about  Chrysler  Financial,  ask  your  local  dealer.  ■ 


★  *  ★  ★  *  HIGHEST  GOVERNMENT 
FIVE-STAR      FRONTAL  CRASH  TEST  RATING 


THE  ALL-NEW  2005  DODGE  MAGNUM. 
STARTING  AT  $22,695. 


VELOCITY 

•  AVAILABLE  5.7L  HEMI  V8  ENGINE 

Best-in-class'  340  horsepower 
Best-in-class-  390  Ib-ft  of  torque 

•  3.5L  HIGH  OUTPUT  V6  ENGINE  ON  SXT 
•2.7LV6  ENGINE  ON  SE 

•  AVAILABLE  ALL-WHEEL  DRIVE  (SXT,  RT) 

•  STANDARD  FIVE-SPEED  AUTOMATIC 
TRANSMISSION  WITH  AUTOSTICK  (V8) 

Four-speed  automatic  (V6) 

•  ALL-NEW  FOUR-WHEEL  INDEPENDENT 
SUSPENSION  FOR  WORLD-CLASS  HANDLING 

•  AVAILABLE  ELECTRONIC  STABILITY 
PROGRAM1  WITH  EMERGENCY 
BRAKE  ASSIST 

•  AVAILABLE  ALL-SPEED  TRACTION 
CONTROL  WITH  FOUR-WHEEL  DISC 
ANTILOCK  BRAKE  SYSTEM 

•  STANDARD  18-INCH  POLISHED 
ALUMINUM  WHEELS  (RT) 

17-inch  wheels  (SE,  SXT) 

•  MULTI-DISPLACEMENT  SYSTEM  (V8) 

Seamlessly  switches  between  four-  and  eight- 
cylinder  mode  for  improved  fuel  economy* 


VERSATILITY 

•  SEATING  FOR  UP  TO  FIVE 

•  60/40  SPLIT-FOLD  REAR  SEATS 

Provides  up  to  71.6  cu  ft  of 
cargo  volume 

•  UNIQUE  ACCESS  LIFTGATE 

•  REMOVABLE/REVERSIBLE  TRI-FOLD 
CARGO  FLOOR 

Bi-level  with  deep  side  cargo  wells 

•  OPTIONAL  FRONT  AND  REAR 
SIDE-CURTAIN  AIR  BAGS 

•  OPTIONAL  SIRIUS  SATELLITE  RADIO 
AND  BOSTON  ACOUSTICS 
AUDIOPHILE  SOUND  SYSTEM 

Six  speakers,  276-watt 
digital  amplifier 

•  AVAILABLE  IN-DASH  DVD-BASED  GPS 
NAVIGATION  SYSTEM 

•  AVAILABLE  UCONNECT 
VOICE-ACTIVATED,  HANDS-FREE 
COMMUNICATION  SYSTEM 

•  AVAILABLE  POWER  ADJUSTABLE  PEDALS 

•  AVAILABLE  INFRARED  DUAL  ZONE 
AUTOMATIC  TEMPERATURE  CONTROL 


GRAB  LIFE  BY  THE  HORNS 


DODGI 


FIVE-STAR 


HIGHEST  GOVERNMENT 
FRONTAL  CRASH  TEST  RATING 


"Based  on  Ward's  2004  Middle  Cross-  Utility  Vehicle  Segmentation.  TNo  system,  no  matter  how  sophisticated,  can  repeal  the  laws  of  physics 
^  or. overcome  careless  driving  actions.  Performance  is  limited  bv  available  traction,  which  snow,  ice  and  other  conditions  can  affect.  When  ESP 
54>n     warning  lamp  in  the  speedometer  flashes,  the  driver  needs  to  use  less  throttle  and  adapt  speed  and  driving  behavior  to  prevailing  road  conditions. 
.        Atways  drive  carefully,  consistent  with  conditions.  Please  always  wear  your  seat  belt.  =  17  EPA  est  city  mpg.  25  EPA  est  hwv  mpg  for  5.7L  HEMI  V8. 
V.  ;  SAIv^ays  use  seat  belts.  Remember,  a  backseat  is  the  safest  place  for  children  12  and  under.  "SIRIUS" and  the  SIRIUS  dog  logo  are  registered 
5?  v  .  trademarks  of  SIRIUS  Satellite  Radio  Inc.  For  more  information  about  Chrysler  Financial,  ask  your  local  dealer. 


Free  Speech 


Liberty, 

European-Style 


he  EU  has  funny  ideas  about  human  rights.  For  example,  the  idea 
hat  free  speech  is  not  among  those  rights  |  By  Dan  Seligman 


VIEWED  FROM  3,000 
miles  away,  the  Euro- 
pean Union  looks  like 
a  kind  of  parallel 
United  States.  On  both 
des  of  the  Atlantic,  living  stan- 
ards  are  high,  government  is 
jmocratic  and  educated  people 
>eak  English. 

View  it  up  close  and  you  see 
riking  differences.  One  of  them 
that  America  has  the  First 
mendment  and  Europe  doesn't, 
au  can  argue  endlessly  about 
hether  the  Founding  Fathers 
itended  the  free  speech  clause — 
Congress  shall  make  no  law  . . . 
bridging  the  freedom  of 
>eech" — to  protect  flag-burning 
id  nude  dancing.  But  news  sto- 
es  from  assorted  Old  World 
smocracies  make  a  persuasive 
ise  that  they  badly  need  a  First 
mendment  over  there.  Not 
npeded  by  one,  governments 
igage  in  a  degree  of  speech  sup- 
ression  unimaginable  in  the  U.S. 

A  lot  of  the  suppression  takes 
ace  via  national  "speech  codes" 
>mewhat  similar  to  those 
lposed  on  numerous  American 
impuses  in  the  1990s  but  repeatedly 
ruck  down  by  First  Amendment  rul- 
gs.  Here,  for  example,  is  a  news  story 
roadcast  by  the  BBC)  reporting  that 
roatia,  currently  a  candidate  for  EU 
embership,  is  broadening  its  laws 
;ainst  "hate  speech"  so  that  it  would  be 
iminal  to  engage  in  "spreading  racism 

In  Sweden  they  ban 

and  f  em 


economic  problems  re- 
flected low  intelligence, 
not  the  heritage  of  colo- 
nialism. (He  was  eventu- 
ally cleared.) 

Sweden    has    a  law 
barring  "inflammatory" 
remarks  directed  at  racial 
or  religious  groups,  or 
homosexuals.  A  pastor 
who  had  delivered  an  anti- 
gay  sermon  was  sentenced 
to  a  30-day  jail  term,  was 
then  acquitted  on  appeal 
and  is  now  awaiting  the 
outcome   of  a  further 
appeal  to  the  country's 
Supreme  Court.  Sweden 
also  has  a  "minister  for 
gender  equality,"  who  has 
decreed  that  male-female 
behavioral  differences  "are 
created  by  upbringing,  cul- 
ture, economic  conditions, 
power  structures  and  polit- 
ical ideology."  The  gender 
equality  minister's  ruling 
was  recently  assailed  by  a 
columnist  for  the  influen- 
tial Stockholm  newspaper 
Aftonbladet,  who  said  the 
ruling  had  prevented  publication  of  a 
book  that  included  an  interview  with  a 
neurobiologist  discussing  male-female 
brain  differences.  Many  of  the  speech 
codes  target  neo-Nazi  sympathizers  who 
deny  or  minimize  the  Holocaust,  and 
there  have  been  numerous  prosecutions 
under  these  laws  in  France  and  Germany. 

It  sounds  incredible,  or 

books  suggesting  that  i       p°ssibK/ not  but  amon§ the 

■  II     i         i .  ft  .  greatest  threats  to  free  speech 

inlaCTUaUy  D£dlTterent.         in  Europe  is  a  document 


and  xenophobia."  Here  is  another  story 
reporting  that  a  respected  political  scien- 
tist in  Finland — he  happens  to  be  the 
father  of  the  country's  prime  minister — 
was  being  investigated  by  the  "central 
criminal  investigation  department"  for 
an  interview  he  gave  to  a  newspaper,  in 
which  he  expressed  the  view  that  Africa's 
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DESTINATION:       MEXICO  CITY 


Five  Star  Luxury.  Ten  Fold  Charm. 


Discover  the  luxuries  of  a  large  hotel  in  an  intimate,  boutique  hotel 
setting.  Located  in  the  thriving  Financial  District,  Marquis  Reforma 
features  spectacular  service,  a  fabulous  holistic  spa  and 
dynamic  Business  Center.  For  a  five  star  experience, 
stay  at  Marquis  Reforma,  Mexico  City's  best  address. 

m 

MARQUIS  REFORMA 

HOTEL/SPA/  MEXICO  CITY 
Mexico  City's  Best  Address. 
www.  ma  rqu  is  rcfo  rma.com 


Lor  reservations,  ca  II  1.800.235.2387 
or  52.55.5229.12.00  (direct) 


A 


Visit  our  sister  hotel 
'<diik    in  Los  Cabos... 
Presorts  Marquis  Los  Cabos 

www.rnarquisloscabos.com 


A  member  of 

cIhfF1eadingHotels  ofthfWorkl 


called  the  Charter  of  Fundamenti 
Rights.  The  charter,  proclaimed  at  an  E 
summit  in  2000  and  now  incorporate 
into  the  provisional  EU  Constitulior 
comprises  a  blizzard  of  rights:  rights  f( 
children,  for  women  (they  have  a  right  t 
preference  in  areas  wherein  they  at 
underrepresented),  for  asylum-seeker 
for  workers  and  employers  (both  are  sa 
to  have  a  right  to  collective  bargaining 
for  murderers  (they  have  a  right  not  t 
suffer  capital  punishment)  and  for  th 
disabled.  There  is  a  right  to  marry,  a  rig! 
to  privacy,  a  right  to  a  good  educatio 
and  a  lot  more — including  a  right  to  fre 
dom  of  expression.  These  rights  are  em 
merated  in  53  articles.  But  the  final  artic 
is  not  a  right.  Headed  "Prohibition  c 
abuse  of  rights,"  it  states:  "Nothing  in  th 
Charter  shall  be  interpreted  as  implyin 
any  right  to  engage  in  any  activity  . 
aimed  at  the  destruction  of  any  of  tr 
rights  and  freedoms  recognized  in  th 
Charter  or  at  their  limitation." 

This  seems  highly  problematic, 
someone  were  to  mount  a  campaig 
favoring  the  death  penalty,  or  opposir 
collective  bargaining,  or  opposing  prefe 
ences  for  women,  or  limiting  the  optioi 
of  asylum-seekers,  this  would  plainly  cor 
stitute  an  effort  to  destroy  rights  recoj 
nized  in  the  Charter — an  activity  chara 
terized  as  an  "abuse  of  rights"  an 
therefore  prohibited.  The  Bruges  Grou 
a  think  tank  in  London,  has  published  a 
essay  arguing  this  case.  The  essay  ws 
written  by  Brian  Hindley,  a  British  econo 
mist,  and  was  endorsed  (in  a  prefatoi 
note)  by  Oliver  Letwin,  who  is  no 
Chancellor  of  the  Exchequer  in  the  Toi 
"shadow  cabinet." 

The  threat  posed  by  the  final  artic 
has  thus  far  received  little  publicity,  and 
seems  safe  to  say  that  very  few  Brits  a 
aware  of  an  EU  threat  to  freedom  • 
speech  on  their  island.  It  also  appears  th 
very  few  members  of  the  EU  bureaucrat 
are  aware  of  Hindley's  argument.  It  w; 
certainly  news  to  the  bureaucrat  I  di 
cussed  it  with — a  European  Commissic 
spokesman  on  cultural  issues — wh 
immediately  pronounced  it  nonsense. 

But  who  never  properly  accounted  f< 
the  plain  wording  of  the  Charter,  or  his  coi 
tinent's  ragged  record  on  free  speech. 


If  you  knew  cancer 
was  the  deadliest 
childhood  disease, 
you'd  be  in  a  Hump 

TO  GROW  UP  TOO. 


Thirty  percent  of  children  with  cancer  today 
won't  live  long  enough  to  graduate  from 
college.  Our  kids  deserve  better.  Help 
us  support  research  that  can  help  them  live 
longer,  healthier  lives.  Call  1.800.458.6223 
or  visit  www.ConquerKidsCancer.org. 
With  your  help  today,  we  can  give  them 
more  .tomorrows. 

THE  BK.INNINO  or  nir  end  mf\^^jM 
TOR  CHILDHOOD  CANCER.  B.flVV 


Formerly  the  National  Childhood 
Cancer  Foundation 


Retirement  Ripoff 


Costly  Lesson 

Some  of  the  biggest  names  in  insurance  peddle  lousy  retirement 
plans  with  high  fees  and  low  returns.  One  and  a  half  million  teachers  blithely 
signed  up  for  these  dogs— often  with  their  unions'  blessing. 

By  Neil  Weinberg 


TEACHER  MICHAEL 
Cangelosi  wandered 
into  the  faculty 
lounge  of  his  grade 
school  in  Derwood, 
Md.  at  lunchtime  one 
day  nine  years  ago, 
and  a  well-dressed  man  on  the  sofa  beck- 
oned to  him  with  a  plate  of  cookies  and  an 
offer  of  free  advice. 

The  adviser  was  a  salesman  for  AIG 
Valic,  the  largest  vendor  of  retirement  sav- 
ings plans  for  teachers.  He  later  whipped 
out  colorful  charts  illustrating  how  Can- 
gelosi, then  in  his  mid-20s  and  with  only  a 
few  thousand  dollars  saved,  could  avoid  a 
trip  to  the  poorhouse  by  setting  up  a  tax- 
deferred  teachers'  retirement  plan.  A 
brochure,  listing  some  mutual  funds, 
touted  no  initial  sales  commissions  and  fees 
as  low  as  $3.75  a  quarter. 

Sold:  In  the  next  eight  years  Cangelosi 
put  $14,200  into  his  retirement  plan.  Belat- 
edly, last  summer  he  addressed  the  ques- 
tion of  whether  he  was  doing  as  he  hoped. 
By  the  time  he  bailed  out  and  paid  a  $500 
kill  fee,  he  ended  up  with  all  of  $13,655 — 


$550  less  than  what  he  had  invested  over  all 
those  years.  Why?  One  big  reason  was  that 
he  had  been  paying  fees  of  2%  a  year,  two  to 
three  times  the  rate  charged  by  big  mutual 
funds.  This  during  a  time  when  a  low-cost 
S&P  Index  fund  would  have  returned  95%. 

"It  was  a  stinging  feeling  to  realize  that, 
for  eight  years,  I  could  have  been  paying  so 
much  less  for  better  investments,"  says 
Cangelosi.  He  has  since  switched  his  falter- 
ing retirement  plan  to  TIAA-CREF,  the  giant 
investment  firm  set  up  for  educators — for 
what  he  says  is  only  one-fifth  the  annual 
AIG  fees. 

Cangelosi  was  attracted  by  the  idea  of 
investing  in  mutual  funds  but  in  fact  had 
been  lured  into  buying  an  insurance  plan 
that  can  best  be  described  as  a  coals-to- 
Newcastle  investment.  The  AIG  Valic 
agent  had  sold  the  teacher  a  variable  an- 
nuity, a  basket  of  half  a  dozen  mutual 
funds  wrapped  in  a  life  insurance  policy. 

This  type  of  insurance  doesn't  pay  your 
surviving  family  a  million-dollar  jackpot  if 
you  die  suddenly — it  promises  only  to  pay 
back  the  money  you  had  put  into  it,  plus 
any  extra  returns  it  earned  The  main  appeal 


of  variable  annuities  is  their  tax  deferral,  ye 
Cangelosi  already  had  that  in  his  retiremen 
plan.  The  main  downside  to  annuities  is  stif 
fees,  often  2%  or  3%  a  year.  AIG  Valic  says  i 
has  revised  its  sales  literature  to  more  accu 
rately  portray  the  product. 

Yet  roughly  1.5  million  teachers  at  th 
nation's  public  schools  have  put  thei 
retirement  savings  into  insurance  plans,  fo 
a  total  $  1 20  billion  in  assets.  The  business  i 
stoked  by  some  of  the  biggest  names  ii 
insurance:  AIG,  the  world's  largest  insurei 
ING;  AXA;  and  MetLife.  Some  firms  pa 
first-year  commissions  as  high  as  9%  ti 
agents,  who  troll  school  campuses  fo 
prospects. 

"School  districts  don't  provide  educa 
tioh  [about  retirement  accounts],"  say 
Daniel  Otter,  a  teacher  and  operator  of 
Web  site,  403bwise.com.  "So  the  first  tim 
most  teachers  hear  of  them  is  when  a  sales 
man  shows  up  in  the  lounge  selling  annu 
ities  larded  with  high  fees  and  surrende 
charges." 

Teachers  unions  are  complicit  partnei 
in  this  dubious  pursuit.  Insurers  cut  murk 
deals  with  labor  unions  to  buy  exclusive  ac 
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cess  to  their  members,  sometimes  paying 
the  unions  millions  of  dollars  in  fees  in  ex- 
change for  the  unions'  endorsement  of 
their  annuity  plans.  Invariably  this  foists  on 
teachers  some  of  the  most  expensive  an- 
nuity products  around. 

"Unions  play  a  very  large  role  in  teach- 
ers' decision  making,"  says  Michael 
Beczkowski,  a  consultant  with  Bolton  Part- 
ners who  evaluates  retirement  plans  for 
school  districts.  "Some  companies  offering 
these  plans  make  large  union  donations,  so 
it's  very  difficult  to  get  rid  of  them  even  if 
their  products  are  substandard.  The  par- 
ticipants pay  for  it." 

The  National  Education  Association, 
with  2.7  million  members;  the  American 
Federation  of  Teachers,  with  1.3  million 
people  in  its  ranks;  and  New  York  State 
United  Teachers,  with  half  a  million  mem- 
bers, all  endorse  high-cost  annuity  prod- 
ucts. The  NEA  won't  disclose  the  fees  it 
receives  from  its  retirement  savings 
provider,  Security  Benefit,  a  firm  in  Topeka, 
Kans.  But  one  source  says  the  fee  was  likely 
$3  million.  The  New  York  union  gets  $3 
million  a  year  from  ING,  which  gets  the 
shop's  exclusive  endorsement  as  a  provider 
of  annuities  for  New  York  teachers.  AFT  says 
it  gets  less  than  $100,000. 

At  the  center  of  this  thriving  scheme  is 
the  inelegantly  named  403(b),  which,  like 
the  private  sector's  401  (k),  takes  its  name 
from  an  IRS  regulation.  Both  plans  allow 
workers  to  invest  for  retirement  free  from 
taxes  until  the  money  is  withdrawn.  The 
key  difference:  Private  employers  have  a 
legal  duty  to  run  401  (k)s  in  the  interests  of 
employees  and  spell  out  the  terms;  403  (b)s 
carry  no  such  burden. 

All  told,  6.8  million  educators  and 
other  nonprofit  employees  have  almost 
$580  billion  in  assets  in  403(b)  plans.  Some 
80%  of  this  is  in  fixed  and  variable  annu- 
ities, and  the  business  is  growing  9%  a  year, 
says  Spectrem  Group,  which  consults  to  in- 
surers. Universities  make  up  just  under  half 
the  total  and  take  a  more  patriarchal  ap- 
proach, limiting  their  403(b)  offerings  to  a 
few  low-cost,  solidly  performing  vendors 
selling  low-fee  mutual  funds.  The  well- 
regarded  TIAA-CREF  controls  nearly  half  of 
universities'  $250  billion  in  403(b)  assets. 

Public  school  districts,  by  contrast,  view 
403(b)  plans  as  an  add-on  to  traditional 


The  union  gets 
$3  million  a 

year  for  its 
exclusive 
endorsement. 

pension  plans,  and  typically  they  offer 
teachers  zero  guidance. 

When  teacher  Douglas  Taylor  called 
the  Los  Angeles  Unified  School  District 
looking  for  a  low-cost  403(b)  plan  in  1997, 
the  district  couldn't  even  provide  him  with 
vendors'  names.  Taylor  had  to  guess  at 
them  until  he  came  up  with  an  acceptable 
choice.  Today  the  Los  Angeles  school  sys- 
tem retirement  plan,  with  32,000  403(b) 
contributors,  publishes  a  list  of  1 12  differ- 
ent firms,  most  of  them  annuity  vendors. 

But  hey,  it's  the  law:  California  statute 
requires  schools  to  give  access  to  any 
retirement  firm  licensed  to  sell  a  product. 
With  so  much  traffic  in  the  lunchrooms, 
face  time  is  the  key  to  closing  sales.  And  face 
time  is  expensive,  a  cost  that  mutual  funds 
can't  afford  to  cover  if  they  want  to  keep 
their  fees  low.  "If  you're  a  company  like 
TIAA-CREF  with  low  costs  and  noncom- 
mission  distribution,  you  really  can't  get 
any  traction  [in  public  schools],"  says 
Richard  Hiller,  a  vice  president  in  the  firm's 
institutional  division. 

Insurers  and  unions  argue  that,  with 


70%  of  teachers  failing  to 
save  for  retirement,  they 
need  a  lot  of  handhold- 
ing  to  get  them  started. 
Cheaper  plans  offer  no 
adviser,  and  variable  annu- 
ities are  best  for  "people 
who  are  uncomfortable 
performing  self-directed 
retirement  planning,"  says 
an  official  at  Security  Ben- 
efit, which  runs  the  NEA 
program. 

Insurers  insist  their 
brochures  disclose  all  costs, 
as  legally  required,  and 
that  their  agents  discuss 
the  negatives  in  face-to- 
face  meetings.  "We're  proud  of  the  way  we 
deliver  products  to  that  market,"  says  Brian 
Comer,  a  senior  vice  president  at  ING.  "We 
look  at  it  as  a  question  of  needs  versus  the 
costs  to  provide  for  those  needs." 

Others  counter  that  the  shoddy  sort  oi 
"financial  planning"  Michael  Cangelosi 
received  in  Maryland  is  all  too  common 
"Arguing  it's  better  to  have  high-cost  brokers 
than  nobody  is  like  saying  Harlem  is  bettei 
off  with  drug  dealers  since  there  aren' 
enough  pharmacies,"  says  Edward  Siedle 
president  of  Benchmark  Financial  Services 
which  investigates  money-managemen 
abuses  on  behalf  of  pension  plans. 

FORBES  has  written  plenty  about  th 
many  drawbacks  of  variable  annuities 
from  "The  Great  Annuity  Ripoff '  in  th 
Feb.  9,  1998  issue  to  "Annuity  Gratuity 
(Feb.  19, 2001)  to  "No  Surrender"  (Nov.  29 
2004).  Even  the  National  Association  o 
Securities  Dealers  says  the  insurano 
"may  not  be  a  good  idea"  in  tax-shelterec 
accounts.  "It  will,  however  . . .  generate  fee 
and  commissions  for  the  broker  or  sales 
person." 

Some  plans  are  horrendous.  Genera 
American  Life  Insurance  sells  an  annuit 
that  hits  teachers  with  a  kill  fee  of  18%  i 
they  bail  out  in  less  than  a  year;  lower  "sur 
render  fees"  are  charged  even  if  an  investo 
sticks  around  for  14  years.  At  PlanMembe 
Services  annual  fees  can  run  as  high  a 
3.7%,  plus  $25.  For  one  AIG  Valic  plan,  onl 
3  of  16  actively  managed  equity  funds  hav 
beaten  their  indexes  over  ten  years  or  th 
life  of  the  funds. 
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Occasionally  insurers'  sales  pitches  to 
teachers  run  afoul  of  the  law.  CGU  Life 
Insurance  agreed  to  an  $8. 1  million  2002 
settlement  in  a  class  action  involving  14,000 
Texas  teachers.  It  also  agreed  to  an  injunc- 
tion barring  sales  materials  that  don't 
clearly  state  that  its  reps  are  insurance 
agents  and  banning  false  statements  that  its 
products  are  endorsed  by  school  districts, 
unions  or  others. 

The  NEA  is  a  good  example  of  how 
unions  play  the  403(b)  game.  It  exclusively 
endorses  a  product  labeled  NEA  Value- 
builder,  sold  by  Security  Benefit.  The  NEA 
says  it  selected  the  firm  for  "unsurpassed 
service  coupled  with  innovative  financial 
products." 

One  person  familiar  with  the  NEA's 
previous  contract  says  insurer  Nationwide 
paid  the  NEA  $3  million  annually  until 
around  2000.  The  NEA  then  put  the  con- 
tract out  for  bid.  One  respondent,  Great- 
West  Life,  offered  an  attractive  option:  no 
variable  annuity,  and  a  mutual-fund-only 
product  with  a  slim  0.15%  annual  fee  and 
no  surrender  charges.  But  Great-West  was 
unwilling  to  pay  the  NEA  for  an  endorse- 
ment. The  NEA  says  it  chose  Security  Ben- 
efit because  its  members  want  in-person 
consultation,  while  Great-West  provided 
service  by  phone  and  Internet. 

NEA  ValuebuOder  investors  pay  annual 
fees  of  up  to  5.6%  of  their  fund  balance, 
including  a  "mortality  and  expense  risk" 
charge  of  up  to  0.9%  (TIAA-CREF  charges 
less  than  0. 1%)  and  mutual  fund  charges  of 
up  to  3%;  cancel  in  the  first 
year  and  you  take  a  7%  hit. 

To  get  independent 
agents  to  flog  this  dud,  Se- 
curity Benefit  pays  first-year 
commissions  of  up  to  8%. 
That  is  in  addition  to  over- 
rides, expenses,  bonuses  and 
trailing  commissions,  not  to 
mention  "expense-paid  due 
diligence  trips  and  educa- 
tional seminars."  Security 
Benefit  defrays  the  cost  by 
itself  taking  kickbacks  of  up 
to  0.4%  of  assets  from  the 
mutual  fund  firms  whose 
funds  it  offers  to  teachers. 
The  good  news:  Only 
50,000  NEA  members  own 


ValuebuOder,  and  40,000  of  them  are  in  a 
mutual-fund-only  product  that  spares 
them  insurance  fees. 

ING  also  pays  unions  for  endorsements 
and  access.  It  runs  a  program  for  the  Amer- 
ican Federation  of  Teachers  but  pays  that 
union  only  enough  to  cover  related  ex- 
penses. In  a  separate  deal,  ING  pays  the  Ore- 
gon Education  Association  only  $144,000 
annually  for  an  exclusive  endorsement  of 
its  "tax-sheltered  annuity"  and  the  right  to 
run  "financial  planning"  seminars  for 
members. 

ING's  biggest  deal  likely  is  with  the  New 
York  State  United  Teachers  Benefit  Trust, 
which  spans  500,000  people  and  has  $2.3 
billion  in  assets,  most  of  it  in  annuities.  The 
prospectus  states  ING  will  pay  the  union 
trust  $6  for  each  of  its  members,  or  $3  mil- 
lion in  2005;  never  mind  that  140,000 
members  are  barred  from  the  plan  and 
must  choose  a  rival  plan  from  the  affiliated 
United  Federation  of  Teachers  in  New 
York.  Still,  "We  got  a  pretty  good  deal  with 
ING,"  says  union  spokesman  Dennis 
Tompkins. 

"It  stung  to 
realize  I  could 
have  paid  much 
less  for  better 


investments. 


For  union  members  the  deal  includes 
variable  annuity  expenses  as  high  as  3.56% 
and  cancelation  charges  of  up  to  7%  of  as- 
sets. A  teacher  who  puts  in  $10,000  for  a 
decade  and  earns  5%  annually  will  forfeit  at 
least  $3,976,  or  63%  of  his  returns,  in  fees. 
The  union's  300  staff  people  save  through 
a  separate,  cheaper  401  (k)  run  by  Fidelity. 

Mutual  back-scratching  between  in- 
surers and  unions  is  ubiquitous  with 
403(b)s,  says  Daniel  Puplava,  who  sold  the 
NEA's  Valuebuilder  in  California  when  it 
was  run  by  Nationwide.  "When  I  did  work 
at  the  union,  I  had  to  pay  for  tables,  provide 
door  prizes  and  dine  labor  people  to  mar- 
ket in  their  territory,"  he  says.  "I  felt  like  a 
whore."  These  days  he  runs  a  403(b)  plan 
he  devised  for  San  Diego  County's  Office  of 
Education.  It  charges  a  reasonable  0.3% 
administrative  fee  on  top  of  fund  fees  and 
has  no  surrender  charges  or  loads. 

The  WEA  Trust,  a  unit  of  the  Wisconsin 
Education  Association  Council,  has 
shunned  the  standard  model  in  which 
unions  pawn  off  on  their  own  members  in- 
surance salesman  disguised  as  financial 
planners.  The  plan's  six  certified  planners 
offer  teachers  retirement  planning  purely 
for  a  salary  to  avoid  dispensing  conflicted 
advice.  The  total  cost  to  teachers  of  investing 
in  mutual  funds  through  the  trust  runs  as 
low  as  0.36%  per  year,  or  one-tenth  that  of 
the  most  expensive  products  on  the  mar- 
ket. Its  fixed-return  investment  option  is 
also  paying  a  guaranteed  4.5%  over  the  next 
year,  at  least  1.5  percentage  points  better 
than  its  closest  rival,  says  Randolph  Mullis, 
assistant  executive  director  of  the  trust. 

Teachers'  advocates  recently  sponsored 
legislation  in  California  aimed  at  forcing 
school  districts  to  cap  403(b)  fees.  Insurers 
lobbied  hard  against  them.  Fliers  anony- 
mously appeared  at  schools  comparing 
the  proposal  to  limit  high-cost  choices  to 
Hitler  and  the  Holocaust.  Web  sites  with 
addresses  similar  to  403bwise.com  popped 
up  to  transport  visitors  to  pro-insurer 
alternatives. 

The  proposal  to  limit  sales  of  expen- 
sive 403(b)s  was  itself  limited  to  improv- 
ing disclosure.  California  now  requires 
that  vendors  list  plan  basics  on 
403bcompare.com.  That  may  help  teach- 
ers protect  themselves  by  doing  their 
homework.  Just  like  the  rest  of  us.  F 
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For  more  financial  stats,  go  to  www.forbes.com/makers. 

Couch  Potato 

No  happy  movie  ending  appears  in  sight  for  BLOCKBUSTER  (9, 

BBl),  the  nation's  largest  video  rental  chain,  which  just  saw  its 
proposed  takeover  of  rival  Hollywood  Entertainment  fall  apart 
under  federal  antitrust  pressure. 

To  pessimists  that  means  Blockbuster  can't  grow  its  way  out 
of  its  problems.  Viacom,  once  the  company's  parent,  unloaded  the 
last  of  its  stake  in  October.  The  rise  of  video  on  demand,  TiVo, 
low-cost  subscription  services  like  those  of  Netflix  and  Wal-Mart 
all  appear  to  spell  Blockbuster's  doom.  The  9,000-outlet  chain,  its 
market  value  down  two-thirds  in  two  years,  had  a  lousy  2004, 
with  revenues  up  a  mere  2%  to  $6  billion  and  losses  deepening 
by  28%  to  $1.3  billion.  Same-store  sales  sank  3.2%. 

But  don't  hit  the  eject  button  quite  yet.  Ricky  C.  Sandler, 
manager  of  New  York  hedge  fund  Eminence  Capital,  has  built 
up  a  5.6%  position  in  Blockbuster  because  he  thinks  there's 
hope  in  its  operational  improvements. 

First,  Blockbuster  has  moved  into  selling  videos  and  games, 
now  25%  of  sales.  And  the  company  started  its  own  $15-per- 
month  online  subscription  service  to  compete  with  Netflix 
(750,000  members  signed  up  since  the  August  debut).  It  also 
plans  to  unveil  an  on-demand  service  soon.  To  buoy  flagging 


rentals  the  company  has  scrapped  late  fees,  betting  that  more 
traffic  will  offset  the  $250  million  yearly  the  penalties  generated. 
And  its  new  program  to  help  customers  trade  used  games  is  a 
success.  Blockbuster  did  turn  a  $1  million  profit  in  2004's  fourth 
quarter.  The  enterprise  value  multiple  (market  cap  plus  debt, 
divided  by  operating  income)  is  a  cheap  4.9.  — Daniel  Kruger 


King  Coal 


Dirty  old  coal  has  made  a  comeback:  Its 
price  has  doubled  since  September  2003. 
Unlike  rivals,  who  lease  most  of  their 
resources,  consol  energy  (47,  cnx)  owns 
70%  of  its  mines,  so 
the  company  can 
better  manage  costs. 
With  a  hefty  4.5  bil- 
lion tons  of  coal  re- 
serves Consol  is  poised 
to  meet  demand. 
Plus,  it  has  diversi- 
fied into  gas,  still 
utilities'  fuel  of  choice,  says  David  Khani, 
energy  group  managing  director  at 
Friedman,  Billings,  Ramsey. 

Consol  has  taken  its  lumps  after  a 
series  of  fires  and  other  misfortunes 
but  moved  back  into  the  black  in  2004 
for  a  profit  of  $198.6  million  on  $2.78 
billion  in  sales,  up  25%.  It  trades  at  a 
rich  32  multiple,  though  that's  way 
below  the  price/earnings  ratio  of  peers 
(average:  60). 

— Tatiana  Serafin 


Drive  On 


Even  if  gas  prices  stay  high  and  car  sales 
sputter,  UNITED  AUTO  GROUP  (28,  UAG)  will 
benefit  from  consolidation  in  car  retail- 
ing. The  second-largest  publicly  listed 
auto  seller  has  since  2000  expanded  to 
151  U.S.  dealerships  and  101  overseas, 
mostly  in  Britain,  typically  via  buyouts. 

It  focuses  on  high-sticker-price 
makes,  often  foreign,  by  the  likes  of  BMW 
and  Lexus.  That  and  the  fact  that  a  fourth 
of  its  business  comes  from  outside  Amer- 
ica mean  that  exposure  to  profit-eating 
rebates  is  smaller.  Same-store  sales  gains 
last  year  were  6%  in 
the  U.S.  and  22% 
abroad,  while  num- 
ber one  AutoNation 
was  up  only  1.5%. 

United's  2004  net 
income  grew  35%  to 
$112  million  on  $9.9 
billion  in  sales.  Matt 
Nemer,  analyst  at  Thomas  Weisel,  has  a 
buy  rating.  Its  P/E  is  12.  Peer  average:  14. 

—T.S. 


Ink-Stained 


Circulation  pitfalls  and  a  sluggish  ad  re- 
covery have  socked  newspaper  stocks.  But 
now,  just  as  advertisers  are  loosening  up, 
two  of  the  industry's 
biggest  customers, 
Federated  and  May 
Department  Stores, 
are  marrying  and 
slimming  down.  Bad 
news  for  newspa- 
pers. The  industry 
relies  on  retail  dis- 
play ads  for  48%  of  ad  revenue. 

Among  the  hardest  hit:  KNIGHT  ridder 
(67,  KRl),  because  of  its  concentration  in 
big  cities  like  Philadelphia  and  San  Jose. 
Credit  Suisse  First  Boston  analyst 
William  B.  Drewry  estimates  the  Feder 
ated-May  merger  could  lop  up  to  2% 
from  industry  revenue,  which  happens 
to  be  exactly  how  much  Knight  Ridder 
revenues  rose  last  year  (to  $3  billion) 
Earnings  were  up  10%  to  $326  million. 
We  say  short  the  stock,  cover  at  $53 

— Mark  Tatge 
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Un-Real 
Estate 


MARKETS  LOOK  FORWARD,  EXCEPT  WHEN  THEY  LOOK 
backward.  At  this  moment  the  real  estate  market  is 
looking  backward.  What  it  sees  is  comforting  but 
irrelevant.  In  the  past  five  years  real  estate  invest- 
ment trusts  have  outperformed  the  Standard  & 
Poor's  500:  up  19.1%  annually  for  the  Bloomberg  REIT  index, 
negative  3.2%  for  the  S&P. 

Mistaking  the  past  for  the  future,  people  are  pouring  money 
into  houses,  shopping  centers,  office  buildings,  hotels,  anything 
with  a  front  door  and  a  roof.  They  are  paying  some  of  the  fanci- 
est prices  on  record. 

Property  bulls  come  in  all  sizes,  shapes  and  net  worths.  "We 
are  living  with  the  greatest  liquidity  ever,"  an  eminent  REIT  pro- 
moter was  quoted  as  saying  in  March  in  the  New  York  Sun. 
"We're  not  going  to  have  a  crash  in  the  real  estate  market,  there 
is  too  much  liquidity." 

Liquidity  is  a  term  of  art.  It  means  lots  of  money.  It  can  also 
mean — and,  in  2005,  does  mean — "low  interest  rates,"  "E-Z 
financing  terms,"  "low  dollar  exchange  rate"  and  "value 
investors  go  away."  In  an  evident  state  of  liquidity-induced 
euphoria,  a  Miami  Realtor  recently  proclaimed  to  the  New  York 
Times,  "South  Florida  is  working  off  a  totally  new  economic 
model  than  any  of  us  have  ever  experienced  in  the  past." 

Not  true.  The  "South  Florida  economic  model"  is  the  oldest 
in  the  book.  An  excess  of  dollars  leads  to  a  drop  in  interest  rates. 
And  a  drop  in  rates  to  a  rise  in  real  estate  prices.  And  a  rise  in 
prices  to  massive  new  building. 

Only  later  does  the  same  surplus  of  dollars  cause  a  rise  in  the 
inflation  rate.  This  leads  to  a  rise  in  interest  rates.  And  to  a  drop 
in  real  estate  prices,  with  the  market  now  oversupplied  by  all 
that  new  building. 

In  the  U.S.  there  are,  of  course,  many  buildings.  Not  all  are 
equally  overvalued.  No  doubt  some  are  cheap,  even  now.  But 
enough  are  sufficientiy  overpriced  to  give  pause  to  careful  investors. 

Jeremiah  O'Connor,  founder  and  managing  partner  of 
O'Connor  Capital  Partners  in  New  York,  is  one  of  these  conscien- 
tious appraisers  of  value.  In  his  35  years  in  the  business,  says 
O'Connor,  he  has  never  seen  such  a  virulent  case  of  a  syndrome  I  m 
he  himself  has  identified:  AEL,  for  "aggravated  excess  liquidity." 


O'Connor,  whose  organization  manages  $3  billion  in  private 
real  estate  investments,  is  talking  about  income-producing 
property.  When  he  started  his  first  REIT  in  1971,  he  believed  that 
real  estate  was  a  better  investment  than  common  stocks.  Both 
kinds  of  assets  could  be  expected  to  return  12%  a  year.  But  in 
real  estate  9  percentage  points  of  that  return  would  come  from 
income,  3  percentage  points  from  capital  appreciation.  With 
stocks  it  was  the  other  way  around:  3  percentage  points  from 
income,  9  from  growth. 

For  many  years  the  standard  cash  return  on  income-pro- 
ducing real  estate  was  9%,  O'Connor  relates.  In  booms  it  was 
less;  in  busts,  more.  But  9%  was  the  number  to  which  it 
regressed.  Today  it  yields  5%  to  7%  on  average — with  all  signs 
pointing  to  even  lower  yields  just  ahead. 

Which  signs  are  these?  First  and  foremost,  the  prevalence  ol 
penthouse-level  prices.  Consider  that,  in  2000,  REIT  stocks 

traded  at  one-third  the  multi- 
ple of  the  S&P  average.  Now 
REITs  and  the  S&P  are  neck  and 
neck,  O'Connor  notes.  And  as 
multiples  have  been  expand- 
ing, the  growth  in  REIT  cash 
flow — so-called  funds  from 
operations,  or  FFO — has  beer 
decelerating. 

Then  why  not  sell  short  the 
REITs  and  buy  property  itself* 
Because  the  underlying  build- 
ings are  themselves  overvalued 
Over  the  past  ten  years  brick: 
and  mortar  had  a  cash  on  casr 
return  averaging  3.3  point: 
over  the  yield  on  the  ten-yeai 
Treasury  note,  according  to  O'Connor.  Today  they  yield  jus 
1  percentage  point  more  than  that  not-very-high  number  (the 
ten -year  is  quoted  at  4.5%). 

Not  born  yesterday,  O'Connor  has  participated  in  three  bruta 
property  bear  markets:  1974-75,  1980-82  and  1990-92.  Note,  h« 
observes,  that  1 3  years  have  passed  since  the  last  slump,  enougr 
time  to  have  erased  the  institutional  memory. 

What  experience  has  imprinted  is  that  because  interest  rate 
fall,  property  values  rise.  But  interest  rates  stopped  falling,  anc 
started  rising,  two  years  ago. 

The  bulls  proclaim  a  new  era.  They  say  that  the  cheap  dolla 
makes  U.S.  property  irresistible  to  foreigners.  They  insist  tha 
assets,  even  today,  are  trading  at,  or  near,  their  fast-rising  replace 
ment  cost,  while  refusing  to  acknowledge  that  soaring  buildin; 
costs  make  it  harder  to  pay  off  a  mortgage  from  rental  income. 

The  dividend  yield  on  the  Bloomberg  REIT  index  stands  a 
5.4%,  that  of  the  Vanguard  Prime  Money  Market  Fund  at  2.5°/c 
A  suggestion  for  the  long-term  investor:  For  the  higher  tota 
return,  pick  the  lower  yield. 


One  real  estate 
sage  says  he  has 
never  seen  such 
"aggravated 
excess  liquidity." 
That's  where  too 
much  cash  is 
chasing  too  few 
buildings. 
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James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observe 
Visit  his  home  page  at  www.forbes.com/grant. 
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HERE  ARE  NO  SHORTCUTS  TO  THE  TOP  OF  THE  LEADERBOARD 
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The  race  for  the  Charles  Schwab  Cup  continues  in  2005  with  defending  champion 
Hale  Irwin  looking  to  win  his  third  title  in  five  years.  Tune  in  to  The  Golf  Channel  to 
CIVICS  SCHWAB    -see  who  will  win  this  season-long,  points-based  competition  where  the  winner  gets  a 


Champions 


Peter  Jacobsen 


Hale  Irwin 


nt  Investor  John  W.  Rogers  Jr. 


The  Slow  And 
Steady  Ones 

OVER  THE  LAST  TWO  YEARS  THE  MARKET,  DESPITE 
some  recent  faltering,  has  delivered  double-digit  index 
returns.  Not  all  sectors  have  done  uniformly  well,  how- 
ever. The  boom-and-bust  cyclical  stocks  have  been  the 
fuel  propelling  the  overall  market.  By  contrast,  the 
tried-and-true  consumer  companies  have  trailed  noticeably. 

This  unbalanced  performance  is  really  not  that  surprising. 
An  inverse  correlation  exists  between  returns  for  cyclical  stocks 
(like  steel,  paper,  chemicals,  appliances)  and  consumer  stocks 
(such  as  services,  retail,  food,  drugs).  When  cyclicals  lead,  con- 
sumer issues  lag — and  vice  versa. 

The  most  recent  cyclical  rally  began  in  March  2003,  coincid- 
ing with  the  economy's  rebound.  Cyclical  stocks  do  especially 
well  at  the  beginning  of  an  economic  recovery,  particularly 
when  interest  rates  are  at  historic  lows.  Since  then  the  Morgan 
Stanley  Cyclical  Index  has  climbed  95%.  By  contrast,  the  Mor- 
gan Stanley  Consumer  Index  is  up  only  33%.  And  the  broad 
market,  as  measured  by  the  S&P  soo's  price  appreciation  (no  div- 
idends included),  rose  47%  over  the  same  period. 

I  prefer  high-quality,  consumer-biased  holdings  with  consis- 
tent and  predictable  earnings.  While  my  slow  and  steady  picks 
may  trail  during  exuberant  times,  they  don't  suffer  nearly  as 
much  in  the  had  times.  Right  now  consumer  issues  are  poised 
for  a  nice  move.  Why?  Sky-high  oil  prices  and  rising  interest 
rates  will  slow  corporate  profit  growth.  When  things  get  tough, 
companies  often  ratchet  back  big  spending  on  plants  and  equip- 
ment, but  people  still  buy  basic  necessities. 

The  following  are  a  few  of  my  favorite  consumer-related 
companies,  all  with  solid  franchises  and  selling  at  bargain  prices. 

Aramark  (26,  RMK)  is  riding  the  outsourcing  wave.  It  runs 
sports  arena  concessions  and  company  cafeterias,  provides 
janitorial  and  maintenance  services  and  rents  out  uniforms. 
Unfortunately,  the  company's  stock  price  tumbled  when  it 
ran  into  several  snafus,  ranging  from  pricing  problems  with 
hospital  contracts,  which  squeezed  margins,  to  a  federal 
inquiry  over  how  it  documented  exports  of  bulletproof  vests 
and  police  uniforms. 
Then  came  the  depar- 


tive  last  fall  after  only  nine  months  at  the  helm. 

I  have  confidence  in  Chairman  Joseph  Neubauer,  who  has  re- 
assumed  the  chief  executive  title.  He  knows  the  business  inside 
out,  since  he  led  the  management  buyout  back  in  1984  and  took  tht 
company  public  in  2001.  Last  year  Aramark  repurchased  $184  mil- 
lion of  its  stock — 3.5%  of  the  outstanding  shares — and  began  pay- 
ing a  dividend.  Aramark's  trailing  price/earnings  ratio  of  19  doesn'l 
make  it  seem  very  cheap.  Still,  there  is  much  growth  ahead.  It  sell? 
at  a  38%  discount  to  my  estimate  of  private  market  value. 

As  h&r  Block  (50,  HRB)  turns  50,  it  finds  middle  age  to  be,  well 
taxing.  The  tax-preparation  giant  is  losing  market  share  to  com- 
petitors like  Jackson  Hewitt  and  Liberty  Tax  Services,  and  to  Intuit'' 
computer  product,  TurboTax.  Block's  mortgage  business  is  threat- 
ened by  rising  interest  rates,  and  its  brokerage  arm,  a  result  of  th< 
1999  acquisition  of  Olde  Financial,  continues  to  be  a  drag  on  results 
Whereas  some  are  eyeing  the  exit  signs,  I  recently  decidec 

to  go  back  in.  H&R  Block  is 
great  brand  with  a  solid  cus- 
tomer base  (22  million)  and 
ubiquitous  presence  (11 ,00C 
offices  worldwide).  In  2004  th« 
company  opened  tax  centers  ir 
550  Wal-Mart  stores.  HRI 
plans  to  open  an  additional 
750  regular  office  locations  on 
top  of  590  alternative-formal 
and  kiosk  locations  this  yeai 
Chief  Executive  Mark  Ems 
oversaw  a  $520  million  shar 
repurchase  last  year,  and  fo 
the  seventh  consecutive  yeai 
the  company  increased  th 
dividend.  Block,  at  a  16  P/B) 
trades  at  a  28%  discount  to  my  intrinsic  value  estimate. 

American  Greetings  (25,  AM)  saw  sales  soften  in  its  first  three  fis 
cal  quarters,  ending  Nov.  30,  down  2%  to  $1.4  billion,  as  earning 
dipped  8%  to  $49  million.  Except  for  online  greeting  cards,  th 
card  category  lacked  pep.  Meanwhile  the  company  had  hig 
debt-repurchase  costs  and  took  restructuring  charges,  such  as  fo 
a  plant  closing.  But  problems  are  temporary,  and  the  company 
financial  fixes  position  it  well.  Nice  returns  should  resume. 

Ninety  percent  of  U.S.  households  buy  an  average  35  cards 
year.  Even  in  a  down  economy  Christmas  and  birthdays  neve 
go  out  of  style.  Ranked  second,  behind  privately  held  Hallmarl 
American  Greetings  has  a  remarkable  distribution  network  thi 
includes  the  retail  giants  Wal-Mart,  Kmart  and  Target.  At  Targe 
the  company  holds  77%  of  greeting  card  shelf  space.  It  als 
boasts  complementary  product  lines  of  gifts  and  wrappin 
paper  and  has  strong  license  agreements  for  such  popular  chai 
acters  as  the  Care  Bears  and  Strawberry  Shortcake.  At  a  14  P/l 
and  a  7%  discount  to  its  intrinsic  worth,  American  Greeting 
isn't  exactly  on  sale,  yet  it  still  has  room  to  go.  I 


Cyclical  stocks 
have  led  this 
market,  typical 
for  a  recovery's 
early  stage.  But 
good,  reliable 
consumer 
names  soon  will 
take  over. 


ture  of  its  chief  execu- 
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MEW!  Introducing  Forbes.com  Attache. 
Your  Personalized  Productivity  Tool. 


rbes.com  introduces  a  revolutionary  new  personalization  tool  that 
9ws  you  to  organize  and  prioritize  the  information  that  matters  most 
you  from  Forbes.com  and  around  the  Web.  Your  Attache  is  highly 
istomizable,  providing  you  at-a-glance,  instant  access  to  actionable 
ormation  that  will  keep  you  on  top  of  your  game.  Plus,  you  can  take 
ur  Forbes.com  Attache  with  you  wherever  you  "travel"  on  the  Web! 

rbes.com  Attache  is  easy  and  intuitive  to  use.  No  time-consuming 
i/vnload  required.  Just  register  to  become  a  member  of  Forbes.com 
d  start  customizing  your  new,  personalized  productivity  tool. 
;  that  easy  and  useful.  Here's  what  you'll  find  in  your  Attache: 

eather 

veling?  Get  up-to-the  minute  weather  reports  for  your  local  region  or 
/where  else  in  the  U.S. 

torts 

time  to  read  the  sports  section?  Catch  up  on  the  latest  scores  and 
me  highlights  from  your  favorite  teams. 


w's  your  portfolio  today?  Keep  abreast  of  the  day's  prices  for  your 
cks  or  major  indices.  Plus  you  can  create  watch  lists  of  breaking  news 
Dut  stocks  in  your  portfolio  or  analyst  briefings  and  conferences. 

ithors 

ver  miss  a  story  from  your  favorite  Forbes  writer.  Choose  from  a 
of  Forbes  writers  and  their  story  headlines  will  always  appear 
/our  Attache. 

lywords 

jose  from  over  100  of  the  most  popular  keywords  used 
Forbes.com  readers. 

iustryNews 

ect  from  a  list  of  18  available  industries. 

)ry  Types 

lose  the  stories  from  your  favorite  content  areas  of  Forbes.com. 

annels  &  Sections 

ude  all  the  information  and  stories  you  need  from 
;cted  channels  or  sections.  * 

1  Links 

anize  your  favorite  sources  of  information  from  around  the  Web. 
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Financial  Strategy  A.  Gary  Shilling 


What's  Bad 
For  GM ... 

MY  LAST  COLUMN  TOLD  YOU  HOW  THE  FLATTENING 
yield  curve  will  affect  portfolios,  mostly  in  a  nega- 
tive way  (see  Apr.  11  issue).  The  situation  gets  even 
worse.  Now  comes  General  Motors'  warning  of  a 
massive  earnings  shrinkage  and  the  three  leading 
credit  ratings  agencies'  likely  downgrade  of  GM  bonds  to  junk. 
Stocks  and  bonds  of  the  world's  largest  automaker  tanked  as  a 
result.  But  the  damage  to  investors,  particularly  fixed-income 
holders,  is  only  beginning.  When  GM's  bonds  finally  are  declared 
junk,  as  I  expect,  more  mayhem  will  ensue. 

There's  little  hope  for  a  reprieve  from  this  unhappy  fate. 
GM  Chief  Executive  Richard  Wagoner's  mid-March  earnings 
warning,  lamentably  short  on  hard-nosed  remedies,  was  in 
keeping  with  the  company's  40-year  slide.  Management  still 
seems  to  believe  GM's  preeminence  is  somehow  part  of  the 
natural  order.  Its  view  is  reminiscent  of  the  good  old  days 
when  Detroit's  1950  auto  cartel  ruled  and  GM's  then-head, 
Charles  (Engine  Charlie)  Wilson,  declared:  "For  years  I 
thought  what  was  good  for  our  country  was  good  for  General 
Motors  and  vice  versa.  The  difference  did  not  exist."  Such 
smugness  allowed  GM  management  to  vastly  underrate  the 
import  surge  that  started  in  the  1960s  and  the  transplants 
that  followed. 

Today  Wagoner  appears  reluctant  to  attack  GM's  basic  prob- 
lem head-on:  enormous  dead-weight  fixed  costs.  Since  1990  the 
Big  Three  have  paid  laid-off  United  Auto  Workers  members 
95%  of  base  pay  for  up  to  five  years.  The  UAW's  health  plan  is 
very,  very  generous.  Workers  kick  in  nothing,  and  they're  still  on 
the  plan  years  after  retirement. 

With  high  fixed  costs,  Detroit  needs  to  keep  the  metal  mov- 
ing, and  does  so  with  rebates  and  other  incentives.  Consumers 
have  learned  the  game  and  hold  off  purchases  to  force  even 
bigger — profit-killing — discounts.  Wagoner  says  he  plans  to 
rethink  incentives  and  introduce  new  models  to  replace  GM's 
nonselling  big  SUV  gas-guzzlers.  And  he's  sinking  money  into 
the  hydrogen  car  of  the  future  (see  story,  p.  78).  None  of  that  will 
be  good  enough. 

So  old-tech  GM  will  continue  to  slide,  but 
does  that  matter  to  the  economy?  Yes.  What's  bad 


for  GM  is  bad  for  the  country.  The  U.S.  auto  business  account; 
for  9%  of  gross  domestic  product.  And  high-paid  Big  Thret 
employees  spend  a  lot  of  money. 

For  sure,  GM's  pending  downgrade  to  junk  seems  alread] 
priced  into  the  market.  The  bonds  right  now  trade  as  if  the? 
were  C-rated  junk,  at  yields  five  percentage  points  higher  thar 
comparable  Treasurys.  Companies  with  GM's  current  rating: 
( BBB-  from  Standard  &  Poor's),  like  Sprint  and  Pulte  Homes 
yield  just  two  points  above  Treasurys.  Yet  anything  related  to 
autos  has  been  sunk  by  the  GM  tsunami.  The  junk  bonds  o 
auto  parts  suppliers  and  the  investment-grade  obligations  ir 
the  banking  and  energy  sectors  have  sold  off. 

That  is  only  the  prelude.  Expect  a  second  tidal  wave  onct 
the  ratings  agencies,  embarrassingly  tardy  at  spotting  credi 
disasters  in  recent  years,  finally  push  GM  issues  into  junk  sta 
tus.  Then  GM' s  huge  debt  (not  counting  the  asset-backed  por 

tion  of  its  finance  subsidiary' 
offerings)  will  be  tossed  out  o 
the  widely  followed  Lehmai 
Brothers  U.S.  Credit  Index,  ai 
investment-grade-only  roster 
GM  makes  up  5%  of  it.  G\ 
bond  prices  will  drown  anev 
in  a  torrent  of  selling.  Bone 
funds  that  benchmark  to  th 
Lehman  index  will  dump  th 
paper.  So  will  many  pensioi 
funds,  endowments  and  bom 
mutual  funds. 

So  a  lot  of  investors  will  b 
affected  by  a  GM  junk  rating 
Corporate  junk  bonds  am 
their  cousins,  emerging  nation; 
obligations,  have  become  very  popular.  With  low  Treasury  yield 
of  late,  the  zeal  for  yield  and  declining  defaults  have  draw: 
investors  to  these  riskier  securities.  Low  short-term  financin 
costs  have  made  buying  them  too  tempting  to  ignore.  But  Fed 
eral  Reserve  tightening  is  bringing  an  end  to  the  rich  prices  o: 
junk  and  emerging  market  bonds. 

GM's  junk  designation  will  reverse  the  trend  to  upgradin 
bonds.  So  unload  your  junk  and  emerging  market  bond  fund 
or  individual  issues.  And  don't  think  investment-grade  corpa 
rates  are  the  answer.  They  will  be  pulled  down,  too.  America 
International  Group,  mired  in  scandal,  has  had  its  AAA-rate 
bonds  downgraded  a  notch.  More  will  follow.  Sell  now. 

What  else  to  do?  Comb  out  of  your  stock  portfolio  th 
companies  funded  by  junk  issues.  As  new  issues  require  muc 
higher  interest  costs  or  become  impossible  to  float,  thos 
companies'  earnings  will  be  hurt — cable,  telecom  and  gam 
ing  outfits,  in  particular.  And  don't  count  on  all  the  planne 
mergers  and  acquisitions  taking  place.  They  often  requir 
junk  financing.  I 


As  Engine 
Charlie  Wilson 
might  have 
said,  GM's 
downgrade  has 
bad  portents  for 
the  economy. 
Don't  wait  for 
its  junk  rating. 
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CALCULATE  YOUR  SAVINGS 

TO  THE  ENVIRONMENT.  TO  YOUR  BOTTOM  LINE. 


For  companies,  SmartWay 
can  add  up  to  7%  in  fuel  savings. 

martWaySM  Transport  helps  companies  reduce  greenhouse  gas  and  air  pollutants,  while  at  the  same 
me  reducing  shipping  costs  and  offering  the  average  truck  a  fuel  savings  of  $2,000  per  year.  (If  you 
ave  a  lot  of  trucks,  that's  a  lot  of  savings.) 


)  find  out  more  about  this  new  partnership,  call  for  your  info  kit  at  1-734-214-4767 
log  onto  www.epa.gov/smartway. 


-SmartWay M 

ransport  Partnership  A  new  voluntary  Program  from  the 

?tting  There  with  cleaner  Air  U.S.  Environmental  Protection  Agency 
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WINDFALLS 

Landlord's  Fantasy 

Your  mysterious  tenant  dies,  leaving  behind  $2  million  in  odd  art. 
Talk  about  nonrefundable  deposits  |  By  Finn-Olaf  Jones 


WHAT  WAS  HE  UP  TO  ALL 
those  years  in  that  cold 
and  shabby  room?  Other 
tenants  could  hear  him 
shouting  late  at  night, 
rguing — though  Henry  Darger  lived 
lone.  When  the  old  man  wasn't  working 
5  a  janitor,  he  kept  to  himself,  rooting 
irough  trash  cans  in  his  dirty  overcoat 
nd  Scotch-taped  glasses.  He  attended 
lass  compulsively,  sometimes  several 
mes  a  day.  To  say  he  was  a  mystery  to  his 
indlords,  Nathan  and  Kiyoko  Lerner, 
rould  be  an  understatement.  In  the  pan- 
leon  of  squirrelly  renters,  Henry  Darger 
eserved  a  niche  all  his  own. 

"Other  landlords  told  Nathan 
e  should  evict  Henry,"  recalls  Kiyoko. 
Even  his  priest  told  us  he  would  under- 
bid it  if  we  got  rid  of  him."  Instead 
le  Lerners,  as  a  Christmas  present  to 
'arger  one  year,  reduced  his  rent  from 
40  a  month  to  $30,  despite  the  fact  that 
le  neighborhood,  Chicago's  Lincoln 


Park,  was  gentrifying. 

In  1972,  at  age  80,  Darger  was  starting 
to  have  difficulty  climbing  the  stairs  to  his 
apartment.  The  Lerners  moved  him  to  a 
charity  nursing  home.  They  then  went 
back  to  his  room  to  start  to  excavate  four 
decades  of  Darger's  accumulated  junk — 
chest-high  piles  of  magazines,  used 
Pepto-Bismol  bottles,  balls  of  twine,  shoes 
and  other  flotsam. 

That's  when  they  discovered  what 
Henry  Darger  had  been  up 
to  all  those  years:  In  the 
rubble  were  300  drawings, 
collages  and  watercolors — 
many  of  them  10  feet  long 
and  painted  on  both  sides. 
There  also  was  a  typed,  sin- 
gle-spaced 15,145  page 
manuscript  entitled  The 
Story  of  the  Vivian  Girls,  in 
What  is  Known  as  the 
Realms  of  the  Unreal,  of  the 
Glandcco-Angelinnian  War 


Storm,  Caused  by  the  Child  Slave  Rebel- 
lion. The  former  appeared  to  illustrate  the 
latter. 

The  oversize  novel  describes  the 
adventures  of  seven  prepubescent 
Catholic  girls  on  another  planet  leading 
an  uprising  against  a  godless  empire  of 
Gladelinians,  males  bent  on  enslaving  and 
killing  children.  The  girls  have  penises. 
Other  than  Darger  himself,  the  Lerners 
were  the  first  people  ever  to  behold  these 
mind-boggling  works. 

"When  Nathan  saw  the 
paintings,"  says  Kiyoko,  "he 
knew  immediately  this  was 
something  very  special." 
The  Lerners  asked  Darger 
what  he  wanted  done  with 
the  stuff.  He  replied,  "It's 
yours.  Just  throw  it  away." 

Thank  heaven  for  little  girls: 
Addlepated  janitor  Henry  Darger 
made  art  from  his  obsession 
with  imperiled  girls. 
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Life 


A  day  short  of  his  81st  birthday, 
Darger  died  and  was  buried  in  a  pauper's 
grave,  leaving  no  living  heirs.  And  that's 
the  last  anyone  might  have  heard  of 
Henry  Darger  had  it  not  been  for  the  fact 
that  Nathan  Lerner,  in  addition  to  being 
an  uncommonly  tenderhearted  landlord, 
was  also  a  photographer,  designer  and 
artist  well-connected  in  Chicago's 
arts  community. 

He  and  Kiyoko  set  about  see- 
ing that  Darger's  work  got  the 
recognition  it  deserved.  In  this 
they  were  helped  unwittingly  by 
the  late  artist  himself:  In  his  final 
days  Darger  had  told  at  least  one 
other  person  at  the  nursing  home 
that  he  was  giving  the  Lerners  all 
his  property.  That  freed  them 
from  the  notification  and  waiting 
requirements  most  landlords  must 
observe  before  taking  possession 
of  abandoned  property. 

As  word  spread  about  the 
Vivian  Girls,  art  students,  scholars 
and  artists  started  dropping  by  to 
see  the  work  and  visit  Darger's 
cluttered  room,  which  the  Lerners 
had  kept  intact  as  a  kind  of  shrine. 
After  five  years  they  arranged  an 
exhibit  in  a  tiny  South  Chicago 
gallery. 

The  first  paintings  sold  for  a  few  hun- 
dred dollars.  But  interest  grew  as  the  Lern- 
ers donated  works  to  various  museums  that 
deigned  to  exhibit  "outsider"  art  (pieces 
done  by  self-taught  or  buggy  artists):  the 
Collection  de  l'Art  Brut  in  Lausanne, 
Switzerland,  the  Milwaukee  Art  Museum, 
the  Art  Institute  of  Chicago  and  the  Amer- 
ican Folk  Art  Museum  in  New  York. 


the  contemporary  art  world  is  the  Pacific 
Ocean."  Indeed,  Darger's  repetitive  use  of 
borrowed  images  (traced  versions  of  the 
Coppertone  Girl  make  frequent  appear- 
ances as. one  of  the  Vivian  sisters), 
screaming  colors  and  hieroglyphic  com- 
positions are  just  as  much  at  home  amid 
the  expensive  pieces  at  modern  art  muse- 


in*. 


Artful  Darger:  screaming  colors,  hieroglyphic  scribbling. 

urns  as  among  the  traditionally  lower- 
priced  items  in  folk  art  galleries. 

The  Lerners'  lives  were  forever 
changed  by  their  strange  tenant.  By  the 
time  Nathan  died  in  1997,  he  had  been 
devoting  greater  and  greater  amounts  of 
his  time  to  academics,  journalists  and 
gallery  owners  wanting  a  piece  of  Henry 
Darger.  "Nathan  was  one  of  the  most 


Traced  versions  of  THE  COPPER- 
TONE  GIRL  make  appearances. 


Today  Henry  Darger  is  the  most 
bankable  outsider  artist  since  Grandma 
Moses,  his  pictures  fetching  up  to 
$100,000.  "The  thing  to  remember  about 
Darger's  success,"  explains  New  York 
gallery  owner  Andrew  Edlin,  "is  that  he  is 
a  great  crossover  artist  between  the  out- 
sider world  and  the  contemporary  art 
world.  Outsider  art  is  a  small  pool,  while 


intelligent,  creative  men  I  ever  met  in  my 
life,"  says  Carl  Hammer,  one  of  the  first 
gallery  owners  to  sell  Darger's  work.  "I 
think  it  must  have  been  hard  for  him 
always  being  known  as  the  man  who 
discovered  Darger." 

After  Nathan  died  Kiyoko  had  to  cope 
with  this  same  clamor,  which  impinged 
on  her  career  as  a  pianist.  Until  2000, 


when  her  stepson  bought  the  building 
that  had  contained  Darger's  old  apart 
ment  and  gutted  it  for  remodeling,  sh< 
even  hosted  overnighting  Dargerphiles  ir 
"the  room." 

Under  her  stewardship  half  a  dozer 
books  have  been  published  about  Darge 
and  his  work.  The  American  Folk  Ar 
Museum  has  opened  a  perma 
nent  Henry  Darger  Study  Cente 
replete  with  two  dozen  picture 
plus  the  original  manuscript 
Pulitzer  Prize-winning  poet  lohi 
Ashbery  wrote  a  book  of  vers 
inspired  by  Darger,  and  the  stor 
of  the  Vivian  girls  has  been  tol 
in  ballet  and  opera. 

An  82-minute  documentar 
on  Darger,  In  the  Realms  of  th 
Unreal,  was  released  in  2004  t 
critical  acclaim,  and  a  mor 
ambitious  feature  film  is  in  pre 
production.  Kiyoko  says  she  Wc 
paid  $20,000  on  the  option  fo 
the  latter.  Sales  of  Darger  paini 
ings  have  brought  in  revenu 
conservatively  estimated  to  be  i 
the  low  seven  figures — perhap 
$2  million.  Some  of  the  mone 
goes  to  a  foundation  establishe 
by  the  Lerners  that  provid 
instruction  in  fine  arts  to  tr 
mentally  ill. 

Last  year  Kiyoko  announced  sr 
would  not  be  selling  any  more  Dargers 
feel  enormous  responsibility  with  all  th 
work,  both  to  Henry  and  to  Nathan 
but  it  was  taking  too  much  time,"  si 
explained.  "I  wanted  to  get  back  what  w 
important  to  my  life.  I  had  been  a  mus 
cian,  and  now  I  want  to  return  to  playir 
chamber  music." 

In  a  frenzy,  dealers  and  investo 
sought  to  buy  up  all  the  Dargers  th 
could  get  their  hands  on  before  tl 
Dec.  31,  2004  deadline.  In  some  case 
prices  rose  50%  in  the  span  of  a  fe 
months.  Says  Andrew  Edlin,  "Kiyoko's  a 
nouncement  had  a  noticeable  effect.  I' 
sold  four  paintings  in  four  months." 

Among  the  many  ironies  of  Darge 
life  the  greatest  may  be  this:  that  ; 
impoverished  man  who  fantasized  abo 
rescuing  girls  in  distress  ended  up  provii 
ing  for  his  landlord's  widow. 
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at  the  top,  is  getting  a  very  good  salary  and  has  a  lot  of  people  to  do  his  work,  he  is  invited 
to  be  on  acommittee  for  the  local  art  museum,  or  to  raise  money  for  the  opera  or  the  orchestra.  It's  a  whole  new 
thing  to  him.  There  is  prestige,  status  and  the  discovery  that  there  actually  is  something  to  these  arts  after  all. 
The  awareness  and  money  come  late,  but  the  enthusiasm  often  makes  up  for  that. — MALCOLM  S.  FORBES  (1978) 


Any  subject  is  good  for  opera  if  the 
composer  feels  it  so  intently  he  must 
sing  it  out. 

— GIAN  CARLO  MENOTTI 


I  seem  to  write  an  opera  about  every 
20  years;  if  you  live  long  enough  you 
can  write  four  operas. 

—VIRGIL  THOMSON 


The  opera  always  loses  money. 
That's  as  it  should  be.  Opera  has 
no  business  making  money. 

—RUDOLF  BING 


No  operatic  star  has  yet  died  soon  enough 
for  me. 

—THOMAS  BEECHAM 


Tenors  are  noble,  pure  and  heroic  and 
get  the  soprano,  if  she  has  not  tragically 
expired  before  the  final  curtain.  But 
baritones  are  born  villains  in  opera. 

—LEONARD  WARREN 


// J  weren't  reasonably  placid,  I  don't  think 

I  could  cope  with  this  sort  of  life. 

To  be  a  diva,  you've  got  to  be  like  a  horse. 

— JOAN  SUTHERLAND 


Going  to  the  opera,  like  getting  drunk, 
is  a  sin  that  carries  its  own  punishment. 

—HANNAH  MORE 


// music  in  general  is  an  imitation  of 
history,  opera  in  particular  is  an  imitation 
of  human  willfulness;  it  is  rooted  in  the 
fact  that  we  not  only  have  feelings  but 
insist  upon  having  them  at  whatever  cost 
to  ourselves. 

— W.H.  AUDEN 


J  never  was  an  opera  fan — about  25 
musically  supreme  masterpieces  in  this 
curious  medium  apart. 

—HANS  KELLER 


A  librettist  is  a  mere  drudge  in  the  world  c 
opera. 

—ROBERTSON  DAVIE 


Opera  is  when  a  guy  gets  stabbed  in  the 
back  and  instead  of  bleeding,  he  sings. 

—ED  GARDNE 


So  long  as  it  doesn't  get  to  the  point  when 
you  don't  remember  whose  opera  you're 
listening  to,  I'm  willing  to  experiment. 

—BEVERLY  SILI 


Sleep  is  an  excellent  way  of  listening 
to  an  opera. 

—JAMES  STEPHEI* 


/  will  not  be  sued!  I  have  the  voice 
of  an  angel! 

—MARIA  CALL 


A  Text... 

But  the  liberal  deviseth  liberal 
things;  and  by  liberal  things 
shall  he  stand. 

—ISAIAH  32:8 
Sent  in  by  Frank  Ribaudo,  Calabasas,  Calif 
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e  blade  made  for  Linux.  The  tools  to  make  it  better. 


3  world  leader  in  blades  and  Linux  to  work  for  you.  More  and  more  businesses  are  finding  that  HP  BladeSystem  servers  are 
ool  their  data  center  needs.  One  reason  is  that  HP's  blades  are  optimized  for  Linux.  Not  only  do  they  ship  with  powerful  software 
;,  like  HP  Systems  Insight  Manager1"  and  ProLiant  Essentials,  they  also  run  key  Linux  apps  from  software  partners  like  PeopleSoft 
Oracle.  And  with  powerful  AMD  Opteron™  Processors,  you  get  maximum  performance  now  as  well  as  the  flexibility  to  transition 
4-bit  computing  now  or  in  the  future.  In  short,  HP  offers  you  the  advantages  of  blades,  Linux  and  legendary  HP  reliability  all 
ne  neat,  affordable  package.  Get  more  support,  technology  and  advice  from  HP.  So  you  can  build  the  IT.  you  need. 


P  ProLiant  BL25p  Blade  Server 


THE  SOLUTIONS 


P  ProLiant  BL35p  Blade  Server 

Enhance  your  system 


BL25p:  2  AMD  Opteron'"  Processors  Model  200 
(up  to  2.60GHz) 

BL35p;  2  AMD  Opteron'"  Processors  Model  200 
(2.40GHz) 

BL25p:  Up  to  48  servers  per  rack 
BL35p:  Up  to  96  servers  per  rack 
HP  Systems  Insight  Manager'"  for  Web-based 
networked  management  through  a  single  console 
Rapid  Deployment  Pack  for  ease  of  deployment  and 
ongoing  provisioning  and  reprovisioning  in  Linux- 
mixed  OS  environments  (optional) 


THE  BENEFITS' 


Up  to  23%  savings  on  acquisition  cost 
Up  to  23%  less  power  consumption 
Up  to  93%  fewer  cables 

43%  less  space  needed  for  same  number  of  processors 

Hot-swappable  server  design 

Single  interface  for  local  and  remote  management 
of  servers,  storage,  software  and  networking 


HP  STORAGEWORKS  MSA1500CS 

-Up  to  24TB  of  capacity  (96  250GB  SATA  drives)  -  Up  to  16TB  of  capacity 
(300GB  SCSI  drives)  -  Ability  to  mix  SCSI  and  Serial  ATA  enclosures  for 
greater  flexibility  -  2GB/1GB  Fibre  connections  to  host  flexibility 


Save  up  to  S844  on  the  4-hour  response,  24-hour-a-day,  3-year  warranty  upgrade2 


Save  $1,744  when  you  purchase  an  HP  BladeSystem  enclosure 
and  8  BladeSystem  Management  Suite  Licenses? 

CALL 

1-866-625-3579 

CLICK 

www.hp.com/go/bladesmag47 

CONTACT 

your  local  reseller 

n  v  e  n  t 


(10 


on  internal  HP  testing,  compared  to  similarly  configured  HP1U,  2P  server  with  SAN  connectivity.  For  configurator,  please  visit:  http://h30099.www3  hp  com/configurator/catalog  issipc  asp  2.  Offer  valid  through 
in  purchase  of  four-hour  response.  24  hour-a-day.  three-year  warranty  upgrade  for  MSA  1 000  or  MSA  1500  products  3  Otter  valid  through  8/31/05  on  purchase  of  HP  BladeSystem  enclosure  and  eight  BladeSystem  Management 
tses.  Offers  valid  in  U.S.  only.  Offers  cannot  be  combined  with  any  other  offer  or  discount  and  are  good  while  supplies  last  See  Web  site  for  lull  details  Linux  is  a  U.S.  legistered  trademark  ot  Linus  Torvalds  Oracle  is  a  registered 
mark  of  Oracle  Corporation,  Redwood  City,  California  AMD,  the  AMD  Arrow  Logo.  AMD  Opteron  and  combinations  thereof  are  trademarks  ot  Advanced  Micro  Devices,  Inc.  ©2005  Hewlett  Packard  Development  Company,  L  P 


Starting  at  $34,960*  >   7-year  or  70,000-mile  Powertrain  Limited  Warranty*  included    >  To  take  a  virtual  tour,  visit  CHRYSLER.C 


THE  NEW  CHRYSLER  CROSSFIRE  ROADSTER 


Can  inspiration  blow  the  lid  off  conventional  convertible  th 

At  the  touch  of  a  button?  Indeed.  And  a 

successfully  coexist  in  a  place  < 


BUCKLE  UP 


*Price  as  shown,  $39,070.  MSRP  excludes  lax.  Includes  Premium  Care  Plan.  ^See  dealer  for  a  copy  of  this  limited  warranty.  Troll 


SFIRE,  or  for  more  information,  call  1.800. CHRYSLER  > 


INSPIRATION  COMES  STANDARD 


?  Yes.  Can  a  retractable  top  disappear  without  a  trace?  Yes. 

erformance  testing  at  150  mph  and  35 K* 

than  your  dreams?  Ooh,yeaK 

d  owner  with  fee.  A  deductible  applies.  Excludes  SRT  models.  For  more  information  about  Chrysler  Financial,  ask  your  local  dealer.  hmmBhI 


ERFORM ANCE.  PRESTIGE.  A  PASSION  FOR  INNOVATION. 


SURGEON  GENERAL  WARNING: 

Cigar  Smoking  Can  Cause  Lung  Cancer 
And  Heart  Disease. 


America's 
Game* 

America's 
Cigar. 


The  timeless  rhythms 
of  the  game  of  baseball 
never  change.  .  .. 

Neither  do  the 
uncompromising  steps  that 
make  every  Macanudo 
the  last  word  in  smooth, 
mellow  taste. 

■  ...  , .  . 

And  that's  how  Macanudo 
inspires  the  passion  that 
makes  it  America's 
best-selling  premium  cigar. 


MACANUDO. 

An  American  Passion. 

THE  BEST-SELLING   PREMIUM  CIGAR   IN  AMERICA. 

Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


<  . 


F(D)nte 


Featuras 


"On  the  way  back,  we 
saw  our  first  lion. 
Someone  in  the  vehicle 
shifted  abruptly.  Chika 
said  with  distinct 
urgency,  'Don't  move.9 
Peaches'  diary  notes 
here:  'Oliver  looks 
stricken  and  begins  to 
slide  toward  opposite 

side  of  truck."'  PAGE  90 


86  The  Wind  in  the  Billows 

Sailing  the  Caribbean  aboard  the  tall  ship  Sea  Cloud II. 
by  Ian  Keown 

90   Two  in  the  Bush 

In  which  our  correspondent  lives  the  wild  life  from  Victoria  Falls  to 
Cape  Town, 
by  Oliver  Bath 

98   What's  Your  Tail  Number? 
The  joy  of  private  skies, 
by  Christopher  Buckley 

102  Color  Your  World 

Get  a  grip  on  this  season's  luggage. 
Photographs  by  Ron  Reeves 


COVER  The  luxury  three-masted  barque  Sea  Cloud  II  sails  the  high  seas  of  Europe  and  the 
Caribbean  on  a  charter  basis.  Photograph  courtesy  of  Sea  Cloud  Cruises,  Inc. 
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OR  DIFFERENT  DRUMMERS,  AND  THEIR  HEDGE  FUND  MANAGERS  The  wail  street 

ournal  proclaimed,  "It  has  the  biggest  potential  to  shake  up  the  market."*  Why?  An  available  15-speaker  \N 
tereo,  320-hp  North  star  V8  and  available  performance-tuned  AWD.  Cadillac  STS  V6  starting  at  $41,220.** 


BREAK 


THROUGH 


•December  31,  2004.  ©2004  Dow  Jones  and  Company,  Inc.  All  rights  reserved. 
*MSRP.  STS  V8  as  shown  $62,735  MSRP.  Tax,  title,  license,  dealer  fees,  gas  guzzler  tax  and  other  optional  equipment  extra. 

©2005  GM  Corp.  All  rights  reserved.  Break  Through™  Cadillac"  Cadillac  badge'-'  Northstar  STS"' 


Departments 


Usual  Suspects 

14    EDITOR'S  LETTER  j  Drawing  a  cool  Bath. 

16   THE  FYEYE  |  Luxury  Lucite,  Warhol's 
loafers,  RAF  chic,  sipping  beers, 
smart  binos,  a  big  bathtub  and  the  scent 
of  the  islands:  all  the  best,  all  for  you. 

31   TRAVEL  |  Where  have  we  been  lately? 
Edited  by  Richard  Nalley 

108   MIXED  MEDIA  |  The  Kubrick  bible, 
Mozart  for  intermediates,  a  clone 
story,  a  pinot  noir  buddy  flick  and  the 
coolest  guy  in  movies. 
Edited  by  Thomas  Jackson 

116   THE  BACK  PAGE  |  Legendary  journalist 
and  food  critic  R.W.  Apple  Jr.  serves 
up  his  favorite  restaurants,  the  best 
pizza  in  America  and  a  death  row  menu. 


49  Golf 

Psych  ioi:  Get  your  head  into  your  golf  game, 
by  Todd  Pitock 

53  Collecting 

The  muscle  car  rides  again, 
by  Finn-Olaf  Jones 

57  Boats 

Boot  camp  for  skippers,  America's  Cup  yachts  and  a 
well-bred  powerboat, 
by  Bernadette  Bernon 

61  Pursuits 

Getting  lucky  at  the  Rock,  Paper,  Scissors  International 
World  Championships, 
by  Michael  Abrams 

65  Real  Escapes 

Build  your  dream  house  on  Mexican  beachfront, 
by  Taylor  Antrim 

69  Electronics 

Peace-of-mind  gadgetry  for  the  overanxious  homeowner, 
by  Thomas  Jackson 

73  Wheels 

The  ne  plus  Audi,  a  performance  Harley  and  a 
Porsche  to  grow  on. 
by  Bill  Baker 

83  Spas 

New  York's  metro-spas  get  it  right, 
by  Lorraine  Cademartori 

85  Quintessentials 

The  khaki  suit  soldiers  on. 
by  Mark  Grischke 
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From  the  Editor's  Desk 


Into  Out  of  This  World  Af  ria 

THERE  ARE  A  LOT  OF  PREPOSITIONS  AND  ADJECTIVE  PRONOU 
in  that  title,  and  some  nouns,  too.  I  apologize.  It's  just  that  we're  all  so  excited  ah 
Oliver  Bath's  article  on  South  Africa  that  we're  at  sixes  and  sevens  here  at  60  F 
Avenue.  Lot  of  numbers  in  that,  for  which  I  also  apologize. 

How  to  explain  Oliver  Bath,  one  of  our  most  illustrious  contributors?  Much 
been  written  about  him,  and  yet  he  remains  a  shadowy — some  might  say  ode 
figure.  You  will  not  find  him  in  Who's  Who,  nor  in  the  Social  Register.  He  is  kne 
(by  various  names)  to  every  maitre  d'  from  Monte  Carlo  to  Macao.  He  sups  v 
prime  ministers  and  sultans,  and  until  the  recent  ban  went  into  effect,  fox-hurl 
every  Tuesday  morning  with  the  Queen.  It  was  Oliver  who  first  introduced  Can 
Parker  Bowles  to  the  Prince  of  Wales,  for  which  Diana  never  quite  forgave  h 
And  yet  legend  surrounds  the  man  as  kudzu  a  Southern  oak,  so  one  must  sepa: 
the  wheat  from  the  chaff.  Lot  of  metaphors  in  that  last  sentence.  Sorry. 

Once  a  man  of  independent  means — at  one  time  he  owned  25  string* 
Argentine  polo  ponies,  a  Boeing  737,  three  gondolas  and  Pancreas  House,  the  i£ 
century  Inability  Brown  showcase  overlooking  London's  Green  Park — Oli 
speculated  heavily  in  precious  metals  and  ultimately  came  to  grief.  The  episod 
described  at  length  in  his  1999  memoir,  But  Enough  About  You.  It  was,  he  writes 
pretty  rough  business,  not  so  much  for  me  as  for  American  Express."  His  partner 
fellow  badminton  enthusiast,  George  Soros,  managed  to  escape  ruin,  though 
economies  of  Eastern  Europe  are  still  recovering  from  the  effects  of  their  attei 
to  corner  the  world  plastic  toothpick  market.  At  any  rate,  it  was  this  tectonic  t\\ 
that  forced  Oliver  to  turn  seriously  to  lifestyle  journalism.  Once  merely  a  hobby, 
now,  he  says,  "the  very  raison  for  my  etre." 

His  past  articles  for  Forbes  FYI  have  been  memorable.  Writing  about  a  spi 
Sedona,  he  warned  in  March  '98  that  the  dot-com  tech  bubble  would  burst  in  exai 
two  years  and  13  days.  The  prediction  turned  out  to  be  uncannily  prescient.  J 
article  has  been  frequently  reprinted  and  is  taught  at  the  Harvard  Business  Sch< 
In  2002,  writing  about  a  bicycle  trip  through  the  West  of  Ireland,  he  expressed  c 
cern  that  the  U.S.  and  France  were  "on  a  collision  course  over  Iraq."  One  mo 
Bfch,  before  the  presidential  election,  in  an  article  on  fly-fishing  for  tilapi 
Patagonia,  he  predicted  diat  Senator  Kerry  would  lose  to  President  B 
by  "110,000  votes  in  Ohio."  He  was  off  by  a  mere  10,000  votes.  Ir 
article  evaluating  Australian  Shiraz,  Oliver  was  also  among  the  1 
to  point  out  the  statistical  anomalies  in  the  early  reports  on 
alleged  dangers  in  COX-2  inhibitor  pain  medication.  QED. 

But  enough  about  him,  I  myself  have  an  absolutely  brilliant  p  | 
in  this  issue  about  the  joys  of  private  planes.  It  may  just  be  the  \ 
thing  ever  written  on  the  subject,  or  on  any  subject.  Doubdess  01 
will  disagree,  but  just  between  us,  his  own  ego  has  kept  pace  v 
his  reputation.  No  matter.  Enjoy  the  issue.  See  you  in  a  month 


Cu 
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500  staff  dedicated  to  making  you  feel  you're  the  only  one  on  board. 
The  difference  is  Crystal  clear. 


jry  as  they  say  is  in  the  details.  It  is  so  often  the  little  details  that  make  all  the 
.'rence.  And  on  a  Crystal  cruise,  the  differences  are  many. 

usively  on  Crystal:  World's  Best  Service  from  award-winning  European  dining 
:.  Cuisine  by  Nobu  and  Piero  Selvaggio.  Over  200  vintages  served  in  Reidel 
tal.  24-hour  concierges,  all  members  of  the  prestigious  "les  Clefs  d'Or'.' 


Always  included  in  your  fare:  Dining  at  all  specialty  restaurants.  Specialty 
coffees  and  pastries  in  the  Bistro.  All  non-alcoholic  beverages  throughout  the  ship. 
Penthouse  butler  service  with  personal  bar.  All  port  charges. 

To  experience  the  Crystal  difference,  contact  your  travel  agent, 
visit  www.crystalcruises.com  or  call  1  866  569  7200. 


CRYSTAL  m  CRUISES 


APRIL  I  TO 


The  Clear 
Choice  in  Jewelry 

ALEXIS  BITTAR  RENDERS  DELICATE  CHEFS-D'OEUVRE 
from  industrial  materials,  and  his  spring  collection  of  pins, 
earrings,  bracelets  and  rings  adds  semiprecious  stones 
to  his  longtime  material  of  choice,  Lucite.  He  even  designed 
a  furniture  collection  for  the  Cooper-Hewitt  Museum 
using  Lucite-and-stainless-steel  combinations.  In  the  late 
'80s  the  Brooklyn-born  Bittar  started  selling  his  wares 
on  a  sidewalk  in  New  York's  SoHo;  last  year,  he  opened  a 
store  just  a  few  blocks  away.  Shown  here:  Lucite  flower 
pins,  $150-$600.  (212)  625-8340,  www.alexisbittar.com. 


Fish  in  a  Flash 


HOSTING  COCKTAILS  TOMORROW 

at  the  chalet  and  you  just 

ran  out  of  smoked  sabie 

and  sevruga?  Browne  Trading 

Company  will  save  the  day, 

just  as  it  does  for  many 

of  the  country's  top  chefs  and 


restaurants.  This  Portland,  Maine 
firm  is  the  exclusive  distributor 
of  Daniel  Boulud's  Private 
Stock  and  Astara  Iranian  caviars, 
and  offers  a  variety  of  other 
fine  seafoods,  whether  smoked 
fish,  shellfish  or  fresh  fish  like 


red  snapper  (above).  All  orders 
are  packed  in  insulated  boxes 
and  shipped  overnight  anywhere 
in  the  United  States.  Red 
Snapper,  $7.9 5/ lb.,  or  fillet, 
$16.95/lb.  (800)  944-7848, 
www.  browne-trading.  com. 
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LOUIS  VUITTON'S  LATEST 
timepiece,  Speedy,  combines 
a  hint  of  auto  design  with 
lots  of  classic  style.  The  steel 
case  is  massive  but  elegant, 
and  the  dial  is  engraved  with  the 
texture  of  LV's  Damier  pattern. 

Choose  an  alligator  strap  or  a 
steel  bracelet,  and  get  ready  to 
motor.  $5,500  at  select 
Louis  Vuitton  stores,  (866) 
VUITTON,  www.vuitton.com. 


Rub-a-Tub-Tub 


APPEL'S  SOGNO  HYDROTHERAPY  TUB  IS  AS  MUCH  BATH 
;  the  Hearst  Castle  is  quaint  villa.  The  raw  beech  tub  combines  hydrotherapy,  chromatherapy  and  bio-magnetic 
r  therapy.  Don't  know  what  any  of  that  means?  It  won't  matter  when  you're  relaxing  amidst  billions  of 
vigorating  bubbles,  basking  in  the  beneficial  colors  of  the  spectrum  and  restoring  inner  balance  while  a  hidden 
)il  generates  a  negative-ion  field.  And  the  bliss  continues  after  you  return  to  dry  land:  This  tub  is  completely 
ilf-cleaning.  P-Ryton  Corporation.  $15,000.  Shipping  and  crating  additional.  (800)  221-9840. 


ppel 
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[Scent  of  the  Islands] 


OUR  IDEA  OF  PERFECT  BLISS  IS  A  SUNNY  AFTERNOON 
spent  lazing  in  a  hammock  on  a  secluded  beach. 
But  we'll  settle  for  a  splash  of  Tommy  Bahama's 
new  fragrance,  which  captures  that  island  aesthetic 
in  a  bottle.  Tommy  Bahama  Fragrance  for  Men, 
$65/3.4  oz.  cologne  spray,  at  Nordstrom, 
Macy's,  Marshall  Field's  and  www.sephora.com. 


CONTROL 
ISSUES 


IT'S  NEARLY  IMPOSSIBLE  TO  SEE,  BUT  A  TRADITIONAL         .  . 

tennis  racket  flexes  ever  so  slightly  when  it  makes  % 
contact  with  the  ball.  The  Flexpoint  Radical  from 
Head  has  two  small  holes  on  either  side  of  the  frame,  \^ 
creating  a  cushion  effect  that  increases  control  and 
accuracy  without  sacrificing  power — something  akin  to 
a  very  large,  very  accurate  slingshot.  $200.  www.head.com. 


ALES  BY  DESIGN 


For  almost  20  years,  Rogue  Ales  has  been  brewing  strange 
but  wonderful  things  out  on  the  Oregon  coast — beers 
with  such  names  as  Dead  Guy  Ale  and  Brutal  Bitter,  often 
laced  with  surprising  ingredients  like  chipotle,  hazelnuts 
or  roasted  buckwheat.  Now  Rogue  has  gone  elegantly 
top  shelf  with  its  new  XStreme  ales,  traditionally  made  from 
choice  malts,  hops,  yeast  and  water.  Richer  flavor  often  comes 
with  more  alcohol,  and  such  is  the  case  with  the  Imperial 
Pale  Ale  (9.3  percent  airohol)  and  Old  Crustacean  Barley 
Wine  (10  percent),  both  of  which  are  complex  "sipping"  beers. 
Our  favorite  was  the  dark  chocolaty  Imperial  Stout  (10.8 
percent),  which  won  gold  \\  the  North  American  Beer  Awards 
750  ml  ceramic  swing-to;      7e,  $13.  www.rogue.com. 
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FY  Eye 


To  Julep  or 
Not  to  Julep? 

A  MINT  JULEP  ON  KENTUCKY  DERBY  DAY  IS  ONE  OF 
those  antique  traditions,  like  plum  pudding 
on  Christmas,  that  promise  more  in  the  way  of  soul 
satisfaction  than  they  usually  deliver.  The  enthusiasm 
for  the  drink  is  hardly  universal,  even  at  Churchill 
Downs,  which  pours  some  80,000  juleps  for 
the  tourists  at  the  big  race,  and  typically  fewer  than 
100  on  any  other  day  of  its  five-month  season. 

There  is  nothing  in  the  world  wrong  with  the  base 
concept  here,  but  three  things  mess  with  the  proper  joy 
of  a  julep:  Crushing  fresh  mint  for  every  drink  is  a 
pain;  it  can  add  more  bitterness  than  mintiness;  and 
the  traditional  crushed  ice  leaves  you  with  a  mouthful 
of  slush,  even  if  you've  chilled  your  cup  beforehand. 

THE  SOLUTION:  Make  a  mint  syrup.  First,  boil 
equal  amounts  of  water  and  confectioner's  sugar.  Pour 
the  mix  into  a  jar  and  stuff  in  fresh  mint  leaves  until 
the  mix  just  covers  them.  Leave  to  soak  in  the  fridge 
overnight.  Now  you  have  the  proper  sweetener,  easy  to 
pour  for  a  crowd,  suffused  with  a  fine  minty  perfume. 
So  then... 

THE  MINT  JULEP 

2  lli  oz.  bourbon 
1-3  teaspoons 

mint  syrup  (to  taste) 
Mint  sprig  for  garnish 

Mix  the  bourbon  and  syrup,  pour 
over  ice  if  you  like  bourbon,  over 
crushed  ice  if  you'd  really  rather  have  a 
Slurpee.  Plunk  in  that  mint  sprig. 

By  the  by,  if  you  crave  the  authentic,  Scully 
&  Scully  in  New  York  (800-223-3717)  will  sell  you  a 
handsome  sterling  julep  cup  for  $265  or  one  in 
polished  pewter  for  $45. 


[art  and  sole 

ANDY  WARHOL  KNEW  FROM  SHOES,  AFTER  YEARS  SPENT  SKETCHING 
them  for  fashion  magazines.  Perhaps  Olga  Berluti,  fourth  in  a  line  of 
Paris-based  Italian  cobblers,  recognized  a  kindred  spirit  when  Warh 
happened  on  her  shop  in  1962.  She  certainly  intuited  his  obsession 
with  flaws,  for  she  made  his  loafers  from  the  scarred  hide  of  a  cow 
that  had  rubbed  against  barbed-wire  fences.  The  shoes  were  perfec 
imperfect,  and  Warhol  was  delighted.  You  can  be,  too.  Andy  Warhol , 
loafer,  $1,180,  by  Berluti,  at  Barneys  New  York,  (888)  822-7639] 


Your  Move 


LET'S  PLAY  WORD  ASSOCIATION. 
London's  Smythson  of  Bond 
Street?  Exquisite  leather  goods. 
Backgammon?  Classic  dice 
and  checkers  game.  Smythson's 
backgammon  set?  Gaming 
masterpiece.  The  pigskin  leather 


case,  finished  with  brass  fittings 
and  convenient  carry  handle, 
opens  to  reveal  green  and  red 
points.  Complete  with  counters, 
dice  and  leather-covered  shakers, 
the  Smythson  set  will  have  you 
clamoring  for  a  little  competition. 
$2,850.  www.smythson.com. 
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THE  CONTINENTAL  FLYING  SPUR. 

PURE  SOPHISTICATION. 


What  do  you  call  an  automobile  with  luxurious  levels  of  legroom,  handcrafted  interior, 
all-wheel  drive  and  a  turbocharged  6-liter  12-cylinder  engine,  capable  of  I95mph*? 
Bentley  calls  it  the  Continental  Flying  Spur.  You'll  call  it  pure  sophistication. 

Contact  your  Bentley  Retailer  for  further  information  or  visit  www.bentleymotors.com. 

Coming  Fall  2005. 


BENTLEY 

AUTHORIZED  RETAILERS 


NtaGA      Atlantic  City  NJ   ■   Bellevue  WA  •  Bethesda  MD   •   Beverly  Hills  CA  •   Boston  MA  •  Columbus  OH   •   Dallas, TX  •   Denver  CO 
ners  Grove  IL  •   Fort  Lauderdale  FL  •   Greenwich  CT  •   High  Point  NC  •   Houston  TX  •   Las  Vegas  NV  •   Long-  Island  NY /•   Manhattan  NY 
M|  FL  •  Montreal  QC  •  New  Jersey  -  North  •  Newport  Beach  CA  •  Northbrook  IL  •  Orlando  FL  •  Palm  Beach  FL  •  Palmyra  Nj  •  Pasadena  CA 
vidence  Rl   •   Rancho  Mirage  CA   .   San  Diego  CA   •   San  Francisco  CA   •   San  Juan  PR   •   Scottsdale  AZ  •   Sewickley  FA  :-   Silicon  Valley  CA 
St.  Louis  MO  •  Tampa  Bay  FL  •  Toronto  ON  •  Troy  Ml  •  Vancouver  BC  •  Zionsville  IN 


www.bentleymotors.com 

©  2005  Bentley  Motors,  Inc.  *Top  track  speed.  Always  obey  local  speed  limits.  European  model  sh,own. 


CLASSY. 


ENTICING. 


Cirrus  Style. 

Redefining  Expectations. 


Inquire  about  a  demonstration  flight  today. 
888.759.0054  |  cirrusdesign.com 


THE  K|ffi^F  AN  ENGINEER.  THE  HEART  OF  A  PILOT.™ 


CIRRUS 


Soaring  Companion 

[W  ACTIVITIES  COMBINE  EXHILARATION  AND  PEACEFUL  REPOSE  LIKE  SOARING  SILENTLY  IN  A  GLIDER  THOUSANDS 
:  feet  in  the  air.  In  the  past,  enthusiasts  have  had  to  choose  among  fiberglass  sailplanes,  some  feathery  but  slow 
tralights,  others  in  the  heavier,  more  navigable  classes.  Now  aviation  designer  Greg  Cole  and  his  father  Duane  of 
indward  Performance  have  found  a  third  way,  creating  the  SparrowHawk,  the  first  all-carbon-composite  sailplane, 
lis  material  is  sturdy  and  stiff,  yet  limits  the  weight  to  155  pounds.  The  end  result  is  a  speedy,  responsive  glider  able 
i  climb  in  even  the  weakest  of  thermals.  Options  such  as  a  parachute  for  the  whole  sailplane  ($2,795)  are  available, 
id  all  SparrowHawks  are  flight-tested  before  purchase.  $35,000,  base  price,  www.windward-performance.com. 


NSTANT 
REPLAY 

HETHER  YOU'RE  WATCHING  BIRDS  IN  ALASKA  OR  BASEBALL  FROM  A  LUXURY 
>x,  a  pair  of  precision  binoculars  is  a  necessity.  Now  with  Bushnell's  Instant 
jplay,  not  only  can  you  get  a  close  look  at  a  bristle-thighed  curlew  or  at 
anny  Ramirez  but  you  can  document  them  as  well.  In  addition  to  crisp 
<  magnification,  these  binos  include  a  digital  camera  that  takes  3.2 
egapixel  photos  and  records  30-second  movie  clips.  Featuring  a  pop-up 
screen,  the  Instant  Replay  also  has  32MB  of  internal  memory  to  save 
lat  you've  seen.  (Actually,  storage  is  limitless,  thanks  to  a  slot  for  a  compact 
ishcard.)  It's  also  easy  to  use:  Our  test  model  came  without  a  manual, 
id  yet  we  were  up  and  filming  in  ten  minutes.  $660.  www.bushnell.com. 
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I  Baron 
I  California 
I  Hats 

HARRISON  FORD  POSSESSES  AN 
unstudied,  authentic  masculinity 
that  seems  to  hold  near-universal 
appeal  for  the  ladies.  Much  of 
it  he  owes  to  the  fabricators  at  Baron 
California  Hats.  Not  only  did  this 
Hollywood  hatmaker  create  Indiana 
Jones's  trademark  rakish  fedora 
for  The  Temple  of  Doom,  but  in  its 
75  years  of  business,  the  company 
has  also  whipped  up  iconic  toppers 
for  the  likes  of  John  Wayne  in  True 
Grit  (and  just  about  every  other 
film  he  starred  in),  Jeff  Bridges  and 
Keith  Carradine  in  Wild  Bill,  and 
Marlon  Brando  in  One- Eyed  Jacks. 
For  a  few  hundred  bucks,  you  can 
order  up  faithful  reproductions  of  any 
of  these,  or  commission  a  custom 
adornment  of  your  own.  Baron's  also 
repairs,  blocks  and  resizes  hats. 
(818)  563-3025,  www.baronhats.com. 


Karaoke  for  Maestros 

YAMAHA'S  DISKLAVIER  MARK  IV  LOOKS  LIKE  A  TYPICAL  CONCERT  GRAND. 
It  has  carbon-steel  strings,  felt  hammers  and  88  wooden  keys.  And  it 
sounds  like  one,  too.  But  it's  also  a  player  piano  reinvented  for  the  silicon 
era,  capable  of  performing  solo  or  accompanying  prerecorded  orchestratio 
boomed  from  built-in  speakers.  Cue  up  a  Rachmaninoff  concerto  (from 
the  80-gigabyte  hard  drive),  and  you'll  feel  like  you've  got  Lang  Lang  right 
there  in  your  drawing  room.  Of  course  it's  Wi-Fi-enabled — what  isn't 
these  days?  It  can  be  linked  wirelessly  to  a  whole-house  sound  system  anc 
controlled  via  remote  from  any  room.  But  the  Mark  IV's  most  exciting  featu 
may  be  its  humble  microphone  jack,  which  makes  it  the  great  granddaddy 
of  all  karaoke  machines.  Belt  out  your  favorite  Neil  Diamond  tunes  if 
you  must,  or  if  you're  feeling  ambitious,  an  aria  from  Rigoletto.  $35,000 
and  up,  depending  on  size  of  piano.  (714)  522-9011,  www.yamaha.com. 
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APRIL 


The  Joy  of  Looking 


"I  FIND  MYSELF  DRAWING  LINES  CONNECTING  US  WITH  WHAT  WE  CULTIVATE,  PRODUCE  AND  INEVITABLY  CONSUME, 
says  26-year-old  Miami  artist  Jason  Hedges.  "I  strive  to  distill  down  relevant  icons  into  a  palatable  format." 
And  when  he  says  "palatable,"  he  means  it  literally:  Hedges'  artistic  idiom  is  the  "universally  shared  language  of 
food  and  drink."  Of  course,  not  everyone  gets  to  share  such  icons  as  the  three  wines  in  the  Cibachrome  series 
"1996/1971/1959  Chateau  d'Yquem"  pictured  here,  or  the  Chateau  Haut-Brion  and  Beaulieu  Vineyard  wines  tha 
he  has  used  elsewhere  as  his  models  and  muses.  Says  he,  "The  use  of  wine  is  a  great  example  of  everything  I  am 
aiming  for.  Formally  it  is  richly  complex  in  its  color  and  texture,  then  we  go  on  to  the  symbolism...."  On  the  other 
hand,  you  can  overthink  these  things.  As  Hedges  acknowledges,  "Maybe  it's  just  me,  but  the  photos  look  delicious 
For  further  information,  contact  Miami  gallery  Placemaker  at  (305)  576-6695,  www.placemakergallery.com. 


EARSPLITTING 
DELIGHT 

ince  its  U.S.  launch  last  year,  Sony's  high-end  Qualia  division  has  released  jusl 
five  products,  including  a  digital  camera  the  size  of  a  cigarette  lighter  ($3,900 
^  a  rear-projection,  70-inch  TV  ($10,000);  and  these  010  headphones,  which 
ring  up  at  a  cool  $2,600.  To  justify  the  price  tag,  Qualia's  engineers  have 
designed  something  impressive  on  both  aesthetic  and  acoustic  fronts.  Each  magnesiu 
alloy-framed  pair  (complete  with  "pressure-dispersion"  sheepskin  ear  pads)  comes 
customized  to  its  owner's  cranial  proportions.  Soundwise,  the  010s  have  a  frequency 
range  from  here  to  Tokyo — between  5  and  120,000hz — thanks  to  some  impressive- 
sounding  components  such  as  transverse-pressed  neodymium  magnets  and  porous 
cellulose  baffles.  Piped  through  these  headphones,  songs  you've  heard  dozens  of  tirr 
take  on  new  depth  and  dimension,  especially  if  played  on  formats  like  Super  Audio 
CD  and  DVD-A.  Older  recordings,  however,  can  sound  a  bit  cold  and  distant  on  010s 
imagine  watching  /  Love  Lucy  on  HDTV.  But  when  it  comes  to  newer,  digitally  record 
music,  they  sound  so  good  it's  unnerving.  (877)  QUALIA3,  www.sony.com/qualia. 
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ju  blue  umps  in  one  package.  Brilliant. 

Diamonds  (DIA)  are  all  30  gems  of  the  Dow  Jones  Industrial  Average  wrapped  up  in  one  neat  exchange  traded  fund 
ETF).  They're  tax  efficient,  and  have  low  management  fees,  too?  Like  stocks,  Diamonds  can  be  traded  all  day  long,  and 
)f  course,  they  are  subject  to  similar  risks.  Ask  your  advisor  for  details.  It's  a  smart  way  to  add  luster  to  your  portfolio. 
www.DowDiamonds.com.  Ticker  symbol  Amex:DIA.  The  30  blue-chip  companies  of  The  Dow  in  every  share. 


AMERICAN 

STOCK  EXCHANGE 


\n  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
)efore  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.DowDiamonds.com 
pr  call  1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Usual  brokerage  commission 

ipplies.  Dow  Jones  Industrial  Averager"  The  Dow'  and  Diamonds  "  are  trademarks  of  Dow  Jones  &.  Company,  Inc.,  licensed  tor  use  by  PDR  Services  LLC 
nd  American  Stock  Exchange  LLC,  pursuant  to  a  License  Agreement  with  Dow  Jones.  Diamonds  are  not  sponsored,  endorsed,  sold  or  promoted  by 
)ow  Jones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds.  ©2005  American  Stock  Exchange  LLC 
VLPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 
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SCREEN 
GEM 


HERE'S  A  MONITOR  THAT  WILL 
literally  bend  over  backwards 
for  you.  The  sleekly  designed  LG 
Flatron  L1980Q  ($795)  rests 
on  a  double-hinged  arm  that 
allows  you  to  turn  the  screen  90 
degrees  for  a  portrait  view 
or  flip  it  on  its  horizontal  axis  to 
face  the  opposite  direction. 
Of  course,  when  you  change  the 
LCD's  orientation,  the  monitor 
automatically  reorients  the 
image.  Gamers  will  love  the 
Flatron's  8-mil!isecond  response 
time — one  of  the  fastest 
around — and  photographers 
will  appreciate  its  r"-ENGINE 
picture-enhancing  chip,  which 
generates  vibrant,  true-to-life 
color,  www.lgusa.com. 


•••British  Customs 

BELSTAFF'S  BEEN  TURNING  OUT  CLASSIC  BRITISH  GEAR  SINCE  1924,  WITH  AN 
emphasis  on  waterproof  motorcycle  togs.  In  the  '30s  and  '40s,  they  also  outfittec 
the  Royal  Air  Force — and  some  of  those  designs,  reissued  from  the  company's 
archives,  look  as  good  to  our  eyes  as  anything  walking  down  this  season's  runway 
Fokker  Blouson,  $1,060,  at  www.belstaff.com  and  Camouflage,  New  York. 


Luggage  Concierge 

WHO  DOESN'T  ENJOY  SCHLEPPING  THEIR  BAGS  THROUGH 
security  and  onto  a  plane?  Only  everyone.  Which  is  wh; 
Luggage  Concierge  suggests  that  you  let  it  deliver  and 
return  your  bags  to  and  from  whatever  domestic  destinatic 
you  desire.  Clients  do  their  own  packing,  using  specially 
supplied  heavy-duty  plastic  and  the  company's  labels.  The 
Luggage  Concierge  takes  over,  providing  status  reports  via  e-mail, 
fax  or  phone  about  the  bags'  journey  and  arrival.  The  cost  of  this  flawles 
door-to-door  service  is  based  on  weight,  destination,  delivery  time  (the 
company  offers  service  ranging  from  next-day  to  five-day)  and  overall  size 
of  the  luggage.  (800)  288-9818,  www.luggageconcierge.com. 
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180°  flat. 
Now  100%  more  comfortable. 


l  Hz*  jm 


r 


lore  Comfortable  flat  beds*.  After  introducing  the  first  flat  bed  in  business  class,  we're  redefining  the  meaning  of 
imfort  -  again.  Using  the  latest  cushioning  technology  we  created  softer  flat  beds  to  give  you  an  infinitely  deeper,  more  restful  sleep, 
id  plumper  pillows  and  cozier  blankets  make  the  experience  even  better.  Of  course,  comfort  isn't  solely  about  sleep.  From  the  champagne 
iu're  handed  prior  to  take-off,  to  the  gourmet  menus  created  by  celebrity  chefs,  you  can  be  sure  a  flight  in  our  business  class  is  like  no  other. 


To  learn  more,  visit  ba.com 

•Being  introduced  on  long-haul  flights  through  July  2005. 


BRITISH  AIRWAYS 


Now,  when  your  spouse  says,  "I*m  leaving,"  you  can  say,  "Good,"  then  promptly  meet  him  or  her 
at  the  airport.  It's  all  possible  with  our  complimentary  companion  ticket  offer.  Just  book  your 
business  or  first-class  international  airline  tickets  with  the  Platinum  Card  from  American  Express  and 
experience  the  wonders  of  travel.  Together.  It's  a  world  of  service  that  makes  a  world  of  difference. 
TO  APPLY,  CALL  1.800.THE  CARD  OR  JUST  VISIT  800THECARD.COM  TO  LEARN  MORE. 


A  WORLD  OF  SERVICE 
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mbria's  ghost  village  |  toronto's  nightlights  |  trumped  in 
re  grenadines  |  the  hermitage's  gold  |  soothing  county  kerry 


TALY 


Borgo  di  Bastia  Creti, 
near  Umbertide,  Italy, 
is  125  miles  north  of 
Rome.  Cottages  rent  for 
about  $1 ,300-$4,700 
per  week,  depending 
on  size  and  season. 
(888)  925-6874, 
http://dev3. peregrine 
newmedia.com. 


mbria  » It's  not  every  day  a  ghost  town  returns  to  life  as  a  high-style,  international  luxury  retreat.  BORGO 
BASTIA  CRETI  is  a  formerly  abandoned  Umbrian  farm  village  that  could  have  been  a  stage  set  for  one  of 
3se  Italian  operas  with  a  boundless  supply  of  happy  peasants  dancing  the  tarantella  and  bursting  into  song, 
le  place  has  a  haunting  loveliness  that  moved  the  Wirth  family,  owners  of  Rome's  legendary  Hassler 
)tel,  to  rescue  it  from  oblivion  and  turn  the  hamlet  into  a  small  hilltop  hotel  for,  as  they  put  it,  "people 
io  cherish  privacy  and  not  visibility."  •  At  Bastia  Creti,  visitors  enter  an  Umbrian  Brigadoon  where 
le  seems  changed  since  the  village's  15th-century  heyday.  Guests  check  in  at  the  tiny,  deconsecrated 
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OFF  WORK 

Toronto:  For  years,  Toronto 
was  noted  mainly  for  its 
cleanliness  and  polite  citizenry, 
a  city  the  actor  Sir  Peter 
Ustinov  once  pithily  reduced 
to  "New  York  run  by  the 
Swiss."  However,  with  its  urban 
warehouse  districts  revamped 
as  smart  residential  and 
commercial  space,  Toronto 
has  been  refashioned  as  a  city 
of  dynamic  neighborhoods — 
and  finally  come  of  age. 

A  new  wave  of  chic,  smaller 
hotels  offers  travelers  the 
pleasures  of  discovery.  Park 
your  Vuitton  at  Mercer  Street's 
LE  GERMAIN  or  at  the  SOHO 
METROPOLITAN— with  its 
acclaimed  restaurant,  SENSES — 
on  Wellington.  Hipsters  favor 
THE  DRAKE  on  Queen  West 
with  its  art-house  vibe  and 
bustling  bar  scene,  while  the 
hushed,  clubby  WINDSOR  ARMS, 
just  steps  from  the  toney 
boutiques  of  Bloor  Street, 
draws  A-list  celebs. 

Lose  your  luggage? 
Yorkville's  HOLT  RENFREW  is 


chapel,  now  called  Club  Bastia,  which,  behind  its  austere  facade,  sparkles  with  bright  frescc 
of  lemon  and  orange  trees.  Where  the  altar  once  stood,  an  open,  four-sided  fireplace  takes  t 
chill  out  of  country  evenings. 

Bastia  Creti's  guests  are  elegantly  lodged  in  five  spacious  stone  cottages,  ranging  in  size  fir 
"La  Limonaia,"  which  stands  on  a  hillside  below  the  chapel  and  sleeps  two,  to  "Le  Ginestre, 
former  barn  with  four  master  bedrooms  and  a  private  garden. 

Once  the  properties  of  those  fizzy  peasants,  each  cottage  is  now  every  Italophile's  idea  o 
country  dream  house — a  comfortable  and  stylish  world  of  beamed  ceilings,  terra-cotta  floors  w 
colorful  rugs,  masses  of  freshly  picked  flowers  and  the  glow  of  country  furniture  found  in  local  a 
tique  markets.  Bastia's  mammoth  kitchens  are  equipped  with  modern  appliances  but  retain  th 
original  walk-in  fireplaces,  just  in  case  you  feel  the  need  to  roast  an  ox  for  a  village  festa. 

With  much  of  Umbria  at  hand,  some  guests  spend  their  days  exploring  Cortona  and  otl 
nearby  hill  towns,  while  wine  lovers  organize  lazy  (sometimes  hazy)  days  in  Torgiano  and  otl 
hallowed  wine  villages.  In  these  parts  great  art  comes  in  small  museums  like  Citta  di  Castell 
Palazzo  Vitelli  and  the  Museo  Civico  in  Sansepolcro,  Piero  della  Francesca's  home  town. 

Whatever  their  daytime  pursuits,  at  sunset  guests  usually  leave  their  hoes  in  the  cottage  a 
assemble  in  the  Club  for  robust  dinners  that  include  veal  roasts  and  pappardelle  with  boar  sau 
all  accompanied  by  Umbrian  wines.  And  you'll  definitely  want  to  sample  the  lusty  local  grap] 
after  which  bursting  into  song  is  okay,  and  the  occasional  tarantella  might  be  tough  to  resist 

— BILL  WHITM/ 


women's  clothing.  Dapper 
gentlemen  frequent  HARRY 
ROSEN  and  the  nouvelle  barber- 
shop CRU,  both  in  Yorkville. 

Toronto — believe  it — is 
among  North  America's  top 


that,  the  brand-new  LEE  (with 
an  equally  dazzling,  less  costly 
menu).  Helmed  by  chef  Mark 
McEwan,  the  BYMARK  serves 
important  people  important 
food  in  a  financial  district  out- 


Canada's  Neiman  Marcus. 
Canadian  labels  to  look  for 
include  coats  by  MACKAGE  and 
stylish  classics  by  PINK  TARTAN. 
Queen  West's  BOUTIQUE  LETROU 
carries  the  top  selection  of 
Canadian  designers.  Haute 
vintage  couture  can  be  scored 
at  THE  PAPER  BAG  PRINCESS 
on  Davenport  and  at  DIVINE 
DECADENCE  on  Cumberland. 
Fashionistas  trawl  ZOLA 
on  Avenue  Road  for  designer 
stilettos.  It's  MARLOWE  on 
Avenue  Road  for  cashmere 
and  CGRBO  on  Bloor  for  a  well- 
edited  selection  of  designer 


restaurant  towns.  Gourmets 
have  their  eye  on  new  boites 
launched  by  two  of  the  city's 
most  celebrated  French  chefs: 
Didier  LeRoy's  DIDIER  on  Yonge 
Street  is  the  place  to  have 
caviar  at  the  bar,  while  THUET 
(pronounced:  "too-ette"),  on 
King  West,  offers  Marc  Thuet's 
take  on  Alsatian  cuisine.  Or 
book  a  table  next  door  at  one 
of  Asian  fusion  star  Susur  Lee's 
twin  establishments:  SUSUR 
(picture  seven-course  tasting 
menus  eaten  in  a  white 
room  fitted  with  ostrich-skin 
banquettes),  and  right  beside 


fitted  with  grand  facades 
by  Ludwig  Mies  van  der  Rohe 
and  I.M.  Pei.  If  you  smoke, 
Yorkville's  PREGO  DELLA  PIAZZA,  a 
spot  favored  by  visiting  movie 
stars,  offers  pricey  Italian, 
a  fine  wine  list — and  ashtrays. 

The  city's  liveliest  summer 
patio  district  is  in  boho  Little 
Italy  on  College  West.  The 
fashion  set  flocks  to  XACUTTI 
for  nouvelle  Indian  and,  above 
it,  the  sexy,  candlelit  BIRO 
for  apres-dinner  drinks.  On  the 
east  side  it's  STARFISH  on 
Adelaide  for  seafood  and  THE 
LAURENTIAN  ROOM,  a  stylish 


retro  lounge  on  Winchester,  I 
cocktails.  There's  a  more  boi 
terous  scene  at  ULTRA  SUPPER 
CLUB  on  Queen,  where  dressii 
crowds  dine  and  dance  betwe 
endless  rafts  of  cocktails. 


King  Stre 


In  a  final  travel  triumph, 
Toronto  is  20  percent  cheape 
than  where  you  live,  dependi 
on  the  dollar,  and,  with  its  m 
mix  of  ethnicities,  renowned 
its  beauties.  Come  on  up,  eh 
— VI I A  BEAUMAf 
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For  addresses,  hours  am 
locations:  www.torontolife.comi 
www.toronto.com  oi 
www.martiniboys.com.  01 
call  the  Toronto  Visitors  ami 
Convention  Bureau  a 
(800)  499-2514 


Scotland 

Shows  True  Character 


Throughout  the  centuries,  Scotland  has  boasted  a  proud  and 
turbulent  heritage.  Today,  it  offers  a  rich  and  rewarding  retreat 
from  the  commonplace  for  both  business  and  pleasure. 
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more  information  on  all  that  Scotland  offers,  visit  www.Forbes.com/Scotland 


Though  large  in  chancier,  Scotland  is  slightly 
smaller  than  Indiana,  with  Edinburgh  and 
Glasgow  less  than  an  hour  s  drive  aporr, 
and  just  a  one-hour  flight  from  london. 


In  Scotland,  you  feel  the  gravity  of  a 
deeply  rooted  culture  that  is  equal  parts 
poet  and  warrior.  Centuries  of  passion 
surface  in  the  restless  energy  of  vibrant 
cities,  and  the  glowing  comfort  of  village 
pubs. 

Direct  flights  to  Glasgow  and  Edinburgh 
depart  from  several  U.S.  gateways,  or  a 
one-hour  flight  from  London,  make  getting 
to  Scotland  easy.  A  relaxed  vacation,  or 
quick  weekend  jaunt  to  Scotland  is  an 
ideal  way  to  turn  an  ordinary  trip  into  an 
unforgettable  one. 

Once  here,  you  can  avail  yourself  of 
an  exceptional  array  of  outstanding 
accommodations  and  cuisine.  In  addition 
to  world-renowned  hotels  and  resorts, 
Scotland  offers  the  opportunity  to  rest 
your  head  in  historic  castles,  estate  homes 


and  charming  country  inns.  Scottish  chefs 
create  innovative  dishes  with  the  finest 
local  ingredients,  including  salmon, 
venison,  Highland  beef  and  organic 
cheeses.  Be  sure,  of  course,  to  complement 
your  meal  with  a  hearty  ale  or  a  dram 
of  uisge  beotha,  "the  water  of  life." 

Whether  you  choose  to  challenge  a 
legendary  golf  course,  tour  a  whisky 
distillery,  hike  the  Highlands  or  explore 
the  heart  of  a  city,  there  are  ample  worthy 
diversions  in  Scotland.  Throughout  the 
year,  Scotland  plays  host  to  an  exciting 
variety  of  festivals.  They  offer  a  lively  way 
to  celebrate  the  finest  in  food  and  drink, 
music,  theater,  dance,  literature  and  more. 
There's  no  better  way  to  discover  Scottish 
culture  and  landscape,  meet  warm,  friendly 
people  and  have  a  wonderful  time. 


A  calendar  brimming  with  celebrations 


Here's  a  taste  of 
what's  on  in  Scotland 


The  Scots  are  known  around  the  world 
for  their  enthusiasm,  passion  and  spirited 
celebrations.  A  visit  to  a  Scottish  festival  is 
a  chance  to  sample  this  delightful  aspect 
of  the  national  character  at  its  finest. 

In  Scotland,  there's  a  festival  for  just  about 
any  interest,  including  music,  dancing,  film, 
books,  food  and  more.  Many  celebrate 
cultural  aspects  unique  to  Scotland. 
Take,  for  instance,  the  World  Pipe  Band 
Championship  in  Glasgow  every  August, 
lively  ceilidhs  (traditional  dances  in  which 
everyone  is  invited  to  join)  and  Highland 
Games,  colorful  gatherings  of  Scottish 
athletes,  musicians  and  dancers. 


Edinburgh  is  known  around  the  world  for  its 
annual  Military  Tattoo,  International  Festival 
and  its  lively  spin-off,  the  Edinburgh 
Festival  Fringe.  Glasgow  boasts  its  annual 
Comedy  Festival,  Jazz  Festival  and  West 
End  Festival.  Lovers  of  Celtic  culture  flock 
to  Glasgow's  Celtic  Connections  and  The 
Royal  National  Mod  in  The  Western  Isles. 

For  something  a  little  more  offbeat,  try 
the  Tarberf  Seafood  Festival,  or  the  Spirit 
of  Speyside  Whisky  Festival.  Cap  off 
the  year  with  a  Hogmanay  celebration, 
such  as  the  one  that  fills  the  streets  of 
Edinburgh  with  music  and  revelers,  or  the 
one  in  Stonehaven,  where  local  men  swing 
giant  balls  of  fire  through  the  streets  and 
into  the  sea. 


June  29-July  3 

ROYAL  BANK  GLASGOW 

JAZZ  FESTIVAL 

www.jazzfest.co.uk 

August  5-27 

EDINBURGH  MILITARY  TATTOO 

www.edintattoo.co.uk 

August  7-29 

EDINBURGH  FESTIVAL  FRINGE 

www.edfringe.com 

August  13 

WORLD  PIPE  BAND  CHAMPIONSHIP, 
Glasgow 

www.rspba.org 

August  14-September  3 

EDINBURGH  INTERNATIONAL  FESTIVAL 

www.eif.co.uk 


For  more  information  on  all  that  Scotland  offers,  visit  www.Forbes.com/Scotland 
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From  large  to  intimate,  historic 
to  modern,  city  to  countryside, 
Scotland  wrote  the  book  on 
meeting  venue  options. 
We'll  be  happy  to  send  you 
a  copy.  Just  ask  for  one  at 
conventionscotland.com/usa 


Scotland  offers  enticing  and  unparalleled 
incentives  for  keeping  meetings  short. 


Meeting  in  Scotland  may  be  the  easies 
business  decision  youll  ever  make. 

Before,  during  and  after  a  business  meeting, 
Scotland  rises  to  the  occasion. 


The  location  selected  for  a  meeting  is  a 
direct  reflection  on  the  business  hosting  it. 
Accordingly,  it  is  small  wonder  Scotland 
has  become  an  increasingly  popular 
location  for  business  meetings  of  all  sizes. 

As  for  your  meeting  itself,  Scotland  offers 
a  colorful  array  of  dramatic  facilities  and 
venues  —  from  state-of-the-art  conference 
centers  to  historic  castles,  exceptional 
hotels  and  resorts  to  working  distilleries, 
museums  and  galleries  to  universities. 
The  infrastructure  is  well  in  place  to 
accommodate  groups  of  virtually  any 
size  and  variety. 


Perhaps  the  most  appealing  aspect 
meeting  in  Scotland  is  that  once  yc 
meeting  adjourns,  you're  still  in  Scotlar 
Your  attendees  can  enjoy  renown* 
golf  courses,  blissful  spas,  exciting  cit 
and  charming  villages.  Partake 
world-renowned  salmon  fishing,  sav 
exceptional  cuisine,  explore  invitir 
pubs  and  experience  legendary  Scotf 
hospitality  firsthand. 

Edinburgh  and  Glasgow  are  eas 
accessible  by  direct  flights  from  sever 
U.S.  gateways  (or  simply  take  a  on 
hour  flight  from  London.)  And  Scotlanc 
modern  and  efficient  transportafic 
options  make  it  easy  to  get  around  I 
the  duration  of  your  event. 


Tap  into  a  heritage  of  education, 
inaustriousness  and  success. 


Scotland  has  long  enjoyed  a  reputation 
for  being  one  of  the  most  ingenious, 
forward-thinking  and  industrious  nations 
in  the  world.  No  mean  feat  for  a  country 
of  such  modest  size  and  population. 

Recognizing  the  importance  of  maintaining 
its  climate  of  innovation,  the  Scottish 
government  has  created  Scottish 
Development  International  (SDI),  an 
organization  that  can  help  your 
business  tap  into  Scotland's  strengths  in 
knowledge,  high-level  skills,  technology 
and  innovation. 

The  Scottish  government  has  recently 
made  significant  investments  in  the  fields 
of  industry,  higher  education  and  growing 
global  companies.   Scotland   is  firmly 


committed  to  maintaining  a  leadership 
position  in  the  global  economy's  majoi 
growth  sectors:  life  sciences,  financial 
services,  energy,  microelectronics  and 
communications  technology  (including 
digital  media.) 

SDI  has  already  helped  hundreds  of 
overseas  companies  benefit  from  our 
specialist  inward  investment  services. 
SDI  can  show  you  how  your  company 
can  benefit  from  Scotland's  heritage 
of  intellectual  restlessness  and  ever- 
advancing  levels  of  expertise. 

SDI  can  arrange  for  you  to  visit  Scotland 
and  give  you  a  more  detailed  analysis  of, 
and  direct  access  to,  the  wide  range  of 
business  opportunities  available. 

For  more  information,  please  visit 
www.sdi.org.uk 


Innovative  and  flexible  facilities  in  the 
heart  of  one  of  our  major  cities. 


The  TV  was  invented  in  1926  by 
Scotsman  John  Logie  Baird. 

Adam  Smith,  founder  of  classical 
economics  was  born  in  1723,  in 
Kirkcaldy,  Scotland. 

Penicillin  was  invented  in  1928  by 
Scotsman  Sir  Alexander  Fleming. 

The  inventor  of  the  telephone, 
Alexander  Graham  Bell  was  born 
in  Edinburgh,  Scotland  in  1847, 
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A  wee  sampling  of  ways 
to  become  acquainted  with 
Scotland's  favorite  export. 

Scotch  Whisky  Heritage  Center 

The  Royal  Mile,  Edinburgh 

Spirit  of  Speyside  Whisky  Festival 

April  29-May2 
www.spiritofspeyside.com 

Join  the  Scotch  Malt  Whisky  Society 

www.smws.com 


The  flavors  of  Scotland 

are  as  bold  as  the  land  itself. 

A  natural  bounty  of  fresh,  local  ingredients  make 
eating  in' Scotland  quite  the  feast. 


"We  found  amazing  food  all  over 
Scotland  -  and  not  just  in  the 
great  restaurants  of  Edinburgh 
and  Glasgow,  but  also  in  fanners' 
markets,  pubs  (great  lunches), 
country  hotels  and  at  Scottish 
breakfasts." 

Kristen  &  Anthony,  New  York,  NY 

for  their  complete  journal, 
visit  www.ToScotland.com 


Culinary  inspiration  comes  easily  in 
Scotland.  Just  look  at  the  materials  local 
chefs  have  to  work  with:  fresh  produce, 
legendary  salmon  and  other  bounties 
of  the  sea,  exceptional  venison  and 
renowned  Highland  beef. 

Scottish  chefs'  handiwork  runs  the  gamut 
from  the  understated  simplicity  of  a  cold 
seafood  plate,  to  the  inspired  complexity 
of  fusion  cuisine.  Whether  you  find 
yourself  in  an  intimate  country  retreat  in 
the  Highlands,  or  the  hottest  new 
restaurant  in  Glasgow  or  Edinburgh, 
you  will  eat  well  in  Scotland. 


To  ensure  that  premise,  VisitScotlan! 
has  recently  created  the  world's  firj 
comprehensive  national  food  gradinl 
system.  Be  it  a  small  tearoom  or  a  whiti 
linen  restaurant,  the  VisitScotland  fooi 
medallions  (1  to  5)  can  help  steer  you  to  a 
outstanding  dining  experience.  Also,  loo 
for  a  "Taste  of  Scotland"  medallion,  whic 
indicates  the  establishment  successful! I 
embraces  local  ingredients  and  traditionc 
or  modern  Scottish  cuisine. 

Of  course,  Scotland  is  known  for  its  u/sg| 
beatha,  or  "water  of  life."  Scotch  whiskl 
lovers  will  enjoy  exploring  Speysidj 
by  following  the  famed  Whisky  Trail  c 
traveling  to  the  island  of  Islay  to  samd 
one  of  its  trademark  peaty  malts. 


Golfing  in  Scotland 


A  round  of  golf  in  Scotland 
borders  on  the  reverential. 

fo  play  golf  in  Scotland  is  to  experience  the  game 
as  it  was  meant  to  be  played. 


Scotland  is  the  Home  of  Golf,  where  the 
game  was  invented  and  nurtured  to  its 
oresent  form  along  the  natural  contours  of 
3n  unspoiled  land.  And  with  over  540 
:ourses  open  today,  including  numerous 
lallmark  Scottish  links  courses,  it's  a  legacy 
hat  shows  no  signs  of  weakening. 

3uite  simply,  Scotland  boasts  some  of 
he  best  golf  courses  in  the  world.  There 
3re  the  historic  championship  courses 
/vhose  names  flow  like  poetry  to  a  golf 
over:  Turnberry,  Royal  Troon,  Carnoustie, 
3leneagles,  Royal  Dornoch  and,  of 
:ourse,  the  Old  Course  at  St.  Andrews, 


site  of  the  2005  British  Open.  But  beyond 
the  marquee  courses,  Scotland  offers  a 
bevy  of  hidden  gems  including  links 
courses,  parkland  courses,  even  9-hole 
charmers  with  which  you  will  fall  in  love. 

Many  areas  of  Scotland  offer  Regional 
Golf  Passes,  allowing  you  to  play  on 
numerous  courses,  and  most  golf  clubs 
welcome  visitors.  There  are  also  golf- 
oriented  packages  available  through 
specialist  tour  operators.  Whether  you're 
a  beginner  or  have  a  single  digit  handicap, 
golfing  in  Scotland  is  one  of  life's 
sublime  pleasures. 


In  Scotland,  you  could,  conceivably,  play 
two  courses  a  day— just  be  sure  to 
leave  time  for  the  19th  hole. 


Some  Scottish  historians  believe 
King  James  IV  of  Scotland  to 
have  been  the  first  recorded 
golfer.  In  the  late  15th  century, 
he  lifted  a  longstanding  ban 
on  "gowf,"  which  had  been 
implemented  in  the  belief  that 
the  game  was  undermining  the 
Scots'  archery  skills. 


In  1502,  James  IV  ordered  a  set 
of  golf  clubs  from  a  Perth  bow 


Come  walk  in  the  footsteps  of  your  ancestors 


Over  11  million  Americans  claim  Scottish 
roots.  To  unearth  them  is  to  begin  a 
rewarding  journey  of  discovery.  The 
first  step  on  that  journey  is  a  visit  to 
ancestralscotland.com.  This  unique  online 
resource  can  assist  your  quest  to  visit  the 
sites  of  your  Scottish  ancestry. 

As  rewarding  as  researching  your  Scottish 
ancestors  can  be,  it's  nothing  compared 
to  experiencing  firsthand,  the  places  they 
lived  and  worked,  ancestralscotland.com 
can  help  you  on  your  way. 

ancestralscofland.com  offers  a  host  of 
features,  including  surname,  clan  and 


tartan  searches  and  clan  itineraries — 
clan-specific  tours  of  Scotland  designed 
to  bring  your  heritage  to  life.  It  can  also 
direct  you  to  a  variety  of  fascinating 
museums  and  historic  sites,  where  you  can 
experience  what  the  daily  lives  of  your 
ancestors  were  like  centuries  ago. 

Don't  just  learn  about  your  Scottish 
heritage — Live  it.  Touch  the  walls  of 
a  family  castle,  explore  the  fields  and 
farms  your  ancestors  once  worked, 
try  on  the  family  kilt  and  see  the  very 
documents  that  chronicled  their  lives. 
ancestralscotland.com  can  help  you  make 
it  happen. 


"I  walked  in  the  footsteps  of  my 
ancestors,  and  got  an  idea  of  li 
their  daily  lives  could  have  bee\ 
Chuck  and  I  experienced  so 
much  we'll  never  forget, 
including  wandering  into 
an  impromptu  music  session 
in  an  Edinburgh  pub." 

Chris,  New  York,  NY 


For  more  information  on  all  that  Scotland  offers 
visit  www.Forbes.com/Scotland 
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3REAT  PLACES 

it.  Petersburg:  THE  STATE  HERMITAGE  MUSEUM  conjures  up 

lages  of  Matisse,  Faberge  and  Catherine  the  Great.  But  arguably  the 
useum's  rarest  and  most  magical  holdings  are  the  troves  of  ancient  gold 
eked  away  in  the  guided-tour-only  Treasure  Galleries.  The  collection 
:gins  in  an  age  long  before  the  Pyramids — long  before  much  of  anything, 
le  would  have  thought — with  astonishingly  accomplished  gold  jewelry 
□m  the  3rd  millennium  B.C.  But  the  masterpieces  at  the  center  of  the 
:hibitions  introduce  visitors  to  the  lost  world  of  the  flamboyant,  nomadic 
arriors  known  as  the  Scythians.  •  Now  obscure,  these  Scythians  were 
lite  a  sensation  back  in  the  day.  History's  first  great  horsemen  (and  not 
•incidentally  first  trouser- wearers),  the  Scythians  galloped  across  the  steppes, 
lpressing  the  classical  world  with  both  their  knack  for  accessorizing  and 
teir  chilling  ferocity.  Among  other  disagreeable  habits,  the  Scythians 
ijoyed  drinking  wine  from  the  skulls  of  their  enemies.  (Though  the  two 
.ull-ish  drinking  bowls  in  the  Hermitage  are  merely  modeled  from  human 
aniums — perhaps  history's  earliest  evidence  of  wine  one-upmanship?) 


Trave I 


THE  ISLANDS 

Grenadines:  "Ciao,  Beiiar 

boomed  an  excruciatingly 
handsome  Italian  as  he  greeted 
various  females  with  much 
kissing  of  cheeks.  They  had  all 
descended  on  Canouan,  a  tiny 
speck  of  an  island  just  north  of 
Grenada,  to  attend  a  wedding 
at  the  RAFFLES  RESORT  CANOUAN 
ISLAND.  As  I  watched  them, 
I  kept  thinking  that  I'd 
witnessed  this  scene  before. 

I  had,  actually,  or  something 
close  to  it.  Five  years  ago,  I 
landed  here  to  take  a  look  at 
the  first  version  of  the  resort, 
then  called  Carenage  Bay, 
and  was  swept  up  in  another 
swarm  of  dressed-to-perfection 
Italians.  Then  I  got  to  the 
resort  and  found  it  to  be  a 
floridly  painted  re-creation  of  a 
Sardinian  village.  Weirder  still, 
the  local  Canouan  staff  was 
attempting  to  speak  Italian. 

It  seemed  very  Twilight 
Zone... and  it  was.  Two  years 
later,  plagued  by  bad 
marketing,  Carenage  closed. 
But  financier  owner  Antonio 
Saladino,  who  in  1990  had 
signed  a  99-year  lease  with  the 
St.  Vincent  government, 
brought  in  big  guns  to 
relaunch.  Last  November,  the 
resort  reopened  under  the  dual 
imprimatur  of  the  Singapore- 
based  Raffles  International 
and  real  estate  impresario  and 
TV  icon  Donald  Trump. 

The  improvements  are 
visible  immediately.  For 
starters,  the  staff,  a  sort  of 
"It's  a  Small  World"  mix  of  24 
nations  led  by  Austrian- 
German  management,  is  now 
supremely  genial  and  efficient. 

The  look  is  also  more 
sophisticated  and  serene.  The 


Raffles  Resort  Canouan  Island, 
St.  Vincent  and  the  Grenadines, 
$675  -  $  1 ,770.  For  reserva- 
tions: (877) CANOUAN, 
www.raffles-canouanisland.com. 
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by  Kip  Cleland,  MA,  CSCS 

fitness  Director  of  Forbes  Inc. 


a  room  for 


If  you're  on  the  road,  a  hot* 
room  filled  with  exercise 
equipment  can  help  you 
maintain  your  fitness  regime 
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working  ou 


ONE  OF  THE  HARDEST  THINGS  WHEN  TRAVELING  IS  TO 
find  the  time  as  well  as  the  motivation  needed  to  maintain  or 
improve  your  current  fitness  level. 

Between  early  morning  teleconferences  and  late  night  strat- 
egy sessions,  a  traveler's  schedule  is  packed.  Add  to  this  the 
endless  procession  of  meals  —  not  to  mention  all  those  dessert 
possibilities  —  and  the  average  business  trip  turns  into  a  fitness 
disaster.  Fortunately,  some  hotels  have  finally  begun  to  recognize 
that  many  of  us  want  to  stay  in  shape  no  matter  where  we  are. 
They  have  improved  the  quality  of  equipment  in  the  hotel  gyms, 
begun  offering  fitness  classes  that  you  can  sign  up  for  in  advance 
and  even  added  healthier  entrees  to  the  restaurant  menus.  Now 
there's  an  even  bigger  breakthrough:  hotel  rooms  fitted  with 
exercise  equipment. 

The  Beauty  of  Convenience 

With  workout  equipment  right  in  your  hotel  room,  you  can  jump 
on  the  treadmill  without  worrying  exactly  how  you're  dressed  and 
who's  going  to  be  noticing  you.  And  you  can  even  work  in  a  few 
different  types  of  activities  on  breaks  over  the  course  of  the  day, 
rather  than  focusing  on  one  intensive,  time-consuming  workout. 

The  equipment  you'll  find  in  your  hotel  room  is  likely  to  be  more 
diverse  than  you  could  imagine.  Don't  expect  any  multi-station 
machines,  of  course,  but  you  can  find  enough 
equipment  and  instructional  videos  to  help 
you  create  an  interesting  and  varied  workout 
—  perhaps  a  cycling  machine  or  treadmill 
that  you've  never  tried  before,  or  a  fitness 
DVD  that  can  help  you  make  an  entire 
workout  with  a  simple  yoga  mat,  a  medicine 
and/or  stability  ball  and  resistance  tubing. 


I  like  to  stretch  after  my  cardio/aerobic  exercise.  My  cc 
temperature  is  now  up  and  body  parts  tend  to  bend  and  stret 
better  when  warm.  Concentrate  on  hamstrings,  hip-flexors  ai 
quadriceps,  since  these  areas  will  be  affected  most  by  consisti 
exercise  and  daily  activities. 

The  Next  Step 

If  your  room  has  an  adjustable  set  of  dumbbells,  put  them 
use.  If  you  don't  have  a  routine  that  you  know  in  advance,  ta 
a  look  at  a  fitness  magazine  or  book  that  these  hotel  rooj 
come  equipped  with  for  some  ideas.  In  general,  use 
push/pull  routine  that  engages  opposite  muscle  groups  wh 
doing  your  resistance  work.  This  will  help  with  time  manaj 
ment,  since  you  will  not  have  to  wait  between  sets.  An  exai 
pie  of  this  would  be  a  bicep  curl  alternated  with  a  trie 
extension.  Doing  two  sets  of  each  movement  with  between 
and  1 5  repetitions  works  well  as  a  general  rule.  Don't  sacrif 
form  for  weight  —  and  never  let  the  weight  control  you.  Y 
control  the  weight. 

The  more  work/exercise  you  do,  the  greater  the  benefit  v 
be  in  terms  of  how  you  look  and  feel.  Hotel  rooms  that  hi 
in-room  exercise  equipment  give  you  the  chance  to  do  more 
less  time. 


ntage 


Workout  Basics 

When  beginning  a  workout,  make  sure  you 
take  time  to  warm  up.  The  best  way  to  do 
this  is  to  begin  whatever  activity  you'll  be 
doing  in  the  "low"  mode.  If  you're  walking 
on  a  treadmill,  for  example,  start  off  on  a 
lower  speed  than  what  you're  used  to  and 
work  your  way  up.  Keep  moderation  in 
mind,  too:  A  15-minute  mile,  at  a  speed  of 
4  mph,  is  a  great  goal.  If  possible,  try  not  to 
hold  onto  the  handrails  of  the  treadmill  for 
support  or  lean  part  of  your  body  weight  on 
your  arm  when  using  a  step  machine.  This 
decreases  the  intensity  of  the  workout,  and 
therefore  decreases  the  conditioning  effect 
and  caloric  expenditure. 


Working  closely  with  Reebok,  Runner's  World  and 
Bicycling  magazine,  Westin  Hotels  and  Resorts 
has  developed  the  WestinWORKOUT®  Room,  a 
complete  workout  experience  that  allows  guests 
the  convenience  of  exercising  in  the  comfort  and 
privacy  of  their  guest  room.  These  rooms  feature: 

•  A  Life  Fitness  treadmill  or  Reebok  Tomahawk 
XL  Spinning  Cycle 

•  Reebok  Piiates  DVD  workouts  available  on 
the  in-room  DVD  player 

•  Adjustable  dumbbells  and  Reebok  fitness 
equipment,  including  a  stability  ball,  medicine 
ball,  resistance  tubing  and  exercise  mat 

•  A  fitness  library  plus  Runner's  World  and 
Bicycling  magazines 

•  A  WestinWORKOUT®  Wellness  Guide  featuring 
equipment  usage  instructions  and  fitness  tips 

•  Complimentary  "sport  top"  bottled  water 


/ 


You  should  always  consult  your  physician  before 
starting  or  changing  an  exercise  program,  or  if 
you  have  any  preexisting  medical  conditions. 


To  find  out  more  about  WestinWORKOUT  or 
to  book  a  reservation,  call  1-800-WESTIN-1 
or  visit  www.westin.com/workout. 


Westin 
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INTRODUCING 
THE  4-D00R  SUPERCAR. 


INTRODUCING  THE  QUATTROPORTE  Created  for  those  with  a  passion  for  driving,  it  offers  a  potent  400hp  V8,  first-in- 
class,  racing-inspired  front-mid  engine  design  and  an  Fl-inspired  6-speed  transmission -delivering  a  truly  superlative 
driving  experience.  With  a  top  speed  of  more  than  170mph,  styled  by  Pininfarina  and  produced  in  limited  numbers,  it  sets 
new  standards  in  performance,  design  and  exclusivity.  And  with  more  than  4  million  ways  to  customize  your  Quattroporte, 
chances  are  no  two  will  ever  be  the  same.  Featuring  a  comprehensive  ownership  program  including  a  4-year/50k- 
mile  limited  warranty  and  24-hour  roadside  assistance.  Contact  877-MY-MASERATI  or  visit  www.maseratiusa.com/fby 
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ffles  designers  have  replaced 
Sardinian  theme-park 
icot,  pink  and  lemon  colors 
the  main  building  with 
•white,  and  created  a 
h-style,  open-air  reception 
a  with  gauzy  white  banners 


I  curved  white  settees. 
The  rooms  haven't  changed, 
ich  is  wonderful — they  were 
hly  beautiful  before.  The 
mged  apricot-colored  walls, 
xican  tile  sinks,  sharp 
ent  pieces  such  as  mirrors 
tainted  gold  and  white 
nes,  and  couches  in  Italian 
ton  fabrics  give  the  rooms 
lix  of  comfort  and  snap. 
There  are  156  rooms  in  this 
awling  resort,  each  allotted  a 
f  cart  so  guests  can  maneuver 
and  down  the  hills.  Those  who 
it  an  intimate  place  would 
better  off  elsewhere.  "It  isn't 
jsort,  it's  a  village,"  as  general 
nager  Louis  Sailer  says.  It 
become  even  bigger  when 
mp  starts  building  his 
nned  135  villas  and  estates. 
Trump  is  also  behind  the 
■hole  golf  course  designed 
Jim  Fazio  on  hilly  terrain 
dering  the  sea  that  is 
nically  spectacular  (the 
h-altitude  13th  hole  serves 
a  sightseeing  perch  for  most 
:he  Grenadines).  He's  also 
lind  the  hilltop  casino  Trump 
b  Privee,  meant  to  be  more 
nte  Carlo  than  Atlantic  City. 
One  of  the  few  additions  not 
:arry  Trump's  name  is 


But  it  wasn't  all  rape  and  pillage,  rape  and  pillage.  The  Hermitage  Treasure  Galleries  re- 
veal that  the  Scythians  also  had  a  sensitive,  artistic  side,  and  the  enduring  skill  to  go  with  it. 
Blending  Persian,  Greek,  and  even  Chinese  influences,  the  nomads'  golden  ornaments,  dat- 
ing back  to  the  7th  century  B.C.,  open  a  window  onto  a  dazzling  Gilded  Age,  barbarian  style. 

Virtually  all  of  the  ancient  gold  in  the  Galleries,  Scythian  or  otherwise,  was  unearthed  from 
burial  mounds  scattered  across  Russia  from  Siberia  to  the  Ukraine.  Many  finds  have  the  ring 
of  folklore:  One  trove  was  uncovered  in  1910  by  a  peasant  plowing  his 
fields,  another  when  a  Ukrainian  shepherd  boy  stepped  into  a  pot  of 
gold.  Other  pieces  were  seized  from  grave  robbers  and  smugglers,  mean- 
ing that  the  10,000  gold  objects  in  the  Hermitage's  collection  are  nec- 
essarily an  accidental  sampling  of  history. 

But  what  accidents!  The  late  7th-century  B.C.  Scythian  "flying  stag" 
discovered  in  a  Cossack  village  in  1897  has  become  a  log-o  piece  for  the  mu- 
seum. Made  of  polished  gold,  with  sweeping,  scrolled,  S-shaped  anders, 
it  conveys  a  talismanic  beauty  touching  on  the  divine  and  mysterious. 

Other  pieces  tell  straightforward  stories.  The  4th-century  B.C.  sculpted 
grip  of  a  gold  hair  comb  shows,  in  vivid,  roiling  detail,  a  scene  thought  to 
depict  a  historical  battle  between  the  three  sons  of  King  Ariapithes.  It  is 
the  Scythian  world  in  miniature — the  trousers  and  shaggy  hair  described 
by  Herodotus,  the  distinctive  mix  of  body  ornaments  and  weapons,  the 
central  figures  of  horses.  Another  marvel  in  the  Treasure  Galleries,  a  quiver 
depicting  the  life  of  Achilles,  is  possibly  one  of  a  pair  commissioned  by 
Alexander  the  Great  and  mentioned  in  his  records  as  gifts  for  a  Scythian  leader. 

Many  exhibits  here  must  be  seen  through  magnification  to  be  fully  appreciated.  Among 
them  are  riveting  4th-century  earrings  of  what  is  called  the  "Splendid  Type."  Made  by  Greek 
craftsmen,  they  are  adorned  with  almost  pollen-sized  grains  of  gold  and  filigree  so  fine  that 
one  gram  of  gold  would  roll  out  to  a  wire  20  to  80  meters  long.  Never  again  has  goldsmithing 
this  minute  been  equaled,  and  no  latter-day  artisan — including  Peter  Carl  Faberge — has  been 
able  to  figure  out  how  those  long-ago  masters  worked  it. 

The  museum  offers  up  its  gold  in  two  doses.  The  main 
Treasure  Gallery  most  visitors  are  likely  to  see  provides  a 
hefty  hors  d'oeuvre  portion  of  ancient  gold  works  before 
segueing  into  various  latter-day  Czarist  excesses  (the  dia- 
mond-crusted horse  blanket,  gift  of  a  Turkish  sultan,  comes 
to  mind).  If  the  old  gold  there  intrigues  you,  the  second 
Treasure  Gallery  will  transport  you:  illuminated  case  after 
case  of  works,  mundane  and  magisterial,  imbued  with  the 
subtle  power  to  reach  out  to  us  across  these  centuries. 

—RICHARD  NALLEY 


The  Hermitage  is  open  daily 
except  Mondays  and  holidays. 

The  entrance  fee  for  the 
musuem  is  350  rubles  (about 
$13),  and  each  Treasure 
Gallery  costs  300  rubles 
(about  $11)  to  visit. 
Call  the  Tour  Bureau  at 
011-7-812-571-84-46  to 
enquire  about  guided  tours. 


Raffles's  Amrita  Spa,  and  it's  a 
knockout — a  collection  of  11 
open-air  treatment  rooms:  two 
in  Polynesian-style  overwater 
bungalows  reachable  by  boat, 
nine  built  into  the  side  of  the 
hill  and  reached  via  funicular. 
The  treatment  menu  was  still 
evolving  when  I  was  there,  but 
the  setting — rooms  painted  the 
colors  of  gemstones,  in  open, 
thatched  cottages  overlooking 


the  hypnotic  aqua  water — is 
soothing  enough  on  its  own. 

The  only  aspect  of  the  resort 
that  needed  work  was  the 
food  at  the  main  restaurant, 
Jambu's,  which  emphasized 
pan-ethnic  cooking,  sometimes 
within  a  single  dish  (chicken 
teriyaki  and  Szechuan 
beef  pizzas,  anyone?).  With 
the  exception  of  the  perfect 
breakfast  ingredients,  I  found 


the  food  strangely  middling. 

Easier  to  enjoy  is  the  range 
of  martinis  in  the  Jambu  Bar. 
One  specialty  is  a  martini 
priced  at  $300.  The  reason  for 
the  steep  markup:  a  tiny, 
handcrafted  24k-gold  sword 
crusted  with  an  array  of  gems 
to  hold  the  onion  or  olive.  But, 
no,  it's  not  called  the  Trump 
martini... at  least  not  yet. 

—LAURIE  WERNER 
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IRELAND 


With  Ireland 


County  Kerry: 

modernizing  at  a  furious  pace,  it's  a  sad  fact 

that  visitors  often  have  to  struggle  to  find 

the  sweet  break  from  life's  cares  that  the 

country  once  offered  so  effortlessly.  In  fact, 

Irish  hoteliers,  facing  a  steep  drop  in  tourist 

revenues,  have  been  scrambling  to  recast 

their  appeal.  •  In  County  Kerry,  the  PARK 

HOTEL  KENMARE  has  managed  a  smooth 

blend  of  old  and  new  by  mixing  the 
venerable  comforts  of  a  country  re- 
treat with  the  contemporary  indul- 
gences of  a  luxurious  spa.  Yes,  the 
spa  fad  is  spreading  like  clover  in 
Ireland  too,  but  this  exclusive  haven 
stands  apart. 

Drive  the  winding  entranceway 
from  the  village  below,  and  stress 
vanishes.  Enter  the  lobby  with  its 
crackling  fire,  and  the  staff  glide 
forward  to  receive  you,  led  by  the 
natty  owner,  Francis  Brennan,  or 
his  brother  John.  Here  your  surname  is  never  forgotten. 

Built  in  1897,  the  gabled,  gray-limestone  hostelry  is  homey 
and  intimate.  The  corridors  hold  antiques  and  paintings  from  the 
hodgepodge  school.  But  the  46  guest  rooms  are  sumptuous, 
some  with  four-poster  beds  and  all  with  riveting  views  over  the 
lush  grounds  that  run  down  to  a  40-acre  nature  preserve  beside 
Kenmare  Bay.  The  Michelin-recommended  restaurant  is  mem- 
orably fine  without  being  overly  fussy.  A  great  choice:  the  grilled 
salmon  with  a  richly  succulent  prawn  risotto.  The  wine  list  has 
high-end  heft  and  value,  too. 

The  Park  Hotel's  signature  is  tranquility.  The  most  raucous 
event  in  a  day  here  is  the  dawn  symphony  of  skylarks  and  song 
thrushes,  plus  every-  gull  you  can  name — some  30  bird  species 
darting  over  the  Reenagross  National  Park's  walkways.  In  the 
spring,  rhododendrons  seem  to  explode  in  pink,  purple  and 
white,  and  always  there  are  the  dreamy  hills  across  the  water.  Not 
to  mention  an  adjacent  golf  course. 

What's  bold  and  new  here  is  also  quiet — the  10,500-square- 
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Sunny 
days  on 

Kenmare 
Bay 


foot  SAMAS  spa,  tucked  like  a  whisr 
into  the  trees.  The  place  has  a  Zen-li 
feel,  with  water  trickling  down  marbl 
walls  and  wafting  fragrances.  Deep  m; 
sages  with  hot  rocks  and  myriad  oi 
facials,  saunas — the  basic  spa  ingrediei 
are  becoming  ubiquitous.  But  the  facil 
glistens  with  so  much  glass  and  jewel 
tile  it  feels  like  a  time-machine  transpi 
from  the  country  house  behind  the  e 
trance  door.  The  most  unique  feati 
is  the  98.6-degree  Fahrenheit  outdc 
"vitality"  pool  with  water  jets  kneadi 
every  ache  as  you  look  out  to  the  bay  and  misty  hills.  Is  tl 
really  Ireland  at  all? 

John  Brennan  explained  the  challenge.  "The  arch  Iri 
Americans,  the  World  War  II  generation  that  wouldn't  think 
visiting  any  other  country,  are  vanishing.  The  newer  generati 
are  no  longer  stuck  on  Ireland  at  all.  They'll  travel  to  any  cou 
try  that  pleases  them,  but  there  has  to  be  some  compelling  di 
tination  at  the  other  end.  The  Irish  tourist  board  kept  pluggi 
images  of  a  barefoot  redheaded  girl  on  a  boreen  chocked  w 
sheep.  But  that's  all  gone.  We  realized  we  had  to  create  a  pre 
uct  that  drew  people  in  for  its  own 
sake,  and  yet  we  did  not  want  to 
compromise  what  we  were  about." 

Judging  by  a  near  doubling  in 
bookings  over  the  past  two  years, 
the  Brennans  have  made  them- 
selves a  very  cagey  Irish  wager. 

—DAVID  MONAGAN 
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australia.com 


Australia.  An  island  of  open  arms  that  reach  out  across  a  continent  of  natural 
wonders.  Explore  the  incredible  range  of  Aussie  experiences  beginning  with  the 
urban  elegance  of  the  Sydney  Opera  House  to  the  raw  beauty  of  Uluru  (Ayers  Rock). 
Take  the  first  step  toward  an  unforgettable  vacation  that's  just  right  for  you. 
The  entire  country  is  literally  at  your  fingertips  when  you  visit  Australia.ccm 


by  Noelle  L 


the  Islands 


So  you're  looking  for  paradise.  P 
earthly  eden,  a  not-too-far-aw; 
nirvana.  You've  searched  far  ar 
wide,  traveled  the  skies  and  tl 
seven  seas.  You've  island-hoppe 
drifted  across  every  continer 
You're  a  connoisseur  of  cloi 
nine,  an  epicure  of  enchantmer 
And  still,  you  return  here.  A  pla< 
so  steeped  in  beauty  and  roman< 
its  name  is  synonymous  with  thi 
one  perfect  sunset,  that  sing 
solitary  beach,  that  archetyp 
idyllic  afternoon. 
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[rid  what  better  time  to  plan  your  Hawaiian 
getaway  than  now?  The  "Islands  of  Aloha" 
are  what  they've  always  been  for  the  dis- 
criminating traveler:  simply  no  ka  oi  —  the 
best.  Come  and  rediscover  the  destination  known  throughout  the 
world  for  its  natural  splendor,  breathtaking  beauty  and  the  enduring 
spirit  of  its  culture  and  people.  Hawaii  offers  everything  the  discerning 
traveler  could  want:  exquisite  resorts  catering  to  the  romantic  couple; 
top-notch  accommodations  and  services  for  families;  and,  yes,  a 
pristine  and  largely  undiscovered  hide- 
away where  you  can  be  alone... walking 
barefoot  along  a  white-sand  beach,  the 
only  sound  the  waves  lapping  at  the 
shore,  the  world  an  entire  ocean  away. 


Pacific 

Sophistication: 
Oahu  ^| 
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Aston  Waikiki  Beach  Tower 

Put  yourself  above 
everyone  else  in  waiklki. 

This  all-suite  luxury  condominium  resort  towers 
over  the  spectacular  Waikiki  coastline.  Bevond  the 
elegance  of  a  marble  entryway,  you'll  discover 
spacious  one-  or  two-bedroom  suites  with  a  view  that 
stretches  to  forever. 

Indulge  in  an  in-room  massage,  mix  yourselves  a 
drink  at  the  wet  bar,  and  retire  to  your  private  lanai  to 
share  a  perfect  sunset.  And  with  Oahu's  rich  arts  and 
cultural  exhibitions  like  the  Contemporary  Museum 
and  Honolulu  Symphony  close  at  hand,  nothing  is  out 
of  reach  at  the  Aston  Waikiki  Beach  Tower. 

Call  your  travel  specialist  or  800-922-7866. 
ASTONHOrELS.COM/FORBESl 


•  Ocean  views  from  even/  suite 

•  Exceptional  concierge  service 

•  Twice-daily  maid  service 

•  Complimentary  valet  parking 
<  Nightly  turndown 
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ResortQuest 

HAWAII 


From  its  glamorous  hula  heyday  in 
1930s  to  its  current  incarnation  as  one 
the  Pacific  Rims  most  cosmopolitan,  < 
turally  diverse  cities,  Honolulu  has 
the  way  for  a  Hawaiian  cultural  and  ar 
tic  renaissance.  Once  the  exotic  pB 
ground  for  the  worlds  elite,  ico 
Waikiki  —  Oahu's  most  exciting  desti 

Oahu  offers  world-class 
cuisine  and  a  rich  helping 
of  native  aloha. 

tion  —  has  transformed  into  a  glitter 
mecca  for  the  young  and  hip,  at  the  sa 
time  preserving  the  refined  tropi 
ambience  and  essential  physical  lov 
ness  that  has  defined  the  Hawaiian  ex 
rience  since  the  earliest  days.  Melding 
up-to-the-minute  energy  of  Asia  v* 
good  old-fashioned  American  style 
and  mellowed  by  a  rich  helping  of  nan 
aloha  —  Hawaii's  largest  urban  area  of! 
the  best  of  what  a  city  offers:  world-cl 
cuisine,  exemplary  accommodatioi 


-  Maui  Wowie  Salad  - 


*  H 


HAWAIIAN  FUSION 
CUISINE 

roysrestaurant.com 


on  the  mainland:  Chicago  Newport  beach  san  francisco  in  Hawaii: 

ATLANTA  DALLAS  ORLANDO  TAMPA  HAWAII  (BIG  ISLAND) 

AUSTIN  JACKSONVILLE  BEACH  PHILADELPHIA  WOODLAND  HILLS  KAUAI 

BALTIMORE  LA  JOLLA  PHOENIX  MAUI 

BONITA  SPRINGS  LAS  VEGAS  RANCHO  MIRAGE  OAHU 


your  Ha' 
Credit 1 


Earn  up  to  10,000  bonus  \ 
HawaiianMiles  after  your  first 
jrchase  and  payment.  Receive  up,  to 
'  HawaiianMiles. 

_ExcIus^;-'autoVfiatk te  scat 


as  a  Riauni  Preferred  meitiber 
nth  no  blackout  dates  and  access  to 
nore  HawaiianMiles  award  seats. 

Pooling  of  HawaiianMiles 
between  friends  and  family. 


Apply  Today  1-888-2x7-4717 
or  HawaiianVisa.com 


Bankof  America 


XCEPTIONAL  CARD,  EXCEPTIONAL  REWARDS 


irn  up  to  100,000  miles  per  calendar  year  with  the  Platinum 
ird,  50.000  miles  per  calendar  year  with  the  Classic  card 
ther  restrictions,  limitations  and  exclusions  may  apply.  Credit 
Jbject  to  approval.  Normal  credit  standards  apply  Credit  cards 
sued  by  Bank  of  America,  N.A.  (USA). 
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Oahu  will  accommodate 
every  whim. 

expansive  and  flexible  meeting  space  and 
the  highest  levels  of  service,  while  still 
capturing  the  family  feeling  that  makes 
a  Hawaiian  vacation  so  memorable. 
Whether  it's  a  sunset  wedding  for  400  or 
a  moonlight  serenade  a  deux,  "the 
Gathering  Place,"  as  Oahu  is  known,  will 
accommodate  every  whim. 

Nor  is  an  urban  experience  all  Oahu 


i 


has  to  offer.  A  half  hours  drive  transpcB 
you  to  the  sugar-white  sands 
Waimanalo,  or  to  the  big  waves  at  Sunl 
Beach  on  Oahu's  legendary  North  Shcl 
Home  to  some  of  the  most  beautil 
beaches  in  all  of  Hawaii,  Oahl 
turquoise  sea  is  matched  only  by  its  ol 
mountain  breezes,  its  lush  jungles  a| 
its  abundance  of  unforgettable  vistas. 


Under  a  Hula  Moon:  Kauai 


ong  favored  by 
Hollywood  as  the 
setting  that  says 
"paradise,"  Kauai  is  the  main  attraction  in 
movies  from  South  Pacific  to  Jurassic  Park. 
And  what  could  be  a  more  picturesque 
spot  for  a  once-in-a-lifetime  event  than 
one  of  Kauai's  many  spectacular  resorts, 
histonc  sugar  plantation  homes  or  tropical 
botanical  gardens?  Consistently  ranked 
as  one  of  the  world's  top  wedding  and 
honeymoon  destinations,  Kauai  draws 
many  in  with  its  stunning  scenery  and 
unparalleled  natural  adventures.  At  once 
gentle  and  rugged,  relaxed  and  refined, 
Kauai  surpasses  even  its  own  reputation 
with  its  pristine  atmosphere.  Its  Bali  Ha'i 
embodied,  Shangri-La  made  real. 

From  awe-inspiring  Hanalei  Bay  to 
sunny  Poipu,  from  the  rainbow  hues  of 
the  "Grand  Canyon  of  the  Pacific"  in 
Waimea  to  the  emerald  coves  along  the 


Na  Pali  Coast,  the  Garden  Isle  is  a  fel 
for  the  senses  —  and  a  destination  s| 
to  seduce  even  the  most  discrimmat 
of  travelers.  It's  also  one  of  the  mil 
family-friendly  of  the  islands.  Wl 
nearly  50  miles  of  sandy  beaches,  as  vl 
as  protected  reefs  where  sea  turtles  I 
endangered  Hawaiian  monk  seals  makj 
regular  appearance,  Kauai  is  an  ideal  s" 
to  gather  family  young  and  old,  knowil 
that  everyone  will  find  something  — 
somewhere  —  to  fall  in  love  with. 


Kilauea  Lighthouse  on  Kaut\ 


Experience  Hawaii  all  the  way  to  Hawaii  ^£  Island  cuisine,  entertainment  and 
uine  hospitality  since  1929       On-time  and  non-stop,  daily  from  8  Western  U.S.  cities 

Low  fares  available  online 

H  awai  i  an  Ai  r  [  i  nes .  com 


HAWAIIAN 

—  niRLints. — 


Luxurious 
Latitudes:  Maui, 
Lanai  and  Molohai 


ihaina,  Maui's 
bustling  water- 
front haven,  was 
at  one  time  leg- 
endary throughout  the  world  as  the 
amorous  capital  of  the  South  Seas.  Once 
the  center  of  the  Pacific  whaling  industry, 
Lahaina  has  come  a  long  way  from  its 
rough-and-tumble  days  of  wine,  women 
and  song.  But  like  the  island  itself, 
Maui's  energetic  towns  have  retained  all 
of  the  breezy  spirit  —  as  well  as  the  sense 
of  aloha  —  that  has  defined  these  islands 
since  they  first  captivated  sailors  and 
adventurers  more  than  two  centuries  ago. 

And  what's  a  romantic  getaway  with- 
out a  little  pampering?  Maui's  luxurious 
spas,  shopping,  restaurants  and  cultural 
events  —  not  to  mention  championship 
golf  and  every  sort  of  water  and  land 
sport  imaginable  —  are  inspired  by 
Hawaii's  ancient  past.  Once  a  place  of 

Hawaii  offers  romantic 
getaways,  championship 
gol  f  and  every  imaginable 
land  and  water  sport. 


Top:  Papohaku  Beach,  Molohai,  where  you  can  really  get 
away  from  it  all.  Below  Right:  Shipwrech  Beach,  Lanai 


rejuvenation  for  kings  and  queens  of  old 
Hawaii,  legendarily  lovely  Hana,  in  the 
north,  with  its  Seven  Sacred  Pools,  has 
long  been  considered  one  of  the  most 
special  places  in  the  Pacific,  steeped  in 
mana,  or  spiritual  power.  Its  where  alii 
(royalty)  came  to  rejuvenate,  rest,  relax 
—  and  perhaps  to  fall  in  love. 

And  though  it's  a  quieter  kind  of  mag- 
nificence you'll  find  on  nearby  Lanai,  the 
resorts  of  this  charming  island,  once  a 
vast  pineapple  plantation,  sacrifice  noth- 
ing in  terms  of  luxury.  Retreat  to  your 


senses  here:  Lanai's  upcountry  feel,  pr 
tine  beaches  and  sparkling  coves  w 
delight.  Whale-watch  during  the  wii  - 
ter,  as  the  channel  between  Maui  at 
its  sister  islands  is  home  to  migrati 
humpbacks  December  through  Am 
Or  bask  in  the  sleepy  warmth  of  smai 
town  Molokai,  the  most  traditiona 
Hawaiian  of  the  islands,  where  you  c 
really  get  away  from  it  all,  local  style. 


on 


The  Essence 
of  Romance: 
Hawaii's  Big  Island 

You  don't  need  much  to  make  sparks 
on- Hawaii's  Big  Island.  After  all,  it  is  t| 
home  of  Kilauea,  called  the  world's  mcj 
active  volcano  for  its  23-year-long  coi 
tinuous  eruption.  Come  for  the  advej 
ture  —  Hawaii  Volcanoes  National  Pa  I 
is  an  easy  drive  from  both  the  Hilo  ail 
Kona  international  airports  —  and  st 
for  the  amore.  Nestled  like  a  string 
emeralds  along  the  famous  Kohala-Kotl 


sit  Hawaii's  Volcanoes  National  Park  or  shop  and  stroll 
the  quaint  towns  of  Kailua-Kona  or  Hilo. 


ast,  some  of  Hawaii's  finest  upscale 
orts  call  this  southernmost  and  least 
duIous  island  their  home. 
On  the  Big  Island,  romance  is  more 
n  just  a  honeymoon  cliche;  it  is  a  year- 
Ap  md  way  of  life.  Perhaps  it  has  its 
gins  in  the  sheer  physical  diversity  of 
x  t  island  itself.  Within  easy  driving 
tance  from  anywhere  on  the  island  is 
activity  to  suit  every  temperament: 
pping  and  strolling  in  the  quaint 
ms  of  Kailua-Kona  or  Hilo,  golfing  on 
Fne  of  the  best  courses  in  the  world, 
Ima  coffee  tasting  along  winding  moun- 
i  back  roads,  or  lounging  side-by-side 
I  white-,  black-,  and  even  green-sand 
itches.  Feel  like  stargazing  with  your 


honey  on  a  nearly  14,000-foot  mountain? 
You  can  do  it  atop  Mauna  Kea.  Or  do  you 
prefer  snorkeling  hand-in-hand  among 
the  fish  of  every  color  at  the  Kealakekua 
National  Marine  Sanctuary?  Does  the 
mystical  beauty  of  the  Hamakua  Coasts 
myriad  waterfalls  and  hidden  valleys 
tempt  you?  All  of  these  destinations  offer 
once-in-a-lifetime  experiences  for  cou- 
ples looking  for  the  kind  of  passionate 
adventure  only  the  Big  Island  can  offer. 

Islands  of  Aloha 

So  whether  its  a  destination  wedding,  a 
honeymoon,  a  much-needed  getaway  or 
a  long-awaited  reunion  with  family  and 


friends,  the  "Islands  of  Aloha"  are  sure  to 
fulfill  your  every  fantasy.  And  though  it 
is  through  the  senses  that  we  experience 
bliss,  Hawaii  is  more  than  just  a  pretty 
place.  Its  islands  and  people  truly  embody 
aloha,  that  ineffable  depth  of  spirit,  that 
kindness  and  openness  that  really 
defines  this  particular  paradise.  It  is 
romance  embodied,  a  heaven  on  earth, 
and  it  is  yours  to  be  discovered  anew.  ^ 


Each  of  us  is  born  with  a  unique  bone  structure. 

The  same  is  true  of  great  sports  cars. 


Genetic  heritage  is  what  defines  us  as  individuals.  Beautiful,  with  a  unique 
lightweight  aerospace  aluminium  structure,  the  DB9  is  a  thoroughbred 
sports  car;  proving  that  beauty  is  far  more  than  just  skin  deep. 

2005  Robb  Report  Car  of  the  Year 


ASTON  MART 


Power,  Beauty  and  So 


Scottsdale  Aston  Martin 

Phoenix  •  AZ 
Telephone:  (480)  538-6800 
Contact:  Stan  Briggs 

Aston  Martin  of  Beverly  Hil 

Beverly  Hills  ■  CA 
Telephone:  (800)  768  0518 
Contact:  Janelle  Salehi 

Aston  Martin  Marin 

Corte  Madera  •  CA 
Telephone:  (415)  496  2100 
Contact:  Steve  Carta 

Bauer  Aston  Martin 

Santa  Ana  ■  CA 
Telephone:  (714)  953-4800 
Contact:  MatthewThomas 

Cole  European 

Walnut  Creek  •  CA 


Coi 


935-2653 
Henson 


Cush  Aston  Martin 

San  Diego  •  CA 
Telephone:  (800)  215-1642 
Contact:  Kellie  Burns 


Desert  European 

Rancho  Mirage  •  CA 
Telephone:  (760)  773-5000 
Contact:  Austin  Lewis 

Galpin  Aston  Martin 


Aston  Martin  Silicon  Valley 

Los  Gatos  •  CA 
Telephone:  (408)  354-4000 
Contact:  Mark  Reeve 


Miller  Motorcars 


Aster*  Martin  of  Tampa 


Aston  Martin  Palm  Beach 

West  Palm  Beach  •  FL 
Telephone:  (561)659-6206 
Contact:  Patricia  Romeo 

Aston  Martin  Naples 

Naples  •  FL 

Telephone:  (239)  263-6070 
Contact:  Ken  Hansen 

The  Collection 

Coral  Gables  ■  FL 
Telephone:  (305)  444-5555 
Contact:  George  Jaile 

Aston  Martin  of  Atlanta 

Telephone;  (678)  802  5007 
Contact:  Craig  Forbes 

Lake  Forest  Sportscars 

Lake  Bluff  •  IL 
Telephone:  (847)  295-6560 
Contact:  David  Pigg 

Aston  Martin  of  New  England 

Waltham  •  MA 
Telephone.  (781)  547-5959 
Contact;  Pat  Roussei 


Aston  Martin  ofTroy 

Troy  •  Ml 

Telephone:  (248)  643-6900 
Contact:  Molly  Padovini 

Moore  Aston  Martin 

St.  Louis  •  MO 
Telephone:  (636)  394-0900 
Contact:  Ted  Dickey 

Gaudin  Aston  Martin 

Las  Vegas  •  NV 
Telephone:  (702)  284-7000 
Contact:  liana  Vann 

Foreign  Cars  Aston  Martin 

Greensboro  •  NC 
Telephone:  (336)  294-0200 
Contact:  Bill  Morell 

F.C.  Kerbeck  Aston  Martin 

Palmyra  ■  NJ 
Telephone:  (856)  829-8200 
Contact:  Joe  Innaurato 

Ray  Catena  Aston  Martin 

Edison  •  NJ 

Telephone:  (732)  205-9000 
Contact;  Peter  Klein 


Midwestern  Auto 

Dublin  •  OH 

Telephone:  (614)889-2571 
Contact:  Mike  Finneran 

Bobby  Rahal  Aston  Martin 

,  Wexford  •  PA 
Telephone:  (724)  940-3530 
Contact:  Mark  Harnden 

Aston  Martin  of  Dallas 

Dallas  -TX 

Telephone:  (214)522-1007 
Contact:  Kurt  Fegraeus 

Star  Motor  Cars 

Houston  ■  TX 
Telephone:  (713)  868-6800 
Contact:  Richard  Wahl 

Aston  Martin  Tysons 

Vienna  ■  VA 

Telephone:  (703)  442-8200 
Contact:  Phillip  Jones 

Aston  Martin  Seattle 

Seattle -WA 
Telephone:  (866)  855-8446 
Contact:  Michael  De  O'Campo 


Decarie  Motors 

Montreal.  Ouebec  •  C; 
Telephone:  (514)  334 
Contact:  Cheryl  Bias 

Aston  Martin  of  Onta 

Toronto.  Ontario  •  Cat] 
Telephone:  (416)  530-11 
Contact:  Leo  Rubino 

MCL  Motor  Cars 

Vancouver.  BC  •  Cana 
Telephone:  (604)  738-5 
Contact:  Herb  Mills 


www.astonmartin  com 


Golf  by  Todd  Pitock 


The  Shrinks 

of  Shank 

Some  who  study  the  game  of  golf  believe 
that  every  player  reveals  his  personality  "type." 

What  does  your  game  say  about  you? 


ast  year  a  company's  sales  group  went  on  a  golf 
outing.  It  was  meant  to  be  a  grand  day,  but  before 
anyone  had  even  brought  up  a  divot,  the  condi- 
3ns  on  the  course  were  already  ripe  for  conflict. 

The  CEO,  a  power  personality,  couldn't  stand 
le  of  his  salesmen.  In  his  view,  the  guy 
Iked  o  much  and  said  too  little.  The 
lesman,  of  course,  had  no  idea  how 
e  top  man  saw  him.  On  the  con- 
ary,  he  interpreted  being  paired 
th  the  CEO  as  a  positive  sign. 
3  he  spent  the  afternoon  sim- 
ly  being  himself — friendly, 
nny  and  charming.  When  the 
ss  gave  everyone  a  dozen  Pro 
is,  the  salesman  was  so  relaxed 
at  by  the  eighth  hole  he  hardly 
red  that  he'd  blasted  all  four  sleeves 
to  the  woods  and  water.  Ha!  Well, 
ere  goes  another  one! 
And  all  day,  the  salesman  ,.■„■>' 
ok  his  boss's  clenched 
:arly  whites  for  a  smile, 
j.  For  the  CEO,  the  en- 
'unter  confirmed  his  worst 
lpressions,  because  he  knew, 
all  dedicated  players  do,  that  a 
>lfer's  character  is  his  destiny.  A  code  of 
nduct,  both  written  and  oral,  legislates  that  you  count 
of  your  shots,  improve  lies  only  when  and  where  per- 
tted,  and  keep  as  cool  after  sinking  a  putt  from  20  feet 
missing  one  from  20  inches. 
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READING 
THE  GREEN 

The  members  of  the  Shivas  Irons 
Society,  a  nonprofit  organization  of 
golf  enthusiasts,  have  captured 
the  game's  cerebral  side  with  their 
gorgeously  designed  semiannual 
art  and  literary  journal.  The  second 
issue  features  evocative  photographs 
of  brooding  Scottish  links,  a  pair 
of  amusing  golf  essays  by  the  late 
Alistair  Cooke  and  a  collection  of  golf 
trading  cards  from  the  '30s,  as  well 
as  original  fiction  and  art.  $25  ($15 
for  members),  www.shivasjournal.org. 


PRO  SHOP 

TAG  Heuer's  first  pro  golf  watch  makes 
its  debut  this  month,  with  some  design 
help  from  Tiger  Woods.  Everything 
has  been  streamlined,  from  the  clasp 
(integrated  into  the  superlight  titanium- 
and-steel  head)  to  the  adjustable 
silicon  strap,  so  it  all  holds  fast  through 
your  most  sinister  of  swings.  Even  the 
standard  placement  of  the  crown  has 
been  rotated  from  three  o'clock  to  nine 
o'clock  for  greater  comfort  and  ease 
of  movement.  $1,195.  Call  (866)  260- 
0460  for  stores,  www.tagheuer.com. 


But  golf,  say  researchers,  actually  re- 
veals much  more  information  and  insight 
into  players,  and  their  likely  behavior  in 
business,  than  mere  character  judgments. 
They  say  a  person's  on-course  behavior 
can  indicate  how  they  negotiate  and 
whether  they're  suited  to  sell,  lead,  trade 
or  communicate.  Betting,  joking,  driving 
the  cart,  even  the  way  a  person  examines  a 
scorecard  are  all  clues,  and  the  key  to  using 
golf  as  a  business  tool  beyond  just  getting 
uninterrupted  hours  with  colleagues  or 
customers  is  understanding  how  to  read 
the  players — and  making  sure  they  read 
you  the  way  you  want  them  to. 

"The  golf  course  is  a  psychological  lab- 
oratory," says  Jennifer  Munro,  a  longtime 
management  consultant  who  has  plumbed 
the  mysteries  of  course  behavior  as  part 
of  her  work  as  president  of  corporate  sales 
for  the  Golf  Digest  Schools,  a  national 
golf  school  headquartered  in  Palm  Beach 
Gardens.  Florida.  "Anything  you  want  to 
know  about  someone  will  be  divulged  on 
the  course.  As  a  man  thinketh,  so  is  he.  As 
a  man  plays  golf,  so  is  he." 

Munro,  along  with  Shelby  Futch,  a 
former  pro  and  a  major  entrepreneur  in 
the  golf  industry  over  four  decades,  inter- 
prets the  links  between  golf,  business  and 
psychology  in  a  survey  they  created  called 
the  "NeuroGolf  Profiler,"  which  mea- 
sures behavior  and  attitudes  and  breaks 
down  the  population  into  four  psycho- 
graphic  profiles. 

Golfers  they  call  "challengers,"  repre- 
senting about  io  percent  of  the  popula- 
tion, are  assertive,  decisive  and  competitive. 
On  the  course,  they  propose  the  bet,  drive 
the  cart  and  don't  spend  a  lot  of  time 
analyzing  shots  and  putts.  Winning  is  all- 
important,  and  they  respond  to  pressure  by 
becoming  faster,  gutsier  and  more  aggres- 
sive. They  also  lead  in  the  boardroom, 
especially  those  of  entrepreneurial  ventures. 

"Social"  golfers,  about  20  percent,  are 
extroverts  oriented  around  relationships. 
They  make  introductions,  tell  jokes  and 
admire  the  scenery.  They're  happy  to  break 
at  the  turn  and  have  a  beer  on  the  19th  hole. 
Professionally,  they  tend  to  be  in  commu- 
nications-related fields,  including  public 
relations,  sales,  training — and  politics. 

Both  types  do  well  in  creative,  leader- 
ship positions. 

"Technicals"  make  up  a  third  category, 
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and  20  percent  of  the  public.  These  pe 
pie  don't  grip-it-and-rip-it  but  thii 
through  club  selection  and  putting  angl 
They  play  with  uncertainty  when  fao 
with  unfamiliar  shot  situations,  becau 
they're  drawn  to  rules  and  systems.  Th  rtects  ba 
keep  track  of  the  hitting  order  based 
who  hit  what  on  the  previous  hole  ai 
who's  away  on  the  green.  Likely  jot 
company  controller;  tax,  patent  or  corp 
rate  lawyer. 

Finally,  half  the  population  are  "trac 
tionals":  patient,  cooperative  types  w 
strive  for  consensus.  They  blend  in,  foci: 
ing  on  their  own  performance  rath 
than  those  of  the  people  they're  compe 
ing  against.  They  slow  down  when  unc 
pressure,  and  like  technicals,  they 
more  reactive  than  proactive.  Professo 
architects  and  government  officials  oft 
fit  the  profile. 

The  categories  do  not  represent  a  ps 
ticular  hierarchy,  Futch  and  Munro  Sc 
and  within  businesses  and  professions,  y« 
get  a  mix  of  types.  Take,  for  example,  pr  onion,  1 
fessional  golfers.  You  might  figure  th 
were  mosdy  challengers.  Not  so,  say  Fut  tti  nal 
and  Munro.  Most  pros,  in  fact,  are  trac 
tionals:  private,  introverted  and  genera 
oblivious  to  what's  going  on  around  the 

One  of  the  sport's  demigods,  B 
Hogan,  was  a  traditional,  says  Muni  gaud 
According  to  lore,  during  one  Maste 
Hogan  birdied  a  par  three.  His  oppone 
had  a  hole-in-one.  At  the  next  tee, 
Hogan  stepped  up  to  hit,  his  oppone 
said,  "Excuse  me,  Mr.  Hogan,  that's  r 
honor."  And  Hogan  said,  "Oh,  what  c 
you  have  back  there?" 

Contemporary  traditionals  inclu 
Sergio  Garcia  and  Bernhard  Langer 
guys  who  slow  down  under  pressui 
Sergio's  waggle,  Munro  says,  buys  hi  .  • 
time  to  get  feel.  Greg  Norman  ai  >• 
Arnold  Palmer  are  challengers;  so  is  Ti£ 
Woods,  who  plays  best  aiming  for  a  p« 
sonal  goal.  Lee  Trevino  and  Pel 
Jaeobsen  are  socials:  As  they  play,  they  £ 
involved  with  the  people  around  the: 
Nick  Faldo,  known  for  obsessively  stud 
ing  every  video  frame  of  his  swing,  i: 
rarity  among  pro  golfers — a  functioni 
technical.  Technicals  tend  to  analy 
themselves  right  out  of  the  game. 

Futch  and  Munro  maintain  that  if  t 
categories  are  themselves  value-neutr 
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ptte  interaction  between  different  types 
Uompts  value  judgments.  Let's  say  a 
-iiyer  jiggles  change  in  his  pocket.  The 
*|allenger  interprets  a  calculated  intention 
14  throw  him  off  his  game;  the  technical 
ifltects  bad  etiquette  or  ignorance  of  the 
■i  les.  They  could  be  right,  but  most  likely 
change-jiggler  isn't  even  aware  that 
jot  S's  jiggling.  He's  a  social. 

When  a  person  does  something  that 
u  expect  them  to  do — that  you  would 
trail — you  hardly  notice  the  behavior," 
wpnro  says.  "But  when  a  person  does 
ocijimething  you  don't  expect  them  to  do, 
atljfch  as  jiggling  change  or  stepping  on  your 
np(  le  when  they  go  to  pick  up  a  golf  ball,  or 
jooien  he  does  something  you  yourself 
uldn't  have  done,  the  natural  inclination 
-  I  to  ascribe  an  intention  to  it,  and  you 
oSkw  a  conclusion  based  on  your  value 
litem,  which  is  linked  inextricably  to 
ajj  jr  psychographic  profile." 
i    In  other  words,  opposites  don't  attract 
:  golf.  Pace  of  play  is  probably  the  most 
.plnmon,  revealing  and  contentious  issue 
•jit  arises  between  contrasting  types.  As 
Fiiditionals  slow  down,  challengers  speed 
mi .  The  traditionals  are  irritated  by  what 
e  :y  feel  is  gratuitous  pressure;  the  chal- 
tk  tgers,  who  would  opt  for  ready-golf,  are 
,  t  patient  with  what  they  perceive  as  plod- 
g  and  indecisive  play. 
"You  see  it  play  out  at  the  office,  too," 
jtch  says.  "The  corporate  counsel  is 
ient  and  conforming,  making  sure  all 
fs  are  dotted  and  the  t's  crossed,  and 
sales  guys  can't  understand  why  it  takes 
ong  to  get  a  contract  through.  And  the 
inselor  is  thinking,  'Here  he  goes  again, 
never  pays  attention  to  details.'" 
he  other  big  on-course  indicator,  say 
ch  and  Munro,  is  the  amount  of  social- 
g  players  need.  Are  they  chatty  or  quiet? 
overts  and  extroverts  are  usually  a  bad 
ch,  says  Munro.  "Right  away  there's  an 
ent  of  mistrust.  One  is  sharing,  one 
One  is  communicative,  one  isn't.  The 
overt  is  likely  to  start  imagining  things 
ut  the  extrovert  that  may  or  may  not  be 
■ :    such  as  they're  superficial  or  insincere 
lot  focused.  If  you're  trying  to  build  a  re- 
onship,  one  of  the  first  things  to  ask 
rself  is  whether  someone  is  outgoing  or 
'ate.  Then  be  mindful  of  how  you're 
ling  across.  I've  never  seen  a  deal  signed 
i  golf  course,  but  I've  seen  a  lot  of  deals 


"Over  the  years  I've  shopped  at  Paul  Stuart, 
in  my  judgement,  they've  always  delivered  on  their  promise  of 
style  and  fit,  as  well  as  quality.  " 

Henry  S.  Schleiff  —  Chairman  and  CEO,  Court  TV  Network 


MADISON  AVE  &  45™  NEW  YORK  212.682.0320 
CHICAGO  J.  HANCOCK  CENTER  875  N.  MICHIGAN  AVE   312.640.2650  /  PAULSTUART.COM  800.678.8278 


broken  out  there." 

That,  of  course,  is  what  happened 
between  the  CEO  and  his  salesman.  At 
the  office,  the  CEO  had  been  willing  to 
accept  that  the  salesman  was  just  young 
and  needed  some  time.  On  the  links, 
though,  the  CEO  realized  the  guy  could- 
n't read  social  cues,  couldn't  see  that  his 
garrulity  was  annoying  to  the  people 
around  him.  Or  to  the  CEO,  anyway. 

"Golf  is  real  life,"  Munro  says.  "It's  as 


real  as  it  gets.  When  you're  out  there,  you'll 
know  what  a  person  really  is  in  their  life." 

It  was  certainly  as  real  as  it  could  get  for 
the  salesman,  even  if  he  had  to  come  off 
the  course  and  go  through  the  motions  at 
the  office  for  a  few  more  weeks  to  find  out 
what  he  really  was:  unemployed. 

The  NeuroGolf  Profiler  is  available  to  the 
public  at  www.neurogolf.com  ($50).  For  in- 
formation on  Golf  Digest  Schools,  call  (800) 
243-6121  or  visit  www.golfdigestschool.com.  • 
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e  L.U.C  Ouattro  is  a  certified  chronori 
featuring  the  first  movement  in  the  \l 
with  four  mainspring  barrels.  This  patff 
mechanism  -  driven  by  a  total  of  1.8  metr 
steel  spring  -  allows  the  watch  a  power  re 
of  9  days. This  outstanding  autonomy  is  disp 
by  the  power  reserve  indicator  placed  at  12  oV 
The  beautiful  18k  gold,  hand-crafted  guiH 
dial  with  applied  indexes  further  shows  h 
minutes,  seconds  and  the  date. 

flte  The  hallmark  of  exceptional  horolc 
jlpfc  quality,  the  "Poincon  de  Geneve 
engraved  on  the  movement.  Nowadays 
few  watch  brands  are  awarded  this  presti 
certificate  of  origin.  Masters  of  every  aspect  c 
watchmakers'  craft,  the  Chopard  Manufacti 
proud  to  bear  the  Geneva  Seal  on  the  L.U.C  Ou 


L.U.C 


Manufacture  de  Haute  Horlogerie 
Louis-Ulysse  Chopard 


ALSO  AVAILAi 


L.U.C  Ouattro:  available  in  yellow  or  white  golc 
16/1863)  or  >n  platinum  (ref.  16/91863)  in  a  num 
and  limited  series  of  i860  pieces  for  each  version 


York  •  Palm;$each  •  Bal  Harbour  Shops  •  Beverly  Hills  «  South  Coast  Plaza  •  Las  Vegas  •  Aspen 
f  Selected  ChopaJ-d.L.U.C  Ambassadors  «  For  more  information,  please  call  800-CHOPARD  www.chopard.ee 


Collecting  by  Finn-Olaf  Jones 


Iron  Giants 

L.A.'s  Petersen  Automotive  Museum  has  gathered 
le  classic  muscle  cars  of  the  '60s  and  70s.  Their 
brawny  beauty  hasn't  changed,  but  the  price  tags  have. 


ong  before  airbags,  headrests,  cup  holders  and 
.  other  such  clutter,  there  were  muscle  cars.  Muscle 
cars  had  light  bodies  and  heavy  engines.  Muscle 
s  had  hood  vents  and  fins  and  paint  jobs  that  dared 
u  not  to  race  them.  Muscle  cars  inspired  the  Beach 
ys,  Jan  and  Dean,  and  even  French  crooner  Serge 
.insbourg  to  write  hymns  in  their  honor. 
They  had  two  doors  and  two  doors  only,  and  you  were 
)ected  to  roll  down  the  window  manually — air  condi- 
ners,  electric  openers  and  other  such  wimpishness 
re  for  your  grandma's  sedan  (and  damn  it,  even  she 
s  dreaming  of  a  shiny  red  Super  Stock  Dodge). 
Then,  by  the  mid-'/os,  the  Clean  Air  Act,  soaring 
;  prices,  Ralph  Nader  and  other  horsemen  of  the 
ocalypse  had  corralled  these  lead-spewing  gas- 
zlers  into  the  used-car  lot  of  history.  No 
nchman  has  since  written  a  decent 
g  about  an  American  car,  or 
>ut  anything  else  Amer- 

for  that  matter. 
And  that's  where 
t  story  would  have 
ed.  But  then  the 
leration  that  grew  up 
h  muscle  cars  suddenly 
rich  enough  and  sentimen 
enough  to  restart  the  party. 
Step  into  the  "Musclecars:  Power  to  the 
jple"  exhibit  showing  through  June  5  at  the  Petersen 
tomotive  Museum  in  Los  Angeles,  and  see  a  '67 
dge  Coronet  displayed  like  a  rare  statue.  A  closer  look 
eals  that  the  car  lacks  hubcaps,  radio,  heater  and 
idshield  wipers.  Since  this  was  one  of  a  limited  num- 
of  Coronets  built  for  racing,  buyers  never  even  had 
option  for  these  features. 


A  work  of  art:  the 
'69  Dodge  Charger 
Daytona  on  display 
at  the  Petersen 
Automotive  Museum 
in  Los  Angeles. 
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"Serious  racers  in  the  '60s  and  '70s 
didn't  really  care  about  heaters  or  those 
sorts  of  things,"  explains  Leslie  Kendall, 
the  museum's  curator.  "The  only  thing 
that  mattered  was  the  performance  you'd 
get  when  you'd  strip  the  car  down  to  its 
body  and  lumpy  engine." 

One  of  the  more  eye-popping  cars  in 
the  exhibit  is  a  green  1969  Dodge  Charger 
Daytona  with  a  sloped  nose  cone  and  high 
rear  wing — perfect  for  streaming  down 
the  straight  roads  and  vast  spaces  of  what 
was  then  America's  expanding  interstate 
highway  system. 


Indeed,  at  the  Barrett-Jackson  vintage 
car  auction  held  this  January  in  Scottsdale, 
Arizona,  84  muscle  cars  fetched  more  than 
$100,000.  Barrett-Jackson  was  so  confident 
of  the  strong  market  that  for  the  first  time 
none  of  the  cars  had  reserve  prices. 

But  when  baby  boomers  start  paying  six 
figures  for  40-year-old  Chevys,  some  mar- 
ket watchers  start  scratching  their  heads. 

"It's  beyond  stupidity,"  says  Richard 
Lentinello,  editor-in-chief  of  Hemmings 
Muscle  Machines.  Lentinello  is  one  of  many 
experts  who  worry  that  muscle  cars  are 
being  priced  at  unsus- 
tainable levels.  Don't 


This  no-frills  '67 
Dodge  Coronet  was 
built  for  racing. 


The  Ford  Mustang,  whose  ubiquitous 
hood  scoop  is  probably  the  most  promi- 
nent icon  of  the  muscle  car  era,  is  also  in 
the  exhibit  in  the  form  of  the  Boss  429. 
Built  in  1969  and  1970,  this  model's  rarity 
is  a  testament  to  NASCAR  rules,  which 
stipulated  that  carmakers  had  to  sell  at 
least  500  units  of  a  given  model  in  a  year 
to  make  it  legal  for  competition.  So  Ford 
simply  shoehorned  a  massive  429-cubic- 
inch  engine  into  the  body  of  a  Mustang 
hardtop,  sold  some  1,358  units  at  a  loss  and 
sent  the  Boss  429  to  the  races. 

In  1969,  you  could  have  bought  this  car 
straight  from  the  dealer  for  about  $5,000. 
Ontario-based  RM  Auctions,  which  spe- 
cializes in  vintage  cars,  recently  sold  a 
good-condition  model  for  $146,000.  That 
might  have  been  a  bargain. 

For  the  past  five  years,  auctioneers  and 
dealers  have  seen  prices  for  muscle  cars  ac- 
celerate faster  than  a  Camaro  with  a  bear 
on  its  tail.  "Muscle  cars  are  undoubtedly 
the  hottest  market  segment.  In  the  '70s 
you  couldn't  have  given  them  away;  now 
it's  quite  common  to  see  these  things  go 
for  $100,000  or  a  lot  more,"  says  Terrance 
Lobzun,  a  spokesma:.  for  kM  Auctions. 


tell  that  to  Bill  Wiemann,  a  businessman 
from  North  Dakota  who  recently  paid  $2 
million  for  a  '71  Plymouth  Hemi  Cuda  con- 
vertible, then  the  highest  known  amount 
ever  spent  for  a  muscle  car.  "I  would 
already  be  able  to  turn  around  and  sell 
it  for  more,"  says  Wiemann,  who  in  fact 
sold  a  different  Hemi  Cuda  convertible  in 
January  for  $3  million.  "The  market  for  rare 
muscle  cars  still  has  a  long  ways  to  go." 

Wiemann's  $2-million  car  is  rare  in- 
deed. Only  11  '71  Hemi  Cuda  convertibles 
were  ever  made.  But,  to  gain  perspective 
on  just  how  steep  the  run-up  has  been, 
consider  that  five  years  ago  one  of  these 
cars  sold  at  auction  for  $400,000. 

"These  kind  of  extreme  price  run-ups 
are  unlikely  to  hold,"  says  Lobzun. 

Are  we  at  the  top  of  the  market?  "With 
cars  that  were  $100,000  three  years  ago  now 
going  for  $300,000, 1  think  there's  proba- 
bly not  much  further  it  can  go,"  says  Tom 
duPont,  publisher  of  the  duPont  Registry, 
which  tracks  collector  car  values.  "But  most 
of  those  are  very  rare  limited-edition  cars. 
The  normal  cars  of  the  era  have  not  hit  that 
curve  yet,  and  that's  where  I  see  opportu- 
nity." Many  experts  concur,  citing  mass- 


produced  classic  Corvettes,  Pontiac  GTC 
Camaros  and  Chevelles — many  of  whi 
sold  for  less  than  $20,000  at  Januar 
Barrett -Jackson  auction. 

"I  think  some  of  these  cars  could  w 
see  a  20-percent  increase,"  says  duPont 
But  there  are  pitfalls.  For  starters,  c 
condition  is  vital.  High  mileage  or  sig 
of  wear  can  have  devastating  effects 
value.  Authenticity  is  another  major  wor 
Factory-made  originals  with  matchi 
numbers  and  parts  are  one  thing,  but  t 
constant  tinkering  of  the  original  aut 
maker  or  subsequent  owners  who  mig 
have  switched  around  engines  and  otl 
parts  creates  complicated  valuations. 

For  instance,  a  mint-condition  cla 
^  of  that  $2-million  He 

Cuda  convertible  \\ 
went  for  $92,880  in  t 
January  Barrett -Jacks 
auction — the  $1.9-111 
lion  difference  being  tl 
the  clone  had  a  different  e 
ine  from  the  one  it  was  born  wi 


while  it  might  be  easy  to  track  t 
imited  number  of '71  Hemi  Cuda  conve 
ibles  out  there,  it's  much  harder  to  tra 
the  parts  and  provenance  of  more  commi 
muscle  cars — and,  even  if  it  weren't,  at  I 
end  of  the  day,  no  one  is  certain  how 
value  a  perfect  clone. 

The  bottom  line?  This  is  a  complical 
market  that  has  experienced  a  dizzying  a 
sudden  price  run-up  fueled  by  enthusias 
Unless  you  can  match  wits  with  the  best 
them,  it's  probably  best  not  to  expect  to  3 
anything  in  return  for  your  investment  I 
love  and  lots  of  time  under  the  hood. 

Those  looking  to  relive  the  magic  wii 
out  getting  their  fingers  dirty  on  the  wee 
ends  can  welcome  the  return  of  muscle-' 
features  from  automakers  eager  to  cash 
on  a  new  craze.  Check  out  this  year's  Fc 
Mustang  GTwith  fastback  styling  a 
forward  grill  or  the  Pontiac  GTO  wi 
hoodvents  for  its  400  hp  engine.  And  la 
this  year  Chrysler  is  planning  to  reinti 
duce  the  Dodge  Charger  as — ye  gads!  - 
sedan.  A  four-door  Charger?  The  muse 
car  generation  has  definitely  grown  up 


"Musclecars:  Power  to  the  People"  n 
through  June  5  at  the  Petersen  Automot 
Museum,  6060  Wilshire  Blvd.,  LosAnge 
CA,  www.petersen.org. 
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MONACO 


WALK  IN 
THE  FOOTSTEPS 
OF  GIANTS 

♦  ♦  ♦ 

Today's  titans  of  industry  meet  in 
Monte-Carlo  to  savor  the  historic  opulence 
of  the  legendary  Hotel  de  Paris,  to  explore  the 
cultural  delights  of  the  Opera  House  and 
Casino  de  Monte-Carlo,  and  to  immerse 
themselves  in  the  pleasures  of  this 
world-renowned  Principality. 


8& 

HOTELS  SPA  6.  CASINOS  MONACO 


VISITMONACO.COM/SBM 

For  more  information,  call  800-753-9696 
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In  2005  the  PGA  TOUR  is  on  the  drive  to  a  billion  dollars  in  charitable  giving. 

Thanks  to  the  efforts  of  our  sponsors,  fans  and  volunteers,  the  tournaments  of  the  PGA  TOUR,  Champions  Tour  and 
Nationwide  Tour  give  back  to  ove:  2  GOO  iocal  charities  across  the  country  every  year.  While  it's  exciting  to 
reach  the  billion-dollar  milestone,  we're  even  more  excited  for  the  people  who've  been  helped  along  the  way. 


$1  BILLION 


Thoc  Guyi  He  (J 


Boats  by  Bernadette  Bernon 


rhree  W( 
Before 


our  new  yacht  is  ordered  and  on  its  way.  Now,  if  you 
can  spare  three  weeks  and  you're  a  "bring  it  on"  type, 
consider  signing  up  for  the  prestigious  Yachtmaster 
fshore  training  course  in  Ft.  Lauderdale,  Florida, 
ernational  Yachtmaster  Training  (you  select  power 
ail  orientation,  or  both)  is  a  no-bluff  intensive  class- 
m  and  hands-on  boot  camp  for  experienced  boaters 
o  want  to  be  certified  delivery  skippers,  or  for  those 

0  just  want  the  extra  skills  and  serious  bragging  rights 
t  go  along  with  such  lofty  credentials.  The  result? 
u  kiss  the  ground  knowing  navigation,  seamanship, 
it  handling  and  safety  procedures  (even  firefighting 

1  sea  survival)  cold.  And,  if  you  pass  the  rigorous 
ms,  you  also  go  home  with  a  crisp  new  200-ton- 
;s  captain's  license  recognized  around  the  world. 

n  your  insurance  carrier  may  cut  you  some  slack 
knock  10  to  15  percent  off  your  bill.  $j,y^o. 
l)  779~77^4'  www.yachttnaster.com. 

len  Other  Friendships 
ive  Been  Forgot 

signer  Ted  Fontaine  has  created  a  master- 
ce  of  classic  elegance  in  his  Friendship  40, 
^  ids-down  one  of  the  most  beautiful  sail- 
its  on  the  market  today.  The  underbody  is 
al-draft  (3'n"  board  up;  92"  board  down). 

in-boom  furling  mainsail  is  controlled 
the  Fontaine  Sailstick  at  the  helmsman's  I 


Above:  Become  a  certified 
yachtmaster  with  the 
Offshore  training  course. 
Left:  the  Friendship  40 — 
sailing  beauty. 
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feet,  a  pod  that  allows  the  canvas  to  be 
furled,  unfurled  or  trimmed  with  ease. 
Sail-away  price  is  $8jo,ooo;  (401)  682-9101, 
www.fontainedesigngroup.  com. 


Learn  Sailing 
From  the  Experts 

The  highly  regarded  Offshore  Sailing 
School  offers  an  intensive,  three-day 
beginner  course  over  two  weekends  at 
locations  throughout  the  Eastern  U.S.: 
Liberty  Landing  Marina,  New  Jersey,  or 
Chelsea  Piers,  New  York  City;  Newport, 
Rhode  Island;  Ft.  Myers,  St.  Petersburg 
or  the  Keys  in  Florida;  as  well  as  Tortola, 
British  Virgin  Islands.  Fledgling  sailors 


BABY, 
IT'S  COLD 
OUTSIDE 

A  picture 
is  better  than 
a  thousand  words, 
especially  for  real-time 
weather  and  forecasts.  So, 
instead  of  waiting  endlessly 
at  the  VHF  radio  to  hear  NOAA 
briefly  report  the  weather  for  your  area  or 
downloading  blurry  weather  faxes  already 
several  hours  old,  now  you  can  see 
full-color  weather  information  overlaid 
on  Maptech  charts  and  updated  every 
five  minutes  right  on  your  computer 
screen.  The  Weather  Channel  Marine 
uses  satellite  technology  to  continuously 
transmit  precipitation  radar;  weather 
reports  from  weather  buoys  and 
coastal  locations;  offshore  and 
coastal  waters  forecasts;  sea-surface 
temperatures;  and  wind,  wave  height 
and  surface  pressure  conditions 
and  forecasts.  Installation  is  simple: 
The  system  uses  an  outside-mounted 
antenna  connected  to  a  satellite 
receiver  and  then  to  your  computer. 
$2,000.  Service  fees  are  $695  annually, 
$395  seasonally.  Contact  (888) 
442-8732.  www.  weather.com/marine. 


who  successfully  complete  the  course 
can  then  join  the  sailing  club  and  use 
its  fleet  anytime  in-season.  The  school's 
founders,  Steve  and  Doris  Colgate,  also 
have  literally  written  the  book  for 
beginners,  Fast  Track  to  Cruising,  a  useful 
primer  on  sailing  and  boat  handling. 
$8%  for  the  course;  for  details  on  other  classes 
or  to  order  the  book,  call  (800)  221-4J26, 
www.  offshore-sailing,  com. 

Your  Own  Private 
America's  Cup 

If  you've  ever  dreamed  of  racing  world- 
class  America's  Cup  yachts,  go  to  New- 
port, Rhode  Island  this  summer  and  do 
it  for  real.  For  three  decades,  Bob  and 
Elizabeth  Tiedemann  have  dedicated 
themselves  to  the  rescue,  restoration  and 
preservation  of  antique  wooden  yachts 
of  pedigree,  a  mission  they  support  by 
chartering.  The  Tiedemanns  now  own 
the  largest  fleet  of  vintage  America's  Cup 
yachts  in  the  world.  Charter  one  for 
the  day,  two  for  match  racing  among 
friends  or  the  whole  fleet  for  an 
unparalleled  group  experience.  Each 
boat  comes  with  its  own  professional 
skipper  and  crew,  who'll  show  you  the 
ropes,  teach  you  winning  tactics,  then 
let  you  sail  to  your  heart's  content. 
The  Tiedemanns  also  own  other  classic 
sailboats  and  powerboats  from  the 
early  to  mid-igoos — all  meticulously 
restored — that  they  charter  for  intimate 


weddings,  client  entertainment,  coro| 
tions,  assignations  and  what  have  j/| 
(401)  84J-5007,  www.seascopenewport.Ci. 

Rapid  Transit 

Legendary  sailboat  designer  Wa] 
Schulz,  who  founded  Shannon  Yacht:] 
1975,  has  brought  his  considerable  tall 
for  building  rugged  offshore  vess 
of  exceptional  beauty  to  the  worldl 
powerboats.  Sleek,  quiet,  strong  A 
understated,  the  new  Shannon  SRDl 
exudes  good  breeding  with  her  pluj 
bow,  elliptical  ports  and  curvy  low  proil 


Guilt-free  pleasure: 

the  new  Shannon  SRD  38 


Her  wood-rich  interior  includes  a 
galley,  entertainment  center,  bar,  eel 
closets  and  spacious  master  cabin.  II 
ample  cockpit  is  a  sweet  spot  for  enll 
taining  under  the  stars;  the  generous  svl 
platform  is  secure,  private  and  built 
water  sports.  Below  the  water,  though, 
SRD  38  is  all  business.  Schulz  patentel 
hybrid  design  incorporating  the  sp 
potential  of  a  deep-V  planing  hull  vi 
the  fuel  economy  of  a  displacement  h 
The  SRD  38  parts  the  sea  so  efficiei 
with  her  twin  160-horse  Yanmars  t 
she  achieves  cruising  speeds  ot  20  tc 
knots  using  only  (only!)  12  gallons 
hour,  less  than  half  the  fuel  consun 
by  conventional  hulls.  Perhaps  the  li 
news  of  all,  she  draws  a  scant  24  incl 
so  she  can  skim  over  the  reefs  and 
plore  the  shallows,  yet  she's  built  strc 
enough  to  shimmy  right  up  and  rest 
those  sandy  Bahamas  beaches.  $480,0 
(401)  253-2441,  www.shannonyachts.cof' 
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Pursuits  by  Michael  Abrams 


Throwing  for 


The  Gold 


At  the  annual  Rock,  Paper,  Scissors  championships, strategy 
ats  luck  hands  down.  Or  is  it  the  other  way  around? 


cissors  ties  Scissors!"  The  kilted  man  and  the  pom- 
padoured  man  had  both  thrown  Scissors,  for  the 
second  time.  "Now  he  thinks  I'm  going  to  switch 
Rock  to  beat  his  next  Scissors,  so  I'll  throw  Paper," 
lained  Ted  Graham,  in  the  kilt.  "But 
s  probably  thinking  the  same  thing, 
throw  Scissors."  Again  they  tied 
h  Scissors.  And  again  Graham  went 
ough  the  same  reasoning,  but  after 
ee  Scissors  in  a  row,  he  was  now  sure 
t  the  pompadour  would  expect  a 
nge.  So  Graham  threw  a  Scissors, 
d  again  they  tied.  This  had  continued 
nine  throws  in  a  row  when  Graham 
y  tossed  a  Rock,  winning  the  point, 
man  with  a  golden  throwing  arm 
rmed  Graham  that  he  had  just  bro- 
the  world  record  for  continuously 
own  Scissors  in  tournament  play. 
Yes,  this  was  a  tournament,  the  third 
lual  Rock,  Paper,  Scissors  Inter- 
ional  World  Championships.  In  case 
1  don't  know,  the  rules  are  simple: 
ck  beats  Scissors,  Scissors  beats 
er,  Paper  beats  Rock.  Paper  must  be 
wn  horizontally,  Scissors  vertically, 
ntestants  must  use  the  International, 
European,  priming  convention  (three 
nps  of  the  fist,  in  unison,  before  the 
ow)  as  opposed  to  American  priming 
o  pumps  before  the  throw).  The  best  out  of  three 
ows  wins  the  set  and  the  best  out  of  three  sets  wins 
match.  The  tournament  is  single  elimination — lose 
ngle  match,  and  it's  all  over,  you're  back  to  flipping 
irters — and  has  the  distinct  advantage  of  having,  as 
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of  yet,  no  banned  substances. 

Led  by  brothers  Douglas  and  Graham 
Walker,  the  World  RPS  Society  began 
holding  international  tournaments  in 
Toronto  in  2002,  but  this  was  the  biggest 
one  yet,  with  more  than  600  players 
packed  into  Toronto's  Kool  Haus.  From  a 
$10,000  purse,  the  winner  would  walk 
away  with  seven  grand  (Canadian,  sadly), 


"The  mainstream  view  is  that  people 
ought  to  play  the  Nash  Equilibrium,"  says 
J.  Doyne  Farmer,  McKinsey  Professor  at 
the  Santa  Fe  Institute.  Named  after  the 
protagonist  of  A  Beautiful  Mind,  .the  Nash 
Equilibrium  is  the  best  possible  strategy 
for  any  game  where  both  players  are  com- 
pletely rational.  Nash  proved  that  idealized 
opponents  will  eventually  play  a  single  best 


"I  always  lead  with  Rock," said  a  formidable 
tattoo  artist  from  D.C.  "Or  maybe  I'm  just 

telling  you  I  always  lead  with  Rock..." 


with  the  runners-up  shar- 
ing three.  The  fist-pumpers 
were  looking  for  whatever 
edge  they  could  get. 

As  Graham  and  I  dis- 
cussed the  merits  of  the 
Avalanche  gambit  (Rock, 
Rock,  Rock)  versus  his  fa- 
vored Paper  Dolls  (Paper, 
Scissors,  Scissors),  a  grin- 
ning, clean-cut  and  specta- 
cled man,  otherwise  free 
of  costume,  approached  us. 
This  was  Lee  "Throwing- 
the-Damage"  Rammage. 
He,  Graham  and  their 
friend  Scott  Morrison 
were  there  as  Team  Every- 
man. Rammage  had  just 
triumphed  over  a  member 
of  the  academic-looking 
Team  Act  Random.  Earlier  in  the  evening 
he'd  heard  rumors  about  the  preponder- 
ance of  Rock  and  noticed  that  men  in 
particular  almost  always  lead  with  it.  He'd 
also  observed  Team  Act  Random  hud- 
dling after  every  throw  a  teammate  made. 
"I  thought,  These  guys  have  probably 
caught  on  to  the  fact  that  guys  are  throw- 
ing Rock  off  the  first  throw,  so  they'll 
throw  Paper,"  Rammage  told  me.  "So  I 
threw  Scissors — I  beat  him." 

Is  strategizing  about  RPS  the  equiva- 
lent of  doing  dead  lifts  to  improve 
your  tiddlywinks  game?  Or  does  the 
best  man,  rather  than  just  the  luckiest 
man,  have  significandy  better  odds  of  win- 
ning? The  question  is  not  so  lowly  as  to  be 
beneath  the  scope  of  the  game  theorist. 
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strategy  in  any  game — it's  what  he  won  the 
Nobel  Prize  for.  Pit  two  non-emotional, 
omniscient  "people"  against  each  other  to 
play  RPS,  and  they  will  eventually  con- 
verge on  this  best  strategy.  In  the  case  of 
Rock,  Paper,  Scissors,  it's  simple:  Choose 
each  throw  randomly,  which  means  play- 
ing each  throw  exactly  a  third  of  the  time, 
but  without  any  pattern.  In  essence,  for 
RPS,  the  best  strategy  is  no  strategy. 

Game  theorists  have  long  assumed  that 
the  lowly  human — a  less  than  perfecdy  ra- 
tional animal,  but  one  capable  of  learn- 
ing— will  also  settle  into  this  best  strategy 
after  a  few  rounds.  But  the  fact  is  that  if 
you  want  to  beat  someone  who  isn't  per- 
fectly rational,  then  the  strategy'  that's  best 
against  pure  rationality  is  no  longer  the 
best  strategy.  In  a  paper  he  co-authored, 


the  random  play  t 
was  perfect  against  r; 
dom  play  is  no  Ion 
perfect,  Farmer  argu 
Over  the  long  r 
random  throws  wou 
at  best,  win  only  hall  fce 
the  games  played.  I 
in  a  tournament,  t 
kind  of  playing  is  p 
ticularly  useless.  At 
championship  in  T 
onto,  if  you  lose  c 
game  you're  out,  so  j 
can't  just  play  a  strat< 
that  lets  you  win 
percent  of  the  time  £ 
hope  to  get  very  1 
You  don't  get  a  port 
of  the  pot  of  Canad 
gold  by  winning  so 
of  the  games — you  n 
to  win  them  all.  Of  course,  whatever  stl 
egy  you  use  will  still  be  a  statistical  o 
but  it  has  to  do  better  than  50-50.  "L 
say  you  had  a  strategy  that,  with  100  p 
ers,  maybe  one  time  in  50  would  cause 
to  win  and  was  guaranteed  to  suck 
other  49  out  of  50  times,"  explains  Farn 
"That  would  actually  be  a  really  gc 
strategy,  because  you'd  have  a  two-to-d 
advantage  over  all  the  other  players." 

In  his  paper,  the  imagined  oppone 
are  less  than  perfectly  rational,  but  tl 
are  equally  rational.  But  in  a  warehou 
sized  club  with  three  bars  and  a  lot  of  ti 
to  kill  between  matches,  rationality  tei 
to  vary  wildly  from  player  to  player, 
what  Farmer  proves  is  that  it's  unqu 
tionably  better  to  work  out  a  good  strat 
than  to  throw  randomly.  Unfortunati 
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'jhout  a  similar  spew  of  data  about  the 
lory  of  every  player's  throws,  he  can't 
U  us  what  that  strategy  might  be. 

That's  where  The  Official  Rock  Paper 
•V-tsors  Strategy  Guide,  by  the  brothers 
1  lker,  might  help.  To  spice  up  your 
tine,  try  shadowing:  Start  your  final 
oil  :ent  with  your  ring  and  middle  finger 
i  .  fitly  forward,  as  if  you  were  thinking 
tftsors,  but  at  the  last  moment  switch 
k  Daper  or  Rock.  Or  you  can  attempt 
1  rystal  ball:  Tell  your  opponent  that 
tti  know  he's  going  to  throw  Paper.  A 
dinner  may  then  deliberately  throw 
lething  else,  while  an  intermediate 
?er  may  try  to  outwit  you  by  actually 
wing  Paper.  Either  way,  you  could 
e  the  advantage.  And  it's  important 
p  be  prepared  for  the  possibility  of 
;  ring  a  mind  reader.  "Instead  of  think- 
rai  of  a  throw  by  its  rightful  name," 
lal  Walkers  write,  "think  of  it  by  the 
1.1  ke  of  the  throw  that  beats  it.  Thus, 
,  Ifcn  throwing  Scissors,  think  Rock, 
sj  en  throwing  Rock,  think  Paper. 
It  en  throwing  Paper,  think  Scissors." 
1  3n  the  night  of  the  tournament, 
I  ugh,  the  prevailing  strategy  was 
ioi  t  of  the  costume.  Caped  wonders 
rat  unded,  wigs  added  an  extra  quarter 
in  p  to  the  collective  height  of  the  ath- 
ki  >,  cavemen  and  scissors-handed  ladies 
•vi  ned  from  table  to  table, 
it  Our  strategy  is  to  act  like  we  have 
.  :  strategy,"  said  a  member  of  the  Act 
tdom  All  Stars. 

:  I  always  lead  with  Rock,"  said  a 
•  'fidable  tattoo  artist  from  D.C.  who 
il  ii  himself  Fattius  Maximus.  "Or  maybe 
it  just  telling  you  I  always  lead  with 

I..." 

dl  of  this  comes  under  the  category 
fiat  game  theorists  call  "cheap  talk" 
I  ined  in  one  game  theory  dictionary 
i  ignaling  engaged  in  before  a  nonco- 
lative  game").  But  the  point  of  cheap 
|  is  to  intimidate,  which  just  might 
i:pen  a  player's  edge.  Make  your  oppo- 
|p  nervous,  and  they  may  fall  back 
(hrows  that  feel  "natural"  and  may  be 
:(  predictable.  Last  year's  champ,  Rob 
;|:ger,  bludgeoned  his  way  to  the  top 
ij  his  intimidating,  shamanistic  chant, 
i  -sham-bo"  (one  of  RPS's  other  names), 
|pe  three  primes,  and  then  a  "Boom!" 
I  the  final  delivery. 


In  fact,  Krueger  had  made  it  to  the 
stage  with  the  16  finalists.  Joining 
him  in  the  spotlight  was  a  fully 
outfitted  Supergirl;  Awesomer 
Than  U,  with  a  biker's  build,  a  powerful 
cross-armed  stance  and  threatening  facial 
hair;  Migs  Bartula,  a  chain  encircling 
his  left  forearm,  a  Bon  Jovi-era  mullet 
upon  his  head;  two  brothers  dressed  as 
bicyclists  from  the  team  Spanish  for 
Everyone  (their  clever  —  and  clearly  suc- 
cessful—  strategy  was  to  exit  the  building 
after  a  loss,  buy  another  ticket  and  play 
as  late  arrivals);  and  Lee  "Throwing-the- 
Damage"  Rammage. 

Rammage  soon  squared  off  against 
Bartula,  but  he  was  seemingly  off  his 
game.  After  an  out-of-sync  prime,  Ram- 
mage had  switched  to  the  illegal  two- 
pump  American  priming  convention.  He 
mangled  half  a  dozen  primes  in  a  row, 
and  the  ref  awarded  a  point  to  Bartula. 
Maybe  Rammage  was  trying  the  famous 
"Urbanus  Defense" — deliberately  losing 
the  first  point  to  throw  the  opponent 
off  balance.  Whatever  it  was,  it  worked. 
Rammage  won  the  next  two  points,  and 
Bartula,  in  a  fit  of  frustration,  removed 
mullet,  jacket  and  shirt  in  a  single  flour- 
ish. This  desperate  act  of  machismo  helped 
him  not  at  all,  and  Rammage  continued 
to  triumph. 

The  crowd,  however,  was  against  him. 
The  priming  debacle  had  brought  unend- 
ing boos  and  razz,  and  when  he  defeated 
audience  favorite  Supergirl,  the  heckling 
became  an  angry  chant:  "This  guy  sucks! 
This  guy  sucks!" 

Rammage  fought  on,  driven  by  the 
animosity.  In  the  final  round,  a  best  out  of 
five  sets,  he  was  pitted  against  the  wily, 
similarly  spectacled  Heather  Birrell  of  the 
team  What  Would  Jesus  Throw. 
Jesus  did  not  tell  her. 
Of  the  19  throws  it  took  to  determine 
the  new  champion,  nine  of  Birrell's  were 
Scissors.  Rammage  threw  only  three 
Scissors  but  nine  Rocks.  "I  went  into 
every  round  assuming  women  would 
throw  Scissors,"  Rammage  later  explained 
to  me.  "I  kept  quiet  about  it  all  night." 
Though  that  may  not,  perhaps,  be  the 
kind  of  thinking  that  makes  a  Kasparov, 
Rammage  walked  out  of  the  Kool  Haus 
with  a  three-foot,  four-figure  check 
under  his  arm.  • 
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305.445.1926  •  800.727.1926 
www.biltmorehotel  .com 

^Th^Jeadin^Hoteh  ofthdWorld 


EXCLUSIVE 


WE  PROMISE  YOU  15 
PERFECT  DAYS  A  YEAR... 

/  ...what  you  do  with  the  other  350  is  up  to  you.  | 


\ 


View  of  the  Pacific  Ocean  fromjour  home  in  Peninsula  Papagayo,  Costa  Rii 


INTRODUCING  THE  AFFILIATE  MEMBERSHIP 


Introducing  the  Affiliate  AAembership  from  Exclusive  Resorts  —  the  leader  in  luxury  residence  clubs  It's  just  like  our 
extraordinary  Full  Membership  but  custom -tailored  to  individuals  and  families  whose  vacation  schedules  only  allow  for  15 
perfect  days  every  year. 

Imagine  the  very  same  luxurious  vacation  homes  on  the  same  beaches,  mountains,  golf  courses  and  metropolitan  destinations  — 
but  for  less.  Less  than  half  the  price  of  a  Full  Membership  and  less  than  the  price  of  a  down  payment  on  a  single  multi- million 

dollar  vacation  home. 
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call  866.875-3^45  or  visit  www.exclusiveresorts.com/affiliate 


"Exclus:-..-  ReSoits"  and  the  flow  er  design  are  trademarks  and  service  marks  of  Exclusive  Resorts,  LLC.  ©Copyright  2005,  Exclusive  Resorts,  LLC. 
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Real  Escapes  by  Taylor  Antrim 


Mexico  Dreamin 

"or  real  estate  fantasists,  nothing  beats  an 

empty  stretch  of  beachfront.  Just  add  house. 


■ 


^  ack  in  1996,  Huey  Rodeheaver  of  St.  Louis, 
M  Missouri,  bumped  north  from  the  Mexican 
resort  town  of  Ixtapa  in  a  rented  jeep,  searching 
"pretty  beachfront."  He  was  preparing  to  sell  his 
communications  company  for  a  tidy  sum,  and  wanted 
cond  home  to  retire  to.  Puerto  Vallarta  was  too  big; 
lcun,  too  young. 

\bout  15  miles  north  of  Ixtapa,  he  came  across 
mcones,  a  village  with  a  few  rooms  for  rent  and  a 
e  seafood  restaurant  right  on  the  beach.  For  $52,500 
xmght  two  side-by-side  lots,  a  total  of  10,000  square 
.  Then  he  hired  a  Mexican  architect  to  build  the 
se  of  his  dreams.  Nine  years  later,  at  age  58,  he  has 
e  dragged  up  from  the  beach  to  speak  to  us  by  phone. 


A  view  you  could  get 
used  to:  sunset  in 
the  Mexican  coastal 
village  of  Troncones. 


Sheraton  Grand 
Tal  Ping  Yang 

h   o  T   t   i.       ,'  ir 

shanghai 


...Discovering  the  beauty  of  Shanghai  once  again. 
Feeling  its  glamour  in  a  whole  new  light  at  the  newly  refurbished 
Sheraton  Grand  Tai  Ping  Yang  Hotel,  Shanghai. 

A  GREAT  HOTEL  BECAME  GRAND 
MEMBER  OF    /^JJ  STARWOOD   PREFERRED  GUEST" 


5  Zunyi  Nan  Road  Shanghai  200336. P  R  China  TEL  +86  21  6275  8888  FAX:  +86  21  6275  5420 
E-MAIL,  sheratongrand@uninet.com.cn  WEBSITE  www  sheratongrand-shanghai  com  www.sheraton  com/shanghai 


There  are  many  proven,  effective  ways 
to  reduce  stuttering. 


Doing  nothing  i  not 
one  of  them. 

3100  Walnut  Grove  Road,  Suite  603  •  P.O.  i 


THE 

Stuttering 
foundation' 


A  N.mpro/ir  Orgam-mon 

1-800-992-9392 
www.stutteringhelp.org 

?49  •  Memphis,  TN  38111-0749 


"It's  been  an  excellent  investment," 
says. 

Property  values  have  risen  steadily 
Troncones — though  not  yet  into  t 
stratosphere.  Quarter-acre  beachfrc 
lots  currently  go  for  $190,000  to  $250,0! 
Local  contractors  charge  about  $80  J 
square  foot  to  build.  One  businessrrj 
from  Santa  Barbara  recently  put  uj 
10,000-square-foot,  seven-bedroom  ho 
with  triple-decker  pool  and  lighted  ten,1 
court  on  little  more  than  an  acre  of  em 
beachfront  here  for  $1.6  million,  all  in. 
chance  of  pulling  that  off  in  Malibu. 

Troncones  isn't  the  only  small  town 
Mexico's  Pacific  coast  with  beachfrc 
property  for  sale,  says  California-boi 
Zihuatanejo-based  lawyer  David  Conn 
but  it's  attracting  the  most  affluent  clic 
tele.  Why?  The  tranquil  atmosphere, 
proximity  to  the  international  airport 
Ixtapa  and  the  fact  that  you  won't  h 
horror  stories  of  nefarious  developersi 
sudden,  unexplained  government  evictia 
"There  have  been  lots  of  changes  over 
last  ten  years  that  have  made  foreign 
more  willing  to  buy  down  here,"  s 
Connell,  the  go-to  lawyer  for  real  est] 
transactions  in  the  area.  He  points  out  t 
all  coastal  property  titles  must  still  be  h 
through  a  bank-administered  trust 
Mexican  corporation,  but  since  NAFT 
inception,  Mexico's  financial  mark 
have  opened  up,  and  Citigroup  is  now 
largest  bank  in  the  country.  Plus,  a  hanc 
of  U.S.  firms  are  now  willing  to  insure  ti 
in  Troncones.  "Mexico  is  very  pro-fore 
investment  right  now,"  says  Connell. 

Americans  have  long  sought  out 
spoiled  beachfront  property  in  Mexico, 
due  to  a  recent  Mexican  land  msh,  formi 
sleepy  coastal  villages  are  no  longer  all  t 
sleepy.  Which  is  why  Troncones,  w 
more  than  a  dozen  beachfront  lots  still  \ 
sold,  is  such  a  find. 

Rodeheaver  knows  this  as  well  as  a 
one.  "My  kids  always  tell  me  I  either  hi 
foresight  and  no  money,  or  money  and 
foresight,"  he  says,  sighing.  "I  should  h 
bought  the  whole  damn  beach." 

For  general  information  on  Troncot 
visit  www.troncones.net;  for  informal 
on  real  estate  opportunities,  contact  Dei 
McMillin,  011-52-755-553-2812;  for  legal c 
suiting,  contact  Connell  &  Associates,  oii\ 
755~554~7957>  www-  mexicolaw. com. mx. 


Forbes  FYI  and  The  Washington  Design  Center   Invite  you  to 


A  Celebration  of  The  Good  Life 


The  CEO  Design  House 

April  1  to  June  25,  2005 

Monday-Friday,  10  a.m.-5  p.m.  and  Saturday,  10  a.m.-3  p.m. 

Be  inspired  at  Washington,  DCs  premier  design  destination.  Visit  The  CEO  Design  House  to  see,  feel  and  experience 
how  nine  world-class  designers  interpret  The  Good  Life.  And  be  sure  to  look  for  a  special  advertising  section  featuring 
The  CEO  Design  House  within  the  issue  of  Forbes  FYI  distributed  on  June  6,2005. 


The  Washington  Design  Center 

300  D  Street,  SW 
Washington,  D.C. 


For  more  information,  call  202-646-61 18, 

or  visit  merchandisemart.com/dcdesigncenter 
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THE 
WASHINGTON 
DESIGN 
CENTER 


Electronics  by  Thomas  Jackson 


Total  Home 
Awareness 

Seeking  peace  of  mind,  one  gadget  at  a  time 


t  first  glance,  the  Global  Pet  Finder  seems  a  bit 
preposterous.  A  GPS-enabled  dog  collar?  How 
many  pet  owners  are  overprotective  enough  to 
11  out  $350  for  that?  (Not  to  mention  an  additional  $18 
month  subscription  fee.)  Answer:  plenty.  According 
2EO  Jennifer  Durst,  the  company  received  3,000  pre- 
ers  six  weeks  before  the  first  collar  shipped. 
Here's  how  it  works:  Attach  the  five-ounce,  cell 
>ne-sized  device  to  Fido's  collar,  then  draw  virtual 
^ndaries — your  backyard,  say — on  an  Internet  map- 
g  site.  The  moment  Fido  trots  across  the  invisible 
,  a  text  message  pops  up  on  your  cell  phone.  (The  dog 
not  receive  an  electric  shock.)  If  he  gives  you  the  slip 
gether,  you  can  track  him  online  from  a  computer,  or 
ive  minute-by-minute  text  messages  plotting  his 
:t  location.  In  a  developed  area  you'll  get  simple  co- 
inates  like  "corner  of  Walnut  and  Pine,"  while  in  the 
)ds  the  message  will  read,  "100  paces  N-NE"  from  a 
determined  location.  The  gadget  also  has  a  built-in 
perature  sensor;  if  the  dog's  location  becomes 
erously  hot  or  cold — inside  a  parked  car,  for 
ance —  the  device  will  text  you  a  warning  mes- 
.  (www.globalpetfinder.com) 
Uso  listed  under  peace-of-mind  gadgetry — call 
ixiety-management  tech — are  the  new  wireless 
le  surveillance  systems  from  Motorola  and  the 
on  Corporation.  Not  to  be  confused  with  the 
dreamy  "smart  home"  technologies  we've  been 
jring  about  for  years  (preprogrammed  lights, 
ic  that  follows  you  from  room  to  room,  etc.)  these 
ces  present  a  simple  way  of  staying  apprised  of 
t's  up  at  the  ranch  when  you're  not  there.  Name  a 
le-related  fear — -burglary,  a  burst  pipe,  fire,  gas 
—  and  at  least  one  of  these  systems  has  it  covered, 
y  can  also  help  you  keep  tabs  (oh,  alright,  spy)  on 
to-day  comings  and  goings  at  home.  You  can 


Wi-Fi  Spy:  the 
Smartvue  S2 
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know  what  time  the  kids  get  in  from 
school  or  if  there's  a  FedEx  package  wait- 
ing for  you  on  the  doorstep.  They  do  all 
that  with  an  array  of  wireless  sensors  — 
easily  installed  by  you  —  that  transmit 
alerts  to  your  PDA  or  cell  phone  via  an 
Internet-enabled  base  station.  Motorola's 
home-monitoring  system  (Easy  Start  Kit 
HMEZiooo,  $280,  www.motorola.com) 
offers  two  kinds  of  motion-  and  sound-de- 
tecting cameras,  as  well  as  sensors  that  pick 
up  flooding,  temperature  fluctuations  and 
whether  a  door  or  window  is  opened  or 
closed.  Some  of  its  sensors  can  work  to- 
gether: A  camera  might  be  configured  to 
shoot  a  picture  or  short  film  when  the  door 
sensor  is  tripped,  which  the  base  station 
will  immediately  send  to  you  in  an  e-mail 
or  multimedia  text  message  (MMS). 

Eaton's  product,  Home  Heartbeat  (starter 
pack,  $150,  www.homeheartbeat.com),  lacks 
cameras,  although  it  has  a  few  unique  func- 
tions of  its  own.  Its  water  sensor  operates  in 
tandem  with  an  accompanying  valve  that 
will  cut  the  flow  as  soon  as  a  leak  is  detected. 
The  kit  also  comes  with  a  power  sensor  that 


can  tell  if  an  appliance  has  been  left 
on  (the  iron,  for  instance).  Smoke,  carbon 
monoxide  and  temperaftire  detectors  will  be 
available  by  the  beginning  of  next  year. 
While  the  Motorola  system  must  be  in- 
formed before  you  leave  home,  Eaton's 
simply  knows  when  you're  gone.  Its  control 
panel  is  a  key  chain  fob  with  an  LCD  screen 
that  communicates  wirelessly  with  the  base 
station  within  a  90-foot  radius.  Once  the 
base  loses  contact  with  the  key  chain,  the 
system  enters  a  state  of  "heightened  aware- 
ness," ready  to  send  off  text  messages  to  you 
if  something  goes  awry.  Meanwhile,  a 
"snapshot"  of  the  situation  at  the  moment 
you  departed  is  saved  on  the  fob  itself,  alert- 
ing you,  for  instance,  if  the  garage  door  was 
left  open. 

For  now,  communication  with  both 
systems  is  a  one-way  affair:  When  some- 
thing goes  wrong,  they  fire  off  an  alert. 
(Eaton  sends  text  messages  only;  Motorola 
sends  e-mail  and  MMSs  as  well.)  In  the 
next  few  months,  however,  Motorola  will 
launch  a  website  enabling  users  to  monitor 
their  homes'  vital  signs  from  anywhere. 


Eaton  will  do  the  same  by  early  next  yc 
If  you  prefer  straight  visual  surveillar 
the  latest  and  greatest  is  the  Smartvue 
(www.smartvue.com).  Running  on  the  t 
Wi-Fi  "prestandard"  802.1m,  the  uri 
base  station  can  receive  signals  from  cd 
eras  up  to  800  feet  away.  And  the  captu 
images,  viewable  on  any  Web-enabled 
vice,  are  a  dramatic  improvement  over; 
other  available  wireless  IP  camera  systa 
In  addition  to  having  DVD-quality  resc 
tion  of  720  x  480  pixels  and  a  frame  rati 
up  to  30  frames  per  second  (same  as  Ti 
Smartvue  comes  with  a  technology  cai 
"human-eye  imaging,"  which  enables 
camera  to  separately  expose  —  pixel 
pixel — shadows  and  highlights  within 
same  frame.  A  camera  trained  on  a  dark 
terior  with  a  bright  window  will  disj 
every  detail  inside  the  room  and  out. 
base  station  comes  with  up  to  250  gigab 
of  memory — enough  for  two  month 
solid,  24/7  footage.  A  full  ten-camera  :| 
tern  rings  up  at  $23,000.  But  it  that's  vJ 
it  costs  to  set  your  mind  at  ease,  it's  wol 
every  penny.  • 


MORRELL 

ONE  ROCKEFELLER  PLAZA     THE  MORRELL  WINE  EXPERIENCE 


•  FINE  WINES  &  SPIRITS 

We  deliver  almost  anywhere 

•  MORRELL  WINE  EVENTS 

Tailored  to  your  requirements 

•  FINE  WINE  AUCTION  -  May  14th,  2005 

Live  Internet  bidding  -  www.morrellwineauctions.com 

•  MORRELL  WINE  INSTITUTE 

Wine  classes  from  novice  to  expert 

•  MORRELL  WINE  BAR  &  CAFE 

Lunch  &  Dinner  served  Monday  -  Saturday 

•  MORRELL  WINE  GIFTS 
Tasteful  &  taste  filled 


1  800  96  WINES  •  OR  VISIT  US  ONLINE  AT  WWW.M0RRELLWINE.COM 


The  Travel  Industry's  Defining  Event 
for  Marketing  and  Distribution  Strategies 


RAVEL.COM 

TRAVEL  COMMERCE  CONFERENCE  &  EXPO 


The 

Value  of 
Differentiation 

April  27-29,  2005 
Marriott  Marquis 
New  York,  NY 
www.travelcomexpo.com 


Created  by  the  Travel  Industry, 
For  the  Travel  Industry 
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Samsung's  Four  Seasons  of  Hope,  Sears  and  Boomer  Esiason  have  teami 
to  make  a  difference  in  the  community.  The  funds  we  raise  help  to  find  a  cure 
for  cystic  fibrosis.  The  Boomer  Esiason  Foundation  has  raised  over  $35  mill 
dollars  and  is  advancing  the  cause  through  partnerships  with  companies  li 
Samsung  and  Sears.  We're  proud  to  support  this  deserving  cause.  To  find  01 
how  you  can  help,  contact  the  Boomer  Esiason  Foundation  at  212-525-7777 
Samsung's  Four  Seasons  of  Hope.  A  little  hope  can  make  a  big  difference. 
www.fourseasonsofhope.com 
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Wheels  by  Bill  Baker 


Lord  of 


fhe  Rings 


ALWAYS  FASCINATING  TO  WATCH  THE 
Three  German  carmakers — VW,  Mercedes-Benz 
BMW — battle  it  out  for  product  superiority.  The 
t  salvo  has  been  fired  in  the  12-cylinder  luxury  sedan 
ent  with  the  debut  of  Audi's  A8L  W12. 
udi  has  joined  two  of  its  narrow-angle  VR6  engines 
>me  up  with  a  W12  configuration  that  pumps  out  450 
The  power  gets  to  the  ground  through  a  six-speed  au- 
atic  transmission  with  Tiptronic  control  and  Audi's 
tro  permanent  all-wheel-drive  system.  The  4,729-lb. 
n  will  rush  trom  zero  to  60  in  five  seconds.  Sufficient, 
he  interior  decor  is  elegant,  cosseting  and  superbly 
tional.  The  optional  full-leather  appointments  offer 
hand-stitched  seams  than  Melania  Trump's  wed- 
gown.  Detroit's  Big  Three  could  do  well  by  study- 
Vudi's  interiors,  which  are  arguably  the  world's  best, 
he  car's  gracefully  flowing  lines,  brushed  aluminum 
nts  and  polished  19-inch  alloy  wheels  give  it  a  com- 
ding  presence.  The  new  single-frame  grille  design, 
ever,  is  the  one  potential  deal-breaker.  But  I  like  the 
well  enough  to  tolerate  the  grille — after  all,  one 
n't  see  it  from  the  inside. 

]ur fully  equipped  test  car:  $126,320.  www.audi.com.  • 


PETITE  PORSCHES 

The  fastest  way  to  become  the 
greatest,  most  bestest  dad  in 
the  whole  wide  world  must 
surely  be  to  surprise  your  child 
with  a  two-thirds  scale  version 
of  the  famed  1 950s  Porsche 
Spyder  550.  Handmade  in 
Germany  and  authenticated  by 
Porsche,  the  61-inch  aluminum, 
steel  and  fiberglass  roadster 
runs  on  a  24-volt  electric  motor 
at  blistering  speeds  of  up  to 
5  mph— on  real  air-filled 
rubber  tires.  There  are  working 
headlights  and  tail  lights,  and 
the  battery  lasts  about 
four  hours.  $9,450. 
www.zoospeed.  com. 


HOGS  GONE  WILD 

Whenever  Harley-Davidson  has 
tried  to  develop  a  motorcycle 
other  than  its  traditional, 
ground-pounding  cruiser,  it's 
been  about  as  successful  as 
Michael  Jordan's  baseball  career. 

Back  in  2001,  in  an  effort 
to  steal  some  of  the  Japanese 
biz,  H-D  debuted  the  stylish 
V-Rod.  The  bike  made  a  better 
impression  overseas  than 
here,  where  it  was  criticized 
for  being  uncomfortable. 
Over  time,  a  modest  market 
for  the  V-Rod  has  grown, 
and  its  1130  cc  V-Twin  can 
still  pull  a  string  of  Hondas  and 
Kawasakis  behind  it. 

Now  comes  the  2006  VRSCR 
"Street  Rod"  derivative.  Its 
upright  seating  position  is  the 
result  of  new  ergonomics 
and  suspension  geometry  that 
deliver  a  sporty,  performance- 
oriented  ride.  A  clipped  rear 
fender  and  180  mm-wide  rear 
tire  have  a  nice,  hairy  look, 
augmented  by  the  rumble  from 
two  straight  exhaust  pipes. 
There's  no  mistaking  that 
sound.  Great  when  riding  with 
your  pals,  bad  when  sneaking 
home  at  two  in  the  morning. 

Besides  its  ability  to  corner 
at  40-degree  lean  angles,  the 
Street  Rod  also  stops  quickly,  due 
to  Harley's  first-ever  use  of 
Italian-made  Brembo  disc  brakes 
with  300  mm  dual  front  rotors. 

Available  in  five  color 
options.  Base  price:  $16,495. 
www.  barley -da  vidson.  com. 
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Luxury  abounds  in  the  magnificent  85-meter 
boasts  this  beautiful  spa  where  pampering  i 


he  sun  casts  a  shining  blaze 
t-^upon  the  blue-green  palette  of  the 
Mediterranean  Sea.  It  is  early  morning  and 
quietly,  serenely,  a  maritime  masterpiece 
emerges  like  a  giant  floating  swan.  Gliding 
from  a  brilliant  -turquoise  inlet  situated 
between  two  splendid,  soaring  rocks,  a 
gleaming  megayacht  transports  a  family 
of  six  and  their  crew  of  eight  to  their  next 
stop,  another  seciuded  playground  in  a 
sea  filled  with  unexplored  diversions. 

This  luxurious  experience  is  something 
shared  by  those  who  turn  to  the  world's 
seas  and  exotic  destinations  to  fulfill  their 
treasured  leisure  time,  either  by  owning 


a  vessel  whose  construction  they  have 
personally  overseen,  or  by  chartering  the 
perfect  yacht  for  a  special  getaway.  Private 
luxury  yachting  has  retained  its  worldwide 
prominence,  thanks  to  the  insight  of 
today's  yachting  professionals.  In  2005, 
yachting  will  become  not  only  more 
accessible,  but  also  more  creative  and 
innovative  in  its  array  of  purchase  and 
charter  options. 

A  prominent  North  American  yacht- 
builder,  Trinity  Yachts  of  New  Orleans,  is 
transforming  the  dreamlike  opening 
setting  into  a  reality  for  those  who  wish 
to  experience  the  distinct  pleasures 


of  building  their  own  custom  yad 
However,  employing  the  ingenuity, 
ativity  and  capabilities  of  the  largest 
builder  of  custom  steel  and  alurnin 
yachts  is  just  one  way  to  set  sail 
European  team,  SeaChange,  is  offe 
a  bright  new  concept  for  corporate 
family  cruising  with  partial  owner: 
of  massive  superyachts,  while  a  due 
U.S.  yachting  professionals,  Denisor 
Daves,  is  standing  by  to  make  your  yj 
charter  or  purchase  experience  perfec 
Join  us  as  we  offer  you  yachting  luxu 
you've  never  dreamed  of  from  the  wo| 
foremost  professionals. 


Own 


280  foot 

superyacht  for  €9m 


SeaChange 


In  association  with 

Nigel  Burgess  (New  York) 

Tef  +1  212  223  0410 
Fax  +1  212  223  0420 
seachange@nigelburgess.com 


ram  a  i  uwnersnip  ul  9  u  IJ  e  '  y     "  lb 
MONTE  CARLO 


SeaChange  is  a  unique  scheme  offering  partial  ownership  and  lifelong  private 
use  of  superyachts  for  €9  million. 

- 

. 

SeaChange's  280ft  superyachts  offer  lavish  accommodation  for  a  total  of 
36  guests  in  the  style  of  a  grand  ocean  liner.  For  28  days  every  year,  such  a 
superyacht  becomes  your  very  own  exclusive  residence  with  unprecedented 
facilities  and  comfort.  SeaChange  takes  care  of  all, the  burdens  of  management 
and  maintenance,  leaving  you  free  to  enjoy  all  the  pleasures  of  superyacht 
ownership. 


Fraser  Yachts  (Monte  Carlo) 

Tel +377  93  100  465 

Fax  +377  93  100  466 

seachange@fraseryachts.com 


Peter  Insull  Yacht  Marketing  (Antibes) 

Tel  +33  4  93  34  44  55 
Fax  +33  4  93  34  92  74 
seaChange@insull.com 


www.seachange-superyachts.com 
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SEACHAINGE: 
BRILLIANCE  AT  SEA 

Imagine  this.  And  then  discover  how  to 
live  it. 

You  and  35  of  your  closest  friends, 
family  or  corporate  executives  are 
welcomed  aboard  a  luxurious  85-meter 
(280-foot)  superyacht.  Your  journey  begins 
as  you  arrive  by  helicopter  and  the  captain 
welcomes  you  to  a  cruise  that  will  take 
you  to  your  dream  destination.  The  vessel 
has  a  crew  of  more  than  30,  including  a 
chef  de  cuisine,  masseuse  and  medical 
staff  as  well  as  stewards,  fully  qualified 
engineers  and  sailing  officers.  First 
explore  your  122-square-meter  (1,313- 
square-foot)  owner's  stateroom  and 
emerge  onto  your  private  open  deck  with 
its  magnificent  view.  Your  special  guests 
will  be  treated  to  an  expansive  VIP 
stateroom,  while  remaining  guests  enjoy 
another  of  the  18  staterooms. 

From  the  impressive  marble  lobby  on 
the  main  deck  to  the  opulent  bars  and 
ample  sunbathing  spots,  this  is  a  yacht 
where  luxury  abounds.  Fine  cuisine  and 
rare  wines  will  be  presented  in  grand 
style  in  an  elaborate  dining  room,  while 
an  elegant  main  saloon,  a  fully  equipped 


cinema,  a  library  and  a  business  center 
host  your  travel  pastimes.  A  spectacular 
fitness  center,  beauty  salon  and  spa  are 
steps  away,  and  water  sports  equipment 
calls  for  afternoon  adventures. 

If  the  concept  of  purchasing  such  a 
superyacht  is  your  vision  of  leisure,  this 
brilliant  approach  to  yacht  ownership  will 
lead  you  to  the  benefits  of  owning  a 
vessel  worth  in  excess  of  $100  million 
for  just  €9  million  —  without  the  burdens 
of  full-time  ownership.  An  increasing 
demand  by  the  world's  wealthy  to 
optimize  occupancy  of  "superyachts" 
(yachts  measuring  more  than  85-meters 
or  280-feet)  has  led  to  this  unique  partial- 
ownership  concept  that  offers  the  use  of 
a  magnificent  fleet  of  superyachts  for 
four  weeks  every  year  throughout  the  life 
of  the  vessels. 

Managed  by  SeaChange,  these 
superyachts  limit  partial  ownership  of 
each  yacht  to  five  owners.  An  associate 
company  within  the  SeaChange  Group 
retains  an  ownership  interest  in  each  of 
the  yachts  and  guarantees  maintenance 
of  the  fleet  to  the  highest  standards. 
SeaChange  counts  royalty  and  leading 
Europeans  among  its  existing  clients. 


If  you  charter  or  if  you  are  thinkii 
about  purchasing  a  yacht,  or  even  if  yi 
already  own  a  yacht,  SeaChange's  part 
ownership  scheme  may  make  ma 
financial  sense.  If  you  decide  not  to  u 
your  full  occupancy  entitlement,  tl 
charter  income  from  the  yacht  m 
provide  you  with  an  annual  return  on  yc 
investment.  Depending  on  the  size 
your  ownership  interest,  SeaChange  v 
endeavor  to  charter  out  any  unoccupi< 
days  and  will  remit  you  the  full  chart 
revenue  minus  administration  fees. 

As  an  owner,  you  can  board  your  yac 
10  months  of  the  year  for  up  to  28  da 
per  year  during  both  the  Mediterranei 
and  the  Caribbean  season,  according 
a  pre-agreed  cruising  schedule  th 
includes  all  major  yachting  locations.  TH 
occupancy  entitlement  includes  tv 
weeks  of  availability  during  any  of  tl 
peak  periods  in  both  the  Mediterranei 
and  the  Caribbean. 

SeaChange  invites  you  to  challenj 
the  restrictions  of  traditional  yac 
ownership  and  exchange  it  for  cruisii 
beyond  all  your  expectations.  Forfurtq 
information,  please  contact  SeaChano 
or  one  of  its  exclusive  agents. 


Sixteen  staterooms  and  a  massive  122-square-meter  (1,313-square-foot)  owner's  suite  offer 
the  ultimate  in  comfort  and  privacy  aboard  the  85-meter  (280-foot)  motoryacht  Annaliesse. 


Feadship  DeVries.  1  988/Ref it  2000/2004,  (148745.11m)  x  28'  (8.53m)  MCA/LLOYDS 


Luxurious  accomodations  for  10  guests 
in  5  Staterooms.  Two  refits  in  the  past 
four  years  have  given  LADY  SHERIDAN 
the  finest  updates  available  along  with 
new  paint,  rebuilt  engines  and 


|    Mil      .  nik 
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fi  n  ill 


generators.  Zero  Speed  Stabilizers 
(Quantum)  and  an  enviable  charter 
history.  Her  classic  styling  and  layout 
include  extra  spacious  four  guest  cabins 
and  full-width  master  suite. 

JANIE  111 

(1  56747.5m) 

BRAND  NEW  TRINITY, 

Tri-Deck  Motoryacht,  2005 

Absolutely  the  finest  of  everything.  Five  staterooms. 
Plus  crew  accommodations-  20  knot  cruise. 
Available  for  charter. 
Contact  Chris  Daves 
(561)  301-3306. 


Exclusively  Offered  for  Sale*  by  World-Wide 

Central  Sales  Agent 

Ken  Denison  (954)  612-1000 


DENISON&  DAVES 


YACHTING 


BIG  CITY 

(123737.5m) 

Palmer  Johnson.  2000 

Five  stateroom  arrangement  with  large  master  on  main  deck.  Beautiful 
cherry  interior  with  great  headroom.  All  aluminum  construction.  Great 
equipment.  Maintained  to  perfection  Asking  US  $7,950,000 
Contact  World  Wide  Central  Agent 
Chris  Daves  (561)  301-3306. 


INDIGO 

(105732m)  CBI  NAVI,  1998 

Long  range,  three-stateroom  plus  crew  yacht  with  very  little  use- 
Continuously  upgraded  and  improved.  Beautiful  Italian  interior. 
Mint  condition. 
Asking  US  $5,950,000 
Contact  World  Wide  Central  Agent 
Chris  Daves  (561)  301-3306. 


Charter 

New  Construction 
Yacht  Brokerage 

Fort  Lauderdale 
Palm  Beach 
North  Key  Largo 

Phone    (954)  763-8201 
Fax     (954)  763-9079 
wwwdenisondaves.com 


-.4  *. 


"LADY  LINDA  LOU'' 

(71718.2m)  Defever  Flush  Deck  Motoryacht,  1998 

All  glass  construction,  long  range  gentleman's  yacht.  Maintained  in  immaculate 
condition  by  a  meticulous  owner  Dependable  Caterpillar  main  engines,  excellent 
electronics  and  audio/video.  Great  cockpit  and  flybridge.  Asking  US  $1,250,000 
Contact  World  Wide  Central  Agent 
Chris  Daves  (561)  301-3306 


DENISON  &  DAVES 

YACin  ING  OFFERS  UNIQUE  VISION 

There  is,  perhaps,  no  better  way  to 
acquire  the  knowledge  of  buying,  selling 
and  building  yachts  than  by  growing  up 
surrounded  by  the  sea  in  Florida's  most 
active  waterfront  communities.  Denison 
&  Daves  Yachting,  a  company  led  by  a 
team  of  highly  skilled  yacht  brokers,  was 
born  from  the  strategic  vision  of  two 
men  who  share  a  keen  knowledge  of 
yachting  and  have  extensive  backgrounds 
in  all  aspects  of  the  yachting  business, 
from  design  to  delivery. 

The  son  of  America's  largest  custom 
boat  builders  (Frank  and  Gertrude  Denison, 
founders  of  Broward  Marine),  Ken  Denison 
had  a  childhood  home  located  on  the 
family's  boatyard  properties  in  both 
Michigan  and  Florida.  Denison's  firsthand 
experience  in  the  family  business  of 
building  wood  and  aluminum  motoryachts 
led  to  his  eye  for  detail,  a  surge  in  sales 
of  Broward  motoryachts,  and  the  vision 
for  Denison  &  Daves. 

Like  Denison,  Christian  Daves  relished 
his  childhood  near  the  water  and  boats. 
After  graduating  in  1977  from  the 
University  of  the  South  in  Swannee, 
Tennessee,  Chris  became  a  yacht  broker 
and  hired-gun  racing  sailor  for  Soverel 
Marina  in  North  Palm  Beach.  As  time 
progressed,  his  interest  shifted  from 
sailboats  to  powerboats.  In  1985,  he 
began  working  for  Broward  Marine  as 
the  specialist  for  pre-owned  Broward 
motoryachts,  and  through  the  years,  his 
collaboration  with  the  Denison  family 
resulted  in  the  sale  of  scores  of 
Broward  yachts. 

In  2004,  the  combined  talents  of  Ken 
Denison  and  Christian  Daves  resulted  in 
their  becoming  leaders  in  the  sales  and 
charter  of  some  of  the  world's  most 
prestigious  motoryachts. The  company's 
sales  include  international  builds  such 
as  the  190-foot  Oceanco  motoryacht 
Pegasus;  the  new  construction  of  a  120- 
foot  Hakvoort  motoryacht;  the  147-foot 


Hakvoort  motoryacht  Campbell  Bay; 
the  new  construction  of  the  192-foot 
Abeking  &  Rassmusen  motoryacht 
Lady  Sheridan;  the  162-foot  Feadship 
motoryacht  Princess  Maria;  the  135-foot 
Christensen  motoryacht  Atlantica;  two 
Broward  '  motoryachts  —  the  110-foot 
Lorelei  and  the  100-foot  Sea  Bear,  and 
the  highly  acclaimed  new  Trinity  build, 
the  157-foot  motoryacht  Janie  III. 


to  build  any  design  up  to  330  feet 
meters).  According  to  its  manager^ 
team,  the  majority  of  Trinity  custom* 
are  repeat  clients,  and  they  return 
the  acclaimed  38-acre  shipyard  to  bi 
bigger  yachts.  If  you  ask  the  princips 
the  company's  success  is  all  about  re 
tionship  building  and  clients  receiv 
value.  "Upon  delivery  of  their  fi 
yacht  or  purchase  of  an  existing  Trir 


Ken  Denison  (left)  and  Christian  Daves  boast  extensive  backgrounds  in  ail 
aspects  of  the  yachting  business  and  will  lead  you  to  the  perfect  yacht  to 
charter,  purchase  or  build. 


"Our  meticulous  eye  for  detail  and 
personal  consideration  to  our  clients  has 
granted  us  many  fine  distinctions  in  the 
yachting  industry,"  says  Denison  & 
Daves.  "We  want  to  bring  that  vision  to 
you  with  our  experience  in  brokerage, 
new  construction  and  charter  and  we 
promise  to  make  every  possible  effort 
on  your  behalf." 

TRINITY  YACHTS: 
PRODUCING  U  S  -BUILT 
WORLD-CLASS  SUPERYACHTS 

The  word  is  getting  out.  Shimmering 
steel  and  aluminum  motoryachts  are 
emerging  from  a  New  Orleans  shipyard 
to  the  praise  of  demanding  owners 
who  have  discovered  that  there  are 
few  limits  to  the  creativity  of  Trinity 
Yachts,  one  of  the  world's  foremost 
builders  of  custom  superyachts. 
Trinity's  emphasis  on  European-quality 
steel  and  aluminum  construction  has 
furnished  the  company  with  the  means 


build,  they  become  part  of  the  Tri 
family.'  It  is  a  style  of  management  t| 
accounts  for  Trinity's  meteoric  grovi 
in  recent  years,"  says  William  S.  Srri 
III,  vice  president. 

Owners  agree  that  the  yard  —  founc 
by  an  American  legend,  Andrew  Higg 
—  brings  years  of  commercial  a 
military  success  to  a  new  level,  comfc 
ing  the  expertise  of  foremost  mar 
engineers,  craftsmen  and  construct 
professionals  with  the  latest  technoloi 

The  yachting  faithful  recognize  Trir 
Yachts  for  their  distinct  character.  "C 
clients  are  successful  customers  v\i 
the  common  thread  that  they  i 
all  self-made  success  stories.  Thevj 
usually  independent  thinkers  and  d(\ 
accept  the  norm.  They  follow  their  o 
instincts  and  enjoy  their  creatl 
process.  It's  not  our  job  to  tell  tW 
what  to  do,  but  to  build  the  yacht 
their  desires,"  Smith  says. 

Each  build  boasts  fine  exterior  fain 


and  paintwork,  intricate  woodwork, 
extremely  low  noise  levels  and  minimum 
vibration.  At  sea,  the  yachts  offer 
excellent  sea-keeping  ability,  fresh-air 
replenishment  systems,  maximum 
stability  at  anchor  and  extremely  efficient 
hull  design  with  ocean-crossing  capabili- 
ties. Trinity's  overall  engineering  systems 
have  set  globally  recognized  industry 
standards,  and  those  standards  are 
creating  a  network  of  satisfied  customers. 

"We  have  an  excellent  track  record 
of  resale.  We  have  owners  who  make 
millions  when  they  go  to  sell  their 
current  Trinity  yachts,  and  then  return 
to  build  new  ones.  Our  customers  allow 
us  to  go  beyond  conventional  designs 
to  build  some  of  the  most  outstanding 
yachts  on  the  market  today,"  Smith  says. 

One  of  those  new  builds  includes 
Janie  III,  praised  by  the  yachting  press 
when  it  was  introduced  at  last  fall's  Ft. 
Lauderdale  Boat  Show.  With  an  interior 


&<jet  Show 


NEW*  BROKERAGE* 
CHARTER  •  ACCESSORIES 


NASSAU,  BAHAMAS 
APRIL  15-17  3005 


Paradise  BOATS 
Island,  Bahamas  ^JLLtS  11  * 

HURRICANE  HOLE  MARINA  I  Mill  ION  AIR  JET  CENTER 


P  -  ,  9%HEbahamas 
J  lease  jam  us  at  tlx  4th    o  Q© 

Attttud  International  Yacht  •Q 

and Jet  Show  and  spend  a  few 

days  relaxing  in  Paradise.  0  • 


I'SA:  1801  S.  Federal  Hwy  Suile  224,  Dclrav  Bead;.  Fl  33483 
Tel:  (561)  279-0410  Fax:  (561)  279  0433 
E-mail:  infoCS'iyis.com  www.iyjs.cora 


that  exudes  richness  in  its  extensive 
use  of  pomele  sapele  paneling,  cabi- 
netry and  trim,  Janie  III  shines  in  every 
aspect  of  her  expansive  layout  —  from 
the  polished  stainless-steel  engine 
room  to  the  five-stateroom  layout.  She 
is  typical  of  Trinity's  increasing  stature 
as  a  builder. 

Heralded  by  those  repeat  owners  who 
have  built,  purchased  on  the  used  market, 
sold  and  built  bigger  yachts,  Trinity's 
strengths  start  at  the  executive  manage- 
ment level,  according  to  Smith.  At  the 
helm  of  the  company  are  three  yachting 


veterans.  Chairman  Felix  Sabates 
formerly  Trinity's  largest  client.  Presic 
and  CEO  John  Dane  III  was  formerly 
president  and  CEO  of  Halter  Marine  l| 
and  vice  president  William  S.  Smitl 
also  hails  from  Halter  Marine. 

For  newcomers  to  yachting, 
place  to  start  your  adventure  at 
is  to  charter  a  yacht  through  an\i 
the  featured  professionals  above.  > 
charter  vacation  will  assist  in  defir 
your  personality  and  desires  and,  t 
of  all,  will  offer  new  opportunities 
worldwide  travel  in  luxury. 


ie  III  (shown  here)  during  the 
05  International  Yacht  &  Jet  Show  at  Hurricane  Hole  Yacht  Club  on 
dise  Island,  Bahamas. The  show,  April  15  to  17,  will  also  feature  30- 
s  aircraft  on  display  for  sale  and/or  charter  at  the  fabulous  MillionAir 
jet  complex  on  Nassau.  Shuttle  services  will  provide  easy  access  by 
private  bus  or  helicopter.  For  show  information,  visit  www.iyjs.com. 


Monte  Carlo 
Tel:  377  97  97  45  19 
Fax:  377  97  97  45  13 
info@seachange-superyachts.com 


New  York 

Tel:  1  212  223  0410 
Fax:  1  212  223  0420 
seachange@nigelburgess.com 


Monte  Carlo 

Tel:  377  93  100  465 

Fax:  377  93  100  466 

seachange@fraseryachts.com 


Antibes 

Tel:  33  4  93  34  44  55 
Fax:  33  4  93  34  92  74 
ieachange@insull.com 


Ken  Denison  or  Christian  Daves 
Tel:  954  763  8201 
www.denisondaves.com 


Louise  M.  Dutton 
Tel:  954  993  3993 

Email:  sales@YachtProductions.com 
www.YachtProductions.com 


www.trinityyachts.com 


Peter  Bryant 
www.iyjs.com 


Palm  Beach 

Tel:  561  655  2121 

www.cnconnect.com 


i  &  Purchase  New  Construction  Yacht  Charter 
lagement  Yacht  Management  Crew  Placement 


Camper  & 
Nicholsons 

International 

YACHTING  SINCE  1762 


A  RODRIGUEZ  GROUP  COMPANY 


See  you  on  board. 


Spas  by  Lorraine  Cademartori 


Urban  Renewal 

New  York  may  be  the  city  that  never 

sleeps,  but  at  least  it's  learning  to  relax. 


ew  York  has  never  been  considered  the  mecca  for 
innovation  by  the  spa  world — that  title  has  long 
belonged  to  California.  Which  makes  the  debut 
le  Cornelia  Day  Resort  all  the  more  intriguing.  The 
floor,  22,000-square-foot  space  maybe  situated  in 
iieart  of  stuffy  and  conservative  Fifth  Avenue,  but  the 
is  daring  to  go  where  few,  if  any,  have  gone  before: 
Vatsu  pool  (lor  underwater  shiatsu  massage)  and  a 
thouse  roof  garden  for  outdoor  massages  in  good 
ther  are  two  of  Cornelia's  unique  offerings.  Another 
e  spa  suite,  pictured  at  right.  Designed  for  clients  who 
1  privacy  and  personalized  services  but  also  want  to 
sle  to  use  the  Internet  or  their  cell  phones  or  other- 
conduct  business  between  sessions  of  Thai  massage, 
suite  is  composed  of  two  connected  rooms  and  can 
ooked  by  the  hour  or  the  day.  There's  even  a  private 
ance  from  street  level,  so  spa-shy  guys  don't  have  to 
y  about  anyone  seeing  them  get  their  nails  buffed, 
ornelia  is  only  the  most  recent  offering  in  the  increas- 
y  diverse  Big  Apple  spa  market.  Downtown  at  the 
at  Jones  Spa,  clients  descend  into  a  soaring,  grotto- 
pace  that  feels  more  masculine  than  a  traditional  spa, 
a  pool  and  Jacuzzi  as  the  focal  points,  and  steam  and 
a  rooms  off  to  the  side.  The  poured-concrete  floors 
dim  lighting  lend  a  hip,  casual  feel  to  the  experience — 
recent  evening  visit,  men  (a  mixed  bag,  including 
neys  and  artists)  outnumbered  women  by  about  two 
ie.  And  among  hotel  spas,  Trump  International  Hotel 
ower's  Plus  One  Spa  draws  attention  to  itself  with 
ew  Liquid  Gold  Body  Wrap,  in  which  clients'  skin 
foliated,  moisturized  with  an  oil  containing  gold 
ue  and  finally  dusted  with  an  iridescent  gold  powder. 
,  perhaps,  but  in  a  town  known  for  spa  stodginess, 
le  frivolity  goes  a  long  way.  • 


Privacy  please:  the  spa  suite  at  Cornelia  Day  Resort 
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Diamonds  may  be  a  girl's  best  friend  but... 


...life  insu 


tirance  says 


See  how  affordable  a  million  dollars  of  life  insurance  can  be. 


MONTHLY  PREMIUMS  FOR  10  YEAR  TERM  LIFE  INSURANCE 


$500,000 


$1 ,000,000 


$2,000,000 


'REf  ERRED  BEST  NON-TOBACCO  RATES* 


Gall  for  a  free,  no  obligation  quote 

1-800-955-9211 

www.TermProvider.com 

lermProvider 


'A  M  Best  Company  raitra|^^^HB$taerwntteii  and  issued  by  West  Coast  Lite  Insurance  Company.  San  Francisco.  CA  Policy  lorm  001 1392FL  is  term  Me  insurance  to  age  95  with  rates  guaranteed  for 
10  years  Non-tobacco  use^mMHU^jlie'ast  60  months'.  Rates  shown  include  a  S50  policy  lee.  Suicide  limitations  apply  Available  in  most  states  For  Florida  residents,  the  soliciting  agent  is  Gary  PaJ^ak. 
TermProvider,  Inc.  of  Fort  VValtcJn  fi^^  frlJ.      quotes  are  subject  to  underwriting-  LMG31 1  -0600. 


Quintessentials  by  Mark  Grischke 


Good  Soldier 

The  care  and  feeding  of  the  khaki  suit. 


Kgood  khaki  suit  will  serve  you  well,  but  it  comes 
with  marching  orders.  First,  any  pale  cotton 
suit  looks  best  on  tall,  thin  or  tan  men  (but  then 
in,  so  do  most  clothes).  Second,  it  takes  legwork  to 
the  right  stuff:  One  will  have  excellent  fabric  but  an 
ill  cut;  another  may  be  too  flimsy;  a  third  casts  you  as 
xtra  in  a  WWII  picture.  The  best  versions  combine 
ci's  standard-issue  appeal  with  the  requisite  dash  one 
ects  of  tailored  clothing. 

Vext,  there's  the  wrinkle  factor.  An  unlined  jacket 
ore  comfortable  but  must  be  well  made  to  have  any 
nee  of  holding  its  shape  through  a  day's  wearing, 
alf-lined  or  fully  lined  coat  will  put  up  with  more 
e.  You  can  press  or  steam  it  yourself,  if  you're  very 
ful,  but  give  it  to  an  expert  to  clean.  And  never 
it  on  two  days  in  a  row.  That's  good  advice  for 
suit,  no  matter  what  the  fabric — nothing  ruins 
d  clothes  faster  than  running  them  without  rest, 
inally,  the  khaki  suit  cries  out  for  color — when 
re  wearing  something  this  subdued  you  can  brave 
bold  shirt  and  bright  tie.  But  most  important  is 
the  suit  suits  you:  It  should  fit  well  through  the 
llders,  flatter  your  midsection  (flat-front  trousers, 
se)  and  break  crisply  across  your  shoes.  Preppier 
s  may  cuff  the  pants,  wear  them  a  little  shorter 
go  without  socks.  Some  might  even  opt  for  flip- 

.not  on  the  trading  floor,  perhaps,  but  certainly  in 
aica — which  makes  the  khaki  suit  that  rare  item  of 
's  clothing  that  looks  as  sharp  on  Wall  Street  as  it 
on  Montego  Bay.  Cotton  suit,  $1,2%,  and  shirt,  $195, 
alph  Lauren  Black  Label,  at  select  Ralph  Lauren  stores, 
)  475-7674,  wwvj.polo.com.  • 


FORBES  FY  I  85 


The  384-foot  Sea  Cloud  II  offers  fairy-tale  Caribbean 

cruises  filled  with  fine  food,  enticing  lectures 
and  hours  to  kick  back.  By  Ian  Keown 


WITH  50  OR  SO  OTHER  MUSIC  LOVERS,  I  SPENT  A  COUPLE  OF  EVENINGS 

recently  listening  to  chamber  music  in  an  ornate  lounge  with  marble  pillars, 
mocha-colored  leather  banquettes  and  a  hand-carved  mahogany  ceiling  beneath 
a  skylight  of  cobalt  glass.  It  was  just  the  right  congenial  backdrop  for  Tartini, 
Bartok,  Massenet  and  Vivaldi,  and  a  setting  so  elegant  it  could  have  been  an 
antechamber  in  a  Venetian  palazzo — were  it  not  for  a  gentle  roll  to  remind  us  that 
we  were  on  a  yacht  somewhere  in  the  Caribbean.  •  The  yacht,  Sea  Cloud  II,  is 
something  of  an  anachronism,  a  three-masted,  square-rigged  barque  designed 
from  the  keel  up  as  a  luxury  cruise  ship.  Inspired  by  the  original  Sea  Cloud 
launched  in  1931  by  financier  E.  F.  Hutton  as  a  gift  for  his  wife,  Marjorie 
Merriweather  Post  (and  still,  for  the  foreseeable  future,  sailing  as  a  cruise  ship), 
the  larger  and  more  sumptuous  namesake  was  christened  in  Spain  in  2001.  From 
the  stern  to  the  high-stepping  bow,  passengers  can  stroll  through  a  384-foot  nave 
of  halyards,  spars  and  canvas.  Despite  the  deck's  battery  of  winches  and  capstans, 
turnbuckle5^od  belaying  pins,  there's  space  aplenty  for  passengers  to  relax  in 
teak  steJ^^Cp^rs  and  watch  the  crew  scurry  up  the  ratlines  to  manhandle  the 
24  saWsikt^^m^Q  Master  and  Commander-sty\e  —  but  without  the  obscenities. 


These  decks  and  the  deckhouses,  their 
paneled  teak  interspersed  with  arched 
windows  and  brass  lanterns,  take  you  right 
back  to  the  glory  days  of  the  extravagant 
private  yachts  owned  by  Vanderbilt  and 
Morgan  (even  the  belaying  pins  on  Sea 

Cloud  //are  made  of  stainless  steel).  With  its  blue-awninged 
Lido  Deck,  Sea  Cloud  //carries  itself  more  like  a  royal  yacht  than 
a  cruise  ship — you  half  expect  King  George  V  to  step  out  onto 
the  deck  and  review  his  fleet  (or,  rather,  Kaiser  Wilhelm  II,  since 
Sea  Cloud  II  is  owned  by  a  German  container  ship  conglomer- 
ate). Likewise,  her  94  passengers  check  in  to  cabins  that  deftly 
echo  the  classics — lots  of  paneled  and  polished  mahogany,  dec- 
orative cornices,  oodles  of  drawers  and  closets.  But  what  the  clas- 
sics lacked  were  these  marble  bathrooms,  glass-enclosed  shower 
stalls  and  exquisitely  crafted  armoires  for  TVs,  VCRs  and  mini- 
bars.  The  junior  suites  on  the  Promenade  Deck,  one  notch  up 
from  the  standard  category,  flirt  with  decadence  with  their  mar- 
ble-columned bathtubs,  gold-plated  fixtures  and  marble  mantels 
(the  ship  also  visits  the  Baltic  and  Scotland,  where  even  an  elec- 
tric "fire"  can  be  welcome). 

Ah,  the  swank  of  it  all!  The  dining  room,  with  its  tall  arched 
windows  and  tables  sparkling  with  Bauscher  stemware,  puts 
everyone  in  a  party  mood,  and  even  with  a  "sporty  casual"  dress 
code,  passengers  tended  to  wear  jackets  and  ties  or  dresses 
most  evenings.  The  meals  (say,  sea  perch  with  Riesling  sauce 
on  potato-leek  ragout  and  roasted  saddle  of  veal  with  boletus 
sauce  and  asparagus  crepe)  were  first-rate  even  by  the  norms  of 


FINAL  TALLY:  623.4  NAUTIF 
WERE  TOTALLY  UNDER  SAI 


land-based  galleys  —  especially  the  inventive  soups  (vanilla  b 
pepper  creme,  sauerkraut  with  slices  of  salmon,  cappuccino 
shiitake  with  lamb  satay)  prepared  by  a  young,  bearded  sous  cl  m  1 
who  just  happens  to  be  a  baron. 

The  sauna/solarium/fitness  room,  too,  is  so  aglow  and  inv  mbers, 
ing  I  was  frequently  diverted  from  yet  another  circumnavigati  ferj 
of  the  deck  and  another  lungful  of  tangy  sea  air  tor  a  session 
the  elliptical  trainer  and  stationary  cycle;  the  small  library,  a  sv\ 
filled  salon  with  windows  overlooking  the  forepeak,  is  anotri 
appealing  retreat,  its  cabinets  filled  with  art  books,  travel  guic 
and  coffee-table  volumes  on  sailing  (there's  also  a  laptop  1 
sending,  but  not  checking,  e-mails).  Sea  Cloud  Wis  not  withe 
shortcomings.  The  cabinets  in  the  library  are  too  low  (you  prs 
tically  have  to  genuflect'to  read  the  titles),  the  grab  rails  in  t 
showers  are  in  the  wrong  spot,  the  tenders  are  surprisingly  uti 
tarian  compared  to  those  of  other  cruise  ships;  there's  no  po 
not  even  a  hot  tub;  and,  worst  of  all  for  this  thwarted  seafarer  -  \ 
passengers  are  not  allowed  on  the  forepeak  to  savor  the  plun 
and  scend  of  the  waves.  But  these  failings  quickly  fade  an" 
the  pampering  service  and  attention  to  details,  like  high-ei  tors, la 
binoculars  on  the  bridge  for  the  passengers'  use;  Bauscher  chii 
for  afternoon  tea  even  on  the  Lido  Deck;  a  bottle  of  bubbly 
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Left:  Sea  Cloud  II 
is  a  luxury  cruiser — 
and  three-masted 
barque.  Right:  at 
anchor  in  North 
Sound,  Virgin  Gorda 


breakfast  (Bickensohler  Sekt  Brut), 
nestling  on  ice  for  those  who  feel 
like  toasting  another  day  of  sea- 
bliss  with  a  mimosa. 

But  what  gives  the  Sea  Cloud II 
her  cachet  is  the  fact  that  she  sails 
only  on  charter.  During  spring  and 
summer  her  cabins  fill  with  golf 
enthusiasts  sailing  from  course  to 
course  in  Europe,  but  most  of  the 
other  trips,  to  the  Caribbean  and 
Europe,  are  organized  by  Academic 
Arrangements  Abroad,  a  28-year- 
old  Manhattan  company  that  deals 
exclusively  with  nonprofits  such 
as  the  Metropolitan  Museum  of 
Art,  the  Archives  of  American  Art, 
the  National  Trust  for  Historic 
Preservation  and  alumni  associa- 
tions of  liberal-arts  colleges.  This 
adds  a  cultural  buzz:  While  other 
cruise  ships  try  to  out-glitz  Las 
Vegas  with  floor  shows  and  jan- 
gling casinos,  Sea  Cloud  II  regales 
its  passengers  with  onboard  recitals 
and  lectures  (art,  architecture,  gar- 
dens) and  shore  excursions  to  manor 
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suppliers  of  bars  for  prison  cells.  They  had  one  thing  in  common: 
an  eye  for  good  value — on  this  particular  trip,  fares  ranged  from 
$2,195  to  $5'395  Per  person,  a  figure  that  included  complimentary 
wine,  sightseeing  tours,  Champagne  receptions,  rum  tastings, 
entrance  fees,  transfers  and  porters. 

Our  cruise  began,  as  all  good  cruises 
should,  with  one  full  day  at  sea — out 
of  Antigua,  around  Montserrat,  then 
WNW  to  the  British  Virgin  Islands, 
including  one  stretch  of  90  miles  with 
the  royals  bellied  out  by  the  trade 
wind  and  Sea  Cloud  II  clipping  along 
at  nine  and  a  half  knots.  The  itinerary 
was  just  right  for  a  sailing  vessel  (well, 
almost  right — I  wasn't  alone  in  wishing  we  had  two  full  days  on 
the  high  seas),  shunning  all  the  usual  shopping-mall  ports  of  call 
in  favor  of  less  crowded,  more  scenic  anchorages:  North  Sound 
in  Virgin  Gorda  (awash  in  sailboats,  including  the  legendary 
J  Class  sloop  Endeavour,  under  full  sail);  a  morning  passage  along 
the  Sir  Francis  Drake  Channel  to  Jost  van  Dyke;  an  overnight  to 
St-Barthelemy,  then  along  the  scenic  coast  of  St.  Kitts  to  Nevis; 
eventually,  to  that  time  warp  off  Guadeloupe,  the  lies  des 
Saintes.  The  final  tally:  623.4  nautical  miles,  122.4  miles  of  which 
were  totally  under  sail — silently,  blissfully  motorless. 

The  diversions  along  the  way  were  more  varied  than  one  might 
expect  from  a  cursory  glance  at  such  an  itinerary:  Dropping 

anchor  in  the  lee  of  St.  Kitts  for  half 
an  hour  of  swimming  from  Sea  Cloud 
Ifs  water- sports  platform.  A  moon- 
lit evening  in  North  Sound,  when 


ses  for  private  garden  tours  or  vineyards  for  private  wine 
ings  (details  can  be  tracked  down  at  www.seacloud.com 
lAvw.arrangementsabroad.com).  Occasionally  the  sponsors' 
ips  do  not  fill  the  entire  ship  or  they  are  looking  for  new 
:nbers,  so  extra  cabins  can  be  available  for  other  travelers  who 
ter  a  cultural  lagniappe  in  their  cruises.  The  seven-day  cruise 
Ined  in  Antigua,  for  example,  was  cosponsored  by  friends  of 
fleto  Festival  USA  and  the  Mount  Holyoke  College  Class 
252,  but  about  a  quarter  of  the  passengers  seemed  to  have 
ffiliation — I  could  never  gauge  from  the  camaraderie  at 
mpagne  receptions  or  trips  on  the  tenders  who  belonged  to 
ph  group. 

"he  cruise  was  billed  as  a  "Family  New  Year's  at  Sea,"  a  theme 
Id  by  sister-sister,  parents-son,  mothers-teenagers  group- 
One  multigenerational,  multinational  family,  a  party  of 
n  with  ages  ranging  from  21  to  84,  had  swapped  a  stay  at  their 
jpt  in  Verbiers  for  warmer  climes,  flying  in  to  the  Caribbean 
Barcelona,  Lausanne,  New  York  and  Connecticut.  My 
jw  unaffiliated  shipmates  were  a  well-stirred  mix  of  bankers, 
ors,  lawyers,  a  broker,  a  venture  capitalist,  an  heir  to  a  pub- 
ng  fortune,  a  hospital  administrator,  a  literary  agent  and  a 
3  whose  company  is,  apparently,  one  of  the  country's  major 


tender  and  puttered  over  to  Saba 
Rock  for  midnight  reggae  and 
calypso  at  a  waterfront  bar.  A  lecture  on  stately  gardens  by  noted 
art  historian  Rosamond  Bernier  of  the  Metropolitan  Museum  of 
Art,  followed  by  a  rum  tasting  and  barbecue  dinner  on  the  Lido 
Deck.  New  Year's  Eve  in  St.  Bart's,  with  Sea  Cloud II Surrounded, 
it  seemed,  by  every  luxury  yacht  in  the  Caribbean,  including  one 
private  leviathan  with  helicopters  fore  and  aft. 

Then  there  was  a  memorable  day  that  began  with  the  square- 
rigged  passage  through  the  Virgin  Islands,  a  wet  landing  from 
dinghies  on  Jost  van  Dyke's  White  Bay  Beach  for  an  afternoon 
of  swimming  and  snorkeling  and  Banana  Benders  at  the  Soggy 
Dollar  Bar,  topped  off  with  a  second  sunset  recital  in  the 
ship's  lounge.  The  recitalists  were  not  your  usual  ship's  musi- 
cians putting  on  airs:  The  Steinway  was  played  by  the  distin- 
guished artistic  director  of  chamber  music  at  the  Spoleto 
Festival  USA  and  founder  of  Lincoln  Center's  Chamber  Music 
Society  in  New  York,  Charles  Wadsworth,  and  the  violin  by  one 
of  the  Festival's  regular  stars,  the  young  and  strikingly  beautiful 
Korean  Chee-Yun. 

Wadsworth  and  Chee-Yun,  Vitali  and  Elgar,  de  Falla  and 
Saint-Saens — all  that  and  29,687  square  feet  of  sail.  As  one  pas- 
senger summed  it  up:  "Life  on  the  Sea  Cloud II  is  the  epitome  of 
polite  society."  • 
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frica  is  a  place  that  people  fall  for  hard; 
and  a  place  that  sometimes  falls  on  them 

dhard.  An  acquaintance  of  mine  nearly  got 
trampled  to  death  by  a  bull  elephant  and 
returned  with  his  rib  cage  as  flat  as  a  can  of 
Bud.  Another  was  blown  up  by  Osama  bin 
Laden.  Another  came  back  scratching 
himself  for  months.  ("Doctors  can't  quite 
figure  out  what  it  is.")  Another  had  an  AK-47  pointed  at  him  by  a 
12-year-old.  Another  climbed  Mount  Kilimanjaro.  That  sounded 
like  fun:  "I  had  a  splitting  headache  the  whole  time  and  threw  up 
every  hundred  yards."  Then  there's  the  17-hour  flight,  the  expense, 
the  political  situation — well,  there's  always  some  reason  to  put  off 
going.  Then  one  day  my  friend  Peaches  announced,  "We're  going; 
here's  the  itinerary  and  your  malaria  pills." 

And  so  I  found  myself  at  the  Royal  Livingstone  Hotel  in 
Zambia,  watching  the  sun  set  over  the  Zambezi  River  at  Victoria 
Falls  to  the  honk  and  snort  of  hippo  and  the  twitter  of  birds  that 
I  had  seen  before  only  in  zoos.  Normally,  countries  that  begin 
with  "Z"  make  me  nervous,  and  this  was  the  second  in  one  day 
(we'd  entered  through  Zimbabwe).  But  I  was  all  at  peace.  The 
only  discordant  sound  in  that  first,  dreamy  African  twilight  was 
the  abrupt  shatter  of  glass:  my  Pimm's  cocktail  being  knocked 
over  by  a  vervet  monkey  with  the  alacrity  of  a  Times  Square  pick- 
pocket. He  wanted  the  cucumber.  I  was  too  relaxed  to  quarrel 
with  him  over  it.  Next  morning  at  breakfast,  Peaches  had  her 
bread  roll  snatched  off  her  plate. 
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They're  a  lesser  nuisance  than  some  other  creatures  here 
the  river's  edge  there's  a  two-foot-wide  Maginot  Line  of  jag 
rocks  and  an  electrified  fence  to  keep  out  hippos  and  crocod: 
The  previous  April,  the  Zambezi  rose  and  crocs  came  swarrr 
across.  This  must  have  enlivened  things  poolside.  At  least  it 
the  vervet  problem  in  perspective. 

We  dined  that  night  by  candlelight  with  bats  flitting  o\ 
head,  under  a  hunter's  moon,  on  roasted  sweetwater  langousti 
Zambezi  bream  and  rabbit  pot  stickers.  We  drank  the  firs 
the  trip's  many  bottles  of  lovely  South  African  white  w: 
Afterwards,  we  played  anagrams,  drank  brandy  and  smoke< 
the  bar.  It's  one  of  the  most  splendid  I've  seen  on  any  contimj 
But  for  us,  it  was  deserted.  On  the  wall,  in  large  letters,  it  sa; 

". . .  Commend  me  to  the  merry  midnight frogs. . .  " 

— Dr.  Livingstone 

Livingstone,  the  Scottish  missionary-explorer  who  ope 
southern  Africa  to  exploration  in  an  attempt  to  abolish  the  M 
slave  trade,  was  possibly  the  last  person  to  be  disappointed 'by 
spectacular  falls.  He  came  upon  them  in  1855  in  the  process  of 
ing  to  establish  a  commercial  river  route.  He  loyally  named 
1,860-yard-long,  355-foot-deep  disappointment  after  his  Que 
The  local  word  for  the  falls  was  Mosi-oa- Tunya,  "the  smoke  1 
thunders."  The  cataract  sends  up  plumes  of  mist  and  vapor, 
you  walk  along,  opposite,  it  appears  to  be  raining  up.  We  w 
here  in  January:  The  water  was  low  and  we  could  see  the  rock 
detail.  From  March  to  May,  when  the  water  is  high,  all  you 
is  a  wall  of  furious  white  froth.  Orange  butterflies  flitted  ab 


ockwise  from  left: 
vervet  monkey  at  the 
Royal  Livingstone  Hotel; 
water  lily  in  Zambia; 
lionness  outside  the 
confines  of  Chobe 
Chilwero  in  Botswana. 
Bottom:  The  sun  sets  near 
Victoria  Falls.  Opposite 
page:  "I  saw  my  first 
elephants  in  the  wild.  The 
excitement  is  childlike." 


■waist-high.  Wire-tailed  swallows  gamboled  in  the  chasms, 
•ting  on  an  incessant  picnic  of  upwardly  flung  insects. 
■Hours  later  we  were  in  a  six-seater  Cessna  3,000  feet  up,  look- 
■  down  on  the  intersection  of  four  countries:  Zimbabwe, 
'Inibia,  Botswana  and  Zambia.  The  latter  two  share  perhaps 
I  shortest  international  border  in  the  world  (765  yards), 
•ches  pointed,  and  there  below  I  saw  my  first  elephants  in  the 
ft  The  excitement  is  childlike.  Peter  Matthiessen  caught  this 
■lis  book  The  Tree  Where  Man  Was  Born:  "The  wild  creatures 
Hjid  come  to  Africa  to  see  are  exhilarating  in  their  multitudes 
I  colors,  and  I  imagined  for  a  time  that  this  glimpse  of  the 
llh's  morning  might  account  for  the  anticipation  that  I  felt, 
Hsense  of  origins,  of  innocence  and  mystery,  like  a  marvelous 
lldhood  faculty  restored." 
pur  home  for  the  next  two  nights  was  Chobe  Chilwero, 
[curious  i5-"chalet"  lodge  on  a  height  above  the  Chobe  River, 
it  ten  miles  from  where  it  joins  the  Zambezi.  It  was  hot  and 
sually  dry  for  the  time  of  year,  but  ideal  for  game-viewing: 
king  rain  puddles,  the  animals  must  go  to  the  river  to  drink. 
'  host  said,  "If  you  leave  your  room,  please  call  us  and  we'll 
it  you  to  the  lodge." 
Why?" 

We  do  get  elephants  and  buffalo  inside  the  electric  fence. 

1  lions." 

Lions?" 

Yes." 

What  do  you  do  if  you're  confronted  by  a  lion?" 


"You  make  as  much  sound  as  you  can." 

"That  would  probably  happen  naturally  in  my  case." 

"Actually,  the  tendency  is  to  become  very  quiet." 

I  perused  a  book  with  photos  of  a  lion  charge.  The  caption 
said,  "If  you  run,  you  will  die."  I  spent  the  afternoon  wondering 
what  I'd  do  in  this  situation,  and  decided  that  I  would  remain 
perfectly  still.  It's  not  hard  if  you've  had  a  heart  attack. 

I  read  to  Peaches  from  Out  of  Africa,  Isak  Dinesen's  luminous 
memoir.  Thunderstorms  rumbled  in  the  distance.  At  four,  sur- 
feited on  scones,  clotted  cream  and  iced  coffee,  we  set  off  with 
our  guide,  Chika. 

We  drove  through  teak  woodland  and  saw  our  first  elephant 
within  five  minutes:  a  30-year-old  bull  with  two  broken-off 
tusks.  Chika  switched  off  the  engine.  The  elephant  approached, 
and  for  the  first  of  several  times  that  afternoon,  I  found  myself 
rolling  up  an  imaginary  window. 

Someone  in  the  vehicle  leaned  forward  with  a  camera,  caus- 
ing the  elephant  to  start  and  flare  his  ears.  This  is  arresting  when 
it  occurs  six  feet  from  your  face. 

"Don't  move,"  Chika  said.  The  elephant  lumbered  off.  I 
thought  of  my  late  uncle,  who  used  to  come  to  Africa  to  shoot 
them — of  the  tusk  that  hung  in  his  Connecticut  den  near  a  pho- 
tograph of  him  posing  with  a  lion  he  had  just  killed.  He's  kneel- 
ing beside  it,  holding  a  tennis  racquet.  It  was  funny  at  the  time. 
Another  uncle  of  mine  spent  a  dozen  summer  vacations  in 
Alaska  and  northern  Canada  rescuing  musk  oxen,  balancing  out 
the  family  karma. 
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We  saw  marabou  stork,  comical,  neck-less,  professorial-look- 
ing birds  that  like  to  perch  in  dead  acacia  trees.  Also  francolin 
and  guinea  fowl;  Egyptian  geese  and  yellow-billed  stork;  vul- 
tures; and  baboons,  creatures  for  which  I  developed  no  liking. 
I  telt  better  about  not  liking  them  when  I  read  in  Out  of  Africa 
that  the  Kikuyu  natives  "detested"  baboons. 

We  emerged  from  the  woodland  into  the  wide  river's  grassy 
savannah.  Everywhere  there  were  hippos  and  elephants,  hosing 
themselves  down  with  mud,  their  SPF  30 /insect  repellent.  Also 
snake  eagles;  tawny  eagles;  puku  antelope;  spoonbills;  blue- 
checked  bee  eaters;  impalas.  You  stop  counting  after  the  third 
herd  leaps  by.  I  am  not  a  birder,  but  for  reasons  I'm  unable  to 
explain,  I  was  delighted  to  learn  that  the  busy,  delicate,  black- 
and-white  birds  I'd  been  watching  were  blacksmith  plovers. 

Toward  sundown,  Chika  pulled  over  at  a  bend  in  the  river 
called  Puku  Flats.  We  drank  our  gin  and  tonics  and  ginger 
lemonade  to  the  roar  of  baboons.  "Male  dominance,"  Chika  said 
with  a  smile.  The  women  in  our  little  group  rolled  their  eyes  in 
a  knowing  way.  The  baboon  din  and  the  incipient  feasting  of  the 
mosquitoes  made  me  grateful  to  be  spending  the  night  behind 
electric  fencing  and  mosquito  netting. 

On  the  way  back,  we  saw  our  first  lion.  Doubtless  she  saw  us 
before  we  saw  her.  She  was  difficult  to  make  out  even  with  binoc- 
ulars, but  I  was  glad  for  the  distance.  Chika  circled  around,  and 
minutes  later  we  came  up  behind  her.  She  was  on  the  go. 
Someone  in  the  vehicle  shifted  abrupdy.  Chika  said  with  distinct 
:i  -i  :  ^  ,  Don't  move. "  Peaches'  diary  notes  here:  "Oliver  looks 


stricken  and  begins  to  slide  toward  opposite  side  of  truck."  C 
me  a  girlie-man,  but  there's  something  about  being  mauled 
a  three-hundred-pound  cat  that  holds  little  appeal. 

It  was  late  now,  and  Chika  was  racing  back  to  the  park  ga 
He  arrived  ten  minutes  late  and  got  a  stern  scolding  from 
rangers.  They  take  the  7  p.m.  closing  seriously.  At  night, 
Peaceable  Kingdom  becomes  Nature  Red  in  Tooth  and  CI; 
It's  a  jungle  out  there. 

We  dined  that  night  on  spatchcock  chicken  and  venii 
meatballs  ("kudu,  impala  and  a  bit  of  whatever's  on  hand").  1 
merry  midnight  frogs  kept  up  a  steady  chorus.  We  played  a: 
grams  by  lantern  light,  which  drew  impressively  large  beet 
Distinguished  British  biologist  J. B.S.  Haldane  once  was  asl 
what  a  lifetime's  scholarship  had  taught  him  about  God. 
replied,  "An  inordinate  fondness  for  beetles."  God  and  I  dif 

We  went  out  again  the  next  morning,  for  five  hours.  It  1 
hot.  What  had  seemed  remarkable  the  day  before  now  seen 
almost  commonplace.  I  doodled  collective  nouns  for  differ 
species.  A  pod  of  hippos,  a  pride  of  Hons — why  not,  then:  a  t 
of  impalas;  an  attitude  of  eagles;  an  expectation  of  vultures;  a  he 
of  hyenas;  a  crunch  of  termites?  As  I  say,  it  was  hot. 

But  the  evening  lingers  in  memory.  Chika  took  us  for  a  co| 
tail  cruise  on  the  river.  We  passed  a  beach  teeming  with  hi 
dreds  of  baboons,  nudged  up  against  sleeping  crocodiles  and 
immense  pod  of  hippos.  There  were  three  dozen  or  so  scrumn 
up  against  one  another.  I  calculated  that  it  amounted  to  100, c 
pounds  of  snorting,  farting,  belching,  wet,  potentially  an 
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?ber — blubber  with  significant  dentition.  What  was  God 
iking  the  day  He  invented  the  hippo?  ("Let's  have  some 
"?)  "Very  dangerous  animal,"  Chika  said,  backing  away.  "They 
e  killed  more  people  than  any  other  animal  in  Africa." 
The  sky  blazed  red  and  orange.  We  drank  cold  white  wine 
nibbled  on  dried  mango  and  jerky  strips.  Chika  opened  the 
)ttle  and  pointed  the  bow  over  the  glass-smooth  surface 
ard  home.  A  warthog  was  waiting  for  us  at  the  dock. 
Day  Four.  To  judge  from  the  profusion  of  armed  response 
s,  Johannesburg  is  dicier  than  the  bush.  It  leaves  a  confused 
a  impression  of  bougainvillea  and  concertina  wire.  We 
ve  past  Nelson  Mandela's  house.  The  day  before,  he  had 
ed  his  son. 

)ur  hotel,  The  Westcliff,  overlooks  the  zoo.  As  we  took  high 
□n  the  terrace  amidst  smart-looking  ladies,  we  heard  below 
he  animals  settling  down  for  the  night — familiar  sounds, 
now  strangely  mixed  with  the  electric  yelp  of  ambulance  and 
ce  sirens. 

"he  porter  expressed  his  thrill  over  the  fact  that  our  room 
)6)  had  recently  been  vacated  by  Brad  Pitt.  The  view  from 
Pitt's  bathtub  might  just  be  the  best  in  all  Johannesburg.  Hot 
>  bubbles,  cold  Champagne  bubbles  and  a  grand  vista  made 
i  most  pleasant  sensory  triangulation.  We  drank  martinis  in 
om  festooned  with  trophy  heads,  zebra-skin  armchairs  and 
ig  photographs  of  the  queen  bestowing  silver  cups  on  hunky 


i  players;  dined  on  baked  oysters  and  springbok  osso  buco, 
by  nine  the  next  morning,  were  at  the  station  in  Pretoria  and 
ding  The  Blue  Train.  Winston  Churchill  was  taken  prisoner 


aboard  a  train  near  here  during  the  Boer  War.  He  drank  rain- 
water from  mud  puddles  and  ate  strips  of  ox  flesh.  Our  South 
African  rail  experience  was  several  steps  up. 

The  Blue  Train  takes  up  to  82  passengers,  three  times  a  week, 
between  Pretoria  and  Cape  Town.  There  are  18  cars:  41  cabins, 
bar,  dining  and  smoking  car.  We  had  a  double  bed  and  a  bath- 
tub. The  train  rides  on  air-spring  cushions,  with  all  the  cars  air- 
sealed  to  one  another,  producing  a  smooth,  whisper-quiet  ride. 
The  interior  is  polished  brass  and  Italian  birch  wood  with  blue 
inlay.  You  feel  as  though  you're  inside  a  long,  ornate  humidor. 
The  corridor  in  each  car  is  on  the  same  side,  so  that  when  the 
track  is  straight,  you  can  practically  look  from  the  last  car  all  the 
way  to  the  first.  A  27-hour  train  ride  in  which  the  main  activity 
is  being  stuffed  with  rich  food  and  copious  drink  is  not  an  espe- 
cially aerobic  experience.  Peaches  and  I  schlepped  back  and  forth 
from  Car  15  to  Car  3  (the  smoking  car),  a  distance  of  perhaps  one 
fifth  of  a  mile,  in  an  attempt  to  convince  ourselves  that  we  were 
practically  losing  weight. 

The  scenery  out  of  Pretoria  is  thick  with  shantytowns  and 
prisons.  It  makes  you  count  your  blessings.  By  night  we  were 
crossing  the  great  Karoo  Desert  to  the  flash  of  lightning  and 
streak  of  rain  through  the  windows.  It  was  cozy  and  lamp-lit 
inside  the  dining  car.  We  sat  under  a  mural  of  Victoria  Falls  and 
ate  Cape  Malay  mussels  and  duck  Mpumalanga  and  rock  lobster 
and  drank  lemony  sauvignon  blanc.  The  next  morning  we  came 
out  of  a  long  tunnel  into  the  drama  of  the  Hex  River  Valley  and 
saw  our  first  vineyards.  Going  from  Botswana  to  Cape  Town  is 
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the  southern  hemispherical  equivalent  of  Belize  to  Santa  Barbara. 
We  arrived  in  Cape  Town  at  noon. 

The  Mount  Nelson  Hotel  is  an  opulent  pink  pile  nestled 
between  the  city  gardens  and  the  foot  of  Table  Mountain.  It 
was  baking — January  is  high  summer — so  we  sought  the  pool, 
which  we  shared  with  thirsty  red-eye  pigeons  (they  look  like 
hung-over  doves).  I  declined  a  "Liquid  Cocaine"  (Red  Bull, 
vodka  and  sparkling  wine),  and  feeling  safe  from  thieving 
vervets,  dared  a  Pimm's  and  soon  fell  asleep  in  the  shade  of  a 
palm  to  the  coo  of  birds. 

That  night  we  ate  at  a  harbor- front  restaurant  called  Bahia.  It 
felt  like  more  of  a  picnic  on  the  outdoor  terrace,  with  a  25-knot 
wind  knocking  over  wineglasses  and  causing  shrieks  and  may- 
hem. We  had  oysters  and  roasted  prawns  and  langoustines,  and 
Vergelegen  Sauvignon  Blanc  ($40). 

Next  morning  we  took  the  cable  car  up  Table  Mountain. 
From  3,500  feet  up  you  look  down  and  see  it  all:  the  perfect  har- 
bor that  the  Dutch  found  in  1652  where  they  could  water  and 
provision  their  India-bound  ships.  The  aboriginal  Khoi  name 
for  Cape  Town  was  "Camissa" — Place  of  Sweet  Waters.  Only  a 
handful  of  cities  can  match  it  for  topographical  drama:  San 
Francisco,  Rio,  Vancouver,  Hong  Kong.  A  signpost  showed  we 
were  7,805  miles  from  New  York  City. 

Robben  Island  is  seven  miles  from  the  harbor.  We  arrived  in 
mid-afternoon.  It's  essential  to  visit  Robben  Island.  It  was  here, 
between  1961  and  1991,  that  political  prisoners  under  apartheid 
were  incarcerated.  You're  taken  to  a  limestone  quarry  where, 
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pointlessly  and  endlessly,  prisoners  were  made  to  break  or  m 
rocks  for  eight  hours  a  day  in  furnacelike  heat,  ruining  their  < 
and  lungs.  One  day  in  1995, 1,200  former  prisoners  returned  h 
Nelson  Mandela,  now  president,  was  among  them.  He  plac< 
small  stone  on  the  ground,  and  one  by  one  the  others  did 
same.  The  cairn  is  there — a  simple  pile  of  rocks,  heartbreak 

You're  shown  Room  5  in  B  Sektion,  Mandela's  cell  from  r 
to  1982. 1  thought  of  the  spacious  modern  house  in  Johannesh 
we'd  driven  past  a  few  days  earlier.  Our  guide  had  been  a  p 
oner  here  for  seven  years.  "The  thing  that  kept  us  going  was  1 
we  were  convinced  that  we  were  right" 

A  half  hour  from  Cape  Town,  on  the  other  side  of  T^ 
Mountain,  is  the  little  microclimate  of  Constantia,  where 
first  wine  grapes  in  Africa  were  planted  hundreds  of  y» 
ago.  At  Klein  (Little)  Constantia  vineyard,  we  tasted  the  v» 
that  had  comforted  Napoleon  on  St.  Helena  and  that  J 
Austen  had  recommended  to  her  forsaken  heroines  (ti 
little  Constantia  for  "its  healing  powers  on  a  disappoir 
heart").  A  few  minutes'  drive  down  a  road  lined  with  agapant 
and  eucalyptus,  we  came  to  the  vineyard  and  restauram 
Buitenverwachting  ("Beyond  Expectation").  It's  well  named 

We  lunched  with  its  owner,  Lars  Maack,  a  cheery  transp^ 
from  Hamburg — a  perfect  meal  of  quail  saltimbocca  and  gri 
yellowtail  and  blesbok.  It  has  to  be  the  finest  restaurant  in  So  1 
Africa,  and  is  dreamily  situated.  You  look  up  at  vineyards  era 
ing  up  the  sides  of  a  mountain  whose  top  is  swept  every  dai 
clouds.  Lars's  wines  win  prizes.  He  has  problems  that  woulc 
considered  unusual  in  Bordeaux  or  Napa,  though:  baboons. 
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Last  night,  they  were  barking  so  loud  you  couldn't  sleep." 
:  of  his  vineyards  ought  to  produce  five  tons  of  grapes.  "We're 
y  if  we  get  a  half-ton.  If  you  shoot  the  leader,  they  break  into 
iter  groups  that  cause  even  more  trouble.  The  electric  fence 
1't  stop  them.  Before  long  they  know  which  wire  is  electrified 
step  over.  Hippos?  We  have  hippos  three  kilometers  from 
: — and  don't  try  running.  They  can  outrun  a  golden  re- 
fer." Snakes,  too.  For  all  that,  he  seemed  the  happiest  man  in 
ca.  "I  would  hate  to  go  back  to  Germany." 
!Ve  drove  along  False  Bay,  a  vast  expanse  of  green,  white- 
ped  shark-water,  turned  northeast  and  a  half  hour  later  drove 
he  oak-lined  road  to  Lanzerac  Manor.  The  porter  was  named 
trod;  the  bartender  Goodwill.  We  took  supper  on  the  terrace 
er  the  stars:  creme  de  langoustine  soup,  slow-cooked  lamb 
ostrich  with  a  silky  merlot  made  on  the  premises. 
[Ve  visited  two  vineyards  the  next  day,  De  Toren  and 
derbosch.  America  hasn't  really  discovered  South  African 
on  a  big  scale.  They  produce  about  80  million  cases  a  year, 
ich  only  about  860,000  go  to  the  U.S.  I  plan  to  make  up  as 
of  the  difference  as  my  liver  will  permit, 
e  had  our  last  dinner  in  South  Africa  that  night  at  Tokara, 
taurant  in  the  hills  overlooking  Stellenbosch.  It's  striking, 
tecturally.  We  got  there  an  hour  before  the  sun  set  and 
a  bottle  of  exquisite  Steenberg  Sauvignon  Blanc,  the  most 
sive  wine  on  the  menu  at  $30.  My  pocket  wine-tasting  chart 
need  me  that  I  could  detect  distinct  traces  of  green  apple 
reshly  cut  grass. 


The  evening  was  soft.  The  vineyards  below  darkened  to  purple. 
In  the  distance  we  could  see  the  Cape.  As  the  sun  set,  it  turned  a 
low-lying  layer  of  fog  mauve.  I  remarked  on  it,  and  the  waitress 
said,  "It's  smoke,  from  the  fires.  Twelve  thousand  people  lost  their 
homes."  A  shantytown  had  burned.  Beauty  born  of  misery.  Seven 
geese  loudly  rose  out  of  the  vineyard  and  made  off  toward  the  van- 
ishing sun  as  if  rushing  to  prevent  it  from  disappearing. 

On  our  last  morning  we  stood  atop  Cape  Point,  looking  down 
on  the  end  of  Africa.  On  one  side  is  the  Atlantic,  on  the  other 
the  Indian  Ocean.  I'd  been  here  before — in  1971,  as  an  18-year- 
old  seaman  on  a  33-day  passage  aboard  a  freighter  bound  from 
Colombo,  Ceylon,  to  New  York  City.  It  was  night,  and  I  had  the 
watch  and  was  responsible  for  reporting  the  movements  of  the 
numerous  other  ships  around  us.  I  was  terrified.  A  week  later,  we 
were  fighting  our  way  through  a  hurricane  in  the  South  Atlantic. 

Now  it  was  all  peace  below  us.  I  counted  kelp  gulls,  rock  kestrels, 
oystercatchers,  terns  and  gannets.  Not  a  baboon  in  sight.  "If  you 
make  a  picnic  on  the  Cape,"  someone  had  warned  us,  "the  baboons 
will  come  and  eat  your  food  and  then  you'll  have  no  picnic." 

We  lingered,  in  no  hurry  to  begin  the  long  journey  home.  A 
boat  rounded  the  point,  crossing  from  one  great  body  of  water  to 
another,  and  then  suddenly  a  huge  tail  rose  out  of  the  water  and 
disappeared  back  into  it  with  a  loud  splash,  our  last  creature.  • 

Abercrombie  &  Kent  can  arrange  your  African  itinerary  down  to 
the  last  detail,  and  that  is  not  a  bad  way  to  do  it:  (800)  554-7094, 
www.  abercrombiekent.  com. 
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There's  certainly  nothing  wrong  with  first  class 

on  an  airline,  but,  honestly,  why  not  be  a  sky  king? 

by  Christopher  Buckley  Illustrations  by  James  Noel  Smith 


A  few  years  ago,  Nathan  Myhrvold,  then  chief 

technology  officer  for  the  Microsoft  Corporation,  wrote  an  article 
for  Vanity  Fair.  "My  First  Gulfstream."  It  was  about  buying  and 
furnishing  a  private  jet,  a  fascinating  and  detailed  account  of  the 
complicated  business  or  finding  just  the  right  plane.  He  finally 
settled  on  a  secondhand  G  III.  And  then  he  really  started  spend- 
ing money:  hundreds  of  thousands  of  dollars  to  make  it  comfy 
and  equipped  with  instruments  to  keep  the  pilot  from  flying  it 
into  the  nearest  mountain. 

If  you  are  the  sort  of  person  who  argues  with  car  salesmen  over 
splitting  the  cost  of  the  rustproof  undercoating,  then  brace  your- 
self, Pilgrim:  According  to  Myhrvold,  the  carpet  alone  is  going  to 
set  you  back  $25,000.  A  carpet,  mind  you,  that  will  be  resting  atop 
$80,000  worth  of  soundproof  Kevlar  and  Nomex  padding.  You'll 
definitely  want  EGPWS;  that  is,  Enhanced  Ground  Proximity 
Warning  System — I  certainly  would,  even  at  $100,000.  The  late 
Commerce  Secretary  Ron  Brown  might  still  be  alive  if  the  U.S. 
Air  Force  jet  ferrying  him  around  the  Balkans  had  been  equipped 
with  it.  What  else?  Halogen  reading  lamps,  $15,000;  digital  tele- 
phone, $100,000  (with  the  fax  adapter  add  another  $20,000)... 
ka-chinggg. .  .that  will  be,  let's  say. .  .an  even  two  mil.  And  that  was 
just  the  cost  of  the  sprucing-up.  The  plane  itself  cost  $10  million. 

What  was  most  intriguing  about  the  article  was  that  it  appeared 
under  the  byline  "Anonymous."  Even  in  1998,  when  America  was 
so  awash  in  cash  that  you  couldn't  spit  without  hitting  a  25 -year- 
old  dot-com  billionaire,  Myhrvold  was  demure  about  admitting 
that  he'd  bought  himself  the  ultimate  toy.  His  friend  Warren 
Buffett,  a  man  notorious  for  his  modest  living  habits,  named  his 
company  plane  "The  Indefensible, "  reflecting  his  guilt.  Myhrvold 
made  a  persuasive  case  for  himself:  He  was  more  valuable  to  his 


syoui 

IBER? 


company  getting  from  Point  A  to  B  expediently  while  connec 
to  a  phone  than  twiddling  his  thumbs  at  O'Hare  Internatio 
Airport  waiting  on  an  "equipment  change."  And  he  was  writ 
this  before  9/11  and  the  dawn  of  Post-Osama  Flight.  So  h 
was  one  of  the  country's  most  successful  entrepreneurs,  basr 
about  admitting  that  he  had  bought  himself  his  own  plane, 
was  promptly  outed  by  The  Wall  Street  Journal  as  the  autho 
the  article. 

His  joy  in  slipping  the  surly  bonds  of  commercial  aviat 
was  palpable: 

"A  trip  across  the  country  is  now  no  more  daunting  tl 
hopping  in  the  car  for  a  drive.  I  can  attend  an  event  in  Sa 
Barbara,  a  party  in  Chicago  and  a  meeting  in  Manhattan  ii 
many  days  without  breaking  a  sweat. ...  Best  of  all,  the  red  is  g 
from  red-eye  flights,  now  that  I  have  a  real  bed  to  sleep  on.  L 
things,  perhaps,  but  the  sum  is  greater  than  the  parts.  My  v 
of  geography  has  been  fundamentally  transformed." 

Normally,  when  hearing  the  rich  and  famous  purr  ah 
their  possessions,  I  seethe  with  class  envy  and  summon  plag 
of  locusts  and  mighrv  biblical  winds  to  smite  them  and  tl 
$20-million  Southampton  beach  houses  and  their  1937  Tail 
Lagos.  But  rereading  Mvhrvold's  article,  I  found  myself  purr 
"Go for  it!" 

Having  your  own  plane  may  have  flirted  with  conspicu 
consumption  back  in  the  prederegulation  days,  when  planes 
half-full  and  they  didn't  make  you  take  off  your  clothes  be 
boarding.  But  commercial  aviation  has  become  more  and  n 
like  taking  the  bus. 

When  I  first  flew,  in  the  1950s,  my  mother  made  me  put 
coat  and  tie.  Everyone  at  the  terminal  looked  like  Clark  Gab 
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Zsa  Zsa  Gabor.  Today  they  look  like  contestants  on  a  reality 
show  called  Air  Factor.  There  is  something  about  shuffling 
through  the  security  line  while  holding  your  shoes  and  belt  that 
makes  you  feel  like  you're  being  processed  into  a  federal  detention 
center.  And  how  reassuring  to  see  on  the  news  that  many 
Transportation  Security  Agency  white-shirts  supplement  their 
incomes  by  pocketing  our  watches  and  jewels.  (There  have  been 
15,000  passenger  claims  so  far.) 

You  can't  get  a  seat  in  a  "First  Class"  lounge — the  one  you  paid 
a  $500  membership  fee  to  get  into — unless  you're  willing  to  assert 
copartnership  in  a  pod  of  armchairs  with  four  grumpy  Singaporean 
chain-smokers.  And  how  long  has  it  been  since  the  captain  or 
copilot  strolled  aft  just  to  make  sure  you  were  enjoying  the  flight? 
The  "flight  attendant  ca!l  button"  is  an  artifact.  The  only  way  to 
get  their  attention  these  days  is  to  set  fire  to  your  sneakers. 

In  the  era  of  Greyhound  Air,  having  your  own  plane  is  the 
best  revenge,  and  if  the  man  wants  to  shell  out  $12  mil  to  start  Air 
Myhrvold,  I  say — as  his  pal  Warren  Buffett  did — "I  want  a  ride." 

If  you  don't  have  $12  million  in  loose  change,  the  next  best 
thing  is  to  have  friends  who  do.  This  is  perhaps  the  ultimate  in 
hitchhiking.  Thurston,  old  bean,  you're  not  by  any  chance  headed  to 
Cleveland  next  week?  Renowned  gadflies  such  as  Oliver  Bath  have 
become  rather  shameless  in  this  regard,  but  there  are  no  sweeter 
words  in  the  English  language  than  "What's  your  tail  number,  sir?" 

This  is  what  they  ask  you  when  you  present  yourself  at 
Signature  or  Piedmont  Hawthorne  or — how  I  love  the  name — 
Million  Air.  These  are,  of  course,  the  names  of  the  Fixed  Base 
Operations  (FBOs  to  us  aficionados) — the  little  terminals  that 
service  the  nation's  15,000  or  so  private  planes. 

Did  I  say  "terminals"?  They  bear  as  much  resemblance  to 
terminals  as  a  grass  tennis  court  on  a  soft  summer's  evening  does 
to  a  football  stadium  at  the  Super  Bowl.  The  air  is  hushed,  often 
fragrant  with  fresh-brewed  Kona  coffee.  "Check-in"  consists  of 
handing  over  your  bags,  often  to  the  pilot  himself,  an  act  which 
always  makes  me  feel  abashed  and  wanting  to  offer  to  do  some- 
thing nice  for  him  in  return.  It's  worse  when  your  host  mentions 
that  the  pilot  shot  down  five  MiGs  over  Vietnam  in  one  day. 
Robert  Benchley  once  mistook  a  U.S.  Navy  admiral  outside  a 
Manhattan  eatery  for  a  doorman  and  asked  him  to  get  him  a  cab. 

but  !  happen  to  be  a  rear  admiral  in  the  United 
sa  to  Benchley  sharply.  "All  right  then," 
,  undaunted,  "get  us  a  battleship."  If  anyone  at 
the  I- BO  .  to  remove  your  shoes,  it  would  be  to  polish 


them  for  you,  no  charge.  How  unlike  the  boarding  protocol 
commercial  air  travel.  "We  are  only  boarding  rows  70  through  5 
this  time!  Back,  you  scum!  Back — or  Til  turn  the  hose  on  you!" 

It's  not  likely  to  get  any  better,  either.  A  recent  New  York  7 
article,  grimly  headlined  Survival  of  Fittest  and  Leat 
Becomes  Strategy  for  the  Airlines,  noted  that  the  ave 
transcontinental  trip  cost  $400  each  way  four  years  ago;  it 
costs  closer  to  $200  each  way.  (In  comparison,  a  Greyhound 
ticket  from  New  York  to  San  Francisco  is  about  $120.)  While 
is  good  news  for  college  students  and  budget-conscious  terroj 
I  hear  the  voice  of  Dorothy  Parker:  "What  fresh  hell  is  tl 
Cost-cutting  on  this  order  does  not  augur  well  for  that  d 
artifact  of  air  travel,  "legroom." 

The  Times  story  also  noted  that  the  new  airline  Ryanair,  w) 
serves — perhaps  "services"  is  the  more  apt  verb — Europe 
its  base  in  Ireland,  has  brought  down  the  price  of  its  ticket 
ordering  planes  without  window  shades,  magazine  poc  ketsf 
reclining  seats.  How  long  before  some  entrepreneurial  c 
between  Richard  Branson  and  Torquemada  comes  up  witlj 
idea  of  shrink-wrapping  passengers  and  stacking  them  length 
in  the  cargo  hold? 

When  newspaper  baron  Conrad  Black's  shareholders  b 
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keening  about  his  ducal  spending  habits,  his  lawyer  e-mailed 
"The  only  real  solution  to  our  problems  involves  selling  the  jet! 
Lord  Black  e-mailed  back:  "There  has  not  been  an  occasio 
many  months  when  I  got  on  our  plane  without  wondf 
whether  it  was  really  affordable.  But  I'm  not  prepared  to  ree 
the  French  Revolutionary  renunciation  of  the  rights  of  nobl 

In  plainer  English:  You  want  my — jet?  You'll  have  to \ 
from  my  cold,  dead fingers.  Go  for  it,  Conrad!  I  feel  your  pail 

In  Tom  Wolfe's  1998  novel  A  Man  in  Full,  the  hero,  CI 
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oker,  endures  the  ordeal  of  having  the  banks  call  in  his  loans, 
ey're  going  to  take  everything  he  has:  the  houses,  the  art,  the 
s,  the  29,000-acre  quail  plantation,  the  Gulfstream  V.  This  is 
crudest  repo  of  them  all.  Charlie's  G  V  isn't  just  a  convenience, 
1  toy,  or  a  status  symbol — it  is  the  very  essence  of  his  power  and 
dth!  And  these  limp-noodled  suits  are  going  to  take  it  away  from 
l?  When  the  marshal  arrives  to  take  possession,  Charlie  literally 
ows  a  wrench  into  one  of  the  engines,  incapacitating  the  plane 
producing  billows  of  expensive  smoke.  It's  an  arresting  scene, 
ere's  no  surer  MRI  of  the  Zeitgeist  than  a  Tom  Wolfe  novel. 
The  Times  reports  that  at  the  National  Business  Aviation 
ociation's  recent  trade  show  in  Las  Vegas — where  else? — there 
e  some  87  models  of  private  planes  on  display.  In  1993,  there 
e  no  fractional  (time-share,  essentially)  plane  owners;  today 
e  are  more  than  6,200.  James  Fallows,  the  author  and  private 
tion  enthusiast,  has  put  forward  a  quite  sensible  proposal  for  a 
onal  air  taxi  network  Log  on,  find  out  who's  going  to  Cleveland 
week  and  you're  off,  with  enough  legroom  for  Kareem  Abdul- 
Dar.  The  entrepreneur  who  makes  this  happen  will  be  the  next 
d  "FedEx"  Smith — a  crown  prince  of  American  commerce. 
3rivate  aviation  is  not  without  its  ups  and  downs,  and  yet 
figures  do  reassure.  According  to  a  recent  Flight  Safety 


THESE  DAYS,  AN  INCREASING 

number  of  jet-setters  have  opted 
out  of  the  massive  overhead 
and  inflexible  scheduling  that 
can  come  with  full  ownership  of 
a  one-plane  fleet.  Instead  they 
have  turned  to  fractional  jet 
ownership,  in  which  you  can 
buy  shares  of  a  jet  staffed  and 
maintained  by  a  fractional 
company,  not  you.  True,  you  are 
buying  part  of  a  specific  serial- 
numbered  aircraft — it  can 
function  as  a  depreciable  asset 
on  your  tax  returns — but  in 
reality,  you  are  buying  into  a 
service  wherein  your  fractional 
company  runs  a  large  fleet  and 
can  send  a  jet  of  the  same 
model  whenever  and  wherever 
you  need  it.  Service  is  still 
custom,  as  the  companies 
maintain  preference  profiles  for 
each  owner. 

One  full  share  amounts  to 
800  hours  of  flight  time  per 
year,  and  entry-level  ownership 
begins  at  V16  of  a  share,  or  50 
hours.  Prices  vary  by  company, 
but  a  Vi6  share  in  a  five- 
passenger  CJ1  can  set  you 
back  about  $280,000;  a 
Vis  share  in  an  eight-passenger 
Citation  X,  about  $850,000; 


and  a  '/,6  share  in  a  13- 
passenger  Embraer  Legacy, 
about  $1 ,400,000.  Keep  in 
mind,  share  price  doesn't 
include  a  monthly  management 
fee  (from  about  $5,000  to 
$13,000)  and  an  occupied 
hourly  rate,  which  can  run  from 
about  $1,200  to  $2,500  each 
hour  you're  in  the  air.  As  a 
cheaper  introduction  to 
fractional,  the  major  companies 
listed  below  each  offer  a  "jet 
card"  program,  in  which  you  do 
not  own  part  of  a  jet  but  only  buy 
a  block  of  25  hours  flight  time. 
For  example,  Marquis  Jet  Cards 
from  Netlets  start  at  $109,900. 

The  fractional  market  is 
dominated  by  four  large  players 
with  varying  fleets  and  services. 
The  pioneer  and  largest  operator 
is  NeUets,  (877)  356-5823, 
www.netjets.com;  followed 
by  Flight  Options,  (877)  703- 
2348,  www.flightoptions.com; 
Bombardier  Flexjet,  which 
offers  Learjets  and  Challengers, 
(800)  FLEXJET,  www.flexjet.com; 
and  CitationShares,  which 
offers  three  of  Cessna's  Citation 
models,  (800)  340-7767, 
www.citationshares.com. 

—MATTHEW  REED  BAKER 


!NA  CITATION  CJI  + 
E  PRICE:  $4.1  MILLION 


GULFSTREAM  G450 
BASELINE  PRICE:  $33.5  MILLION 


ndation  seminar,  corporate  and  executive  jets  flown  by  pro- 
onal  crews  averaged  0.028  accidents  per  100,000  flight  hours 
)03,  while  the  airlines  averaged  0.313  per  100,000  flight  hours, 
vast  year,  I  was  pleasantly  chatting  in  the  Capitol  Building 
n  Capitol  police  burst  in  screaming,  "Get  away  from  the 
ling — now!  Now,  now,  NOW!"  After  a  sweaty  dash  to  safety, 
learned  that  the  transponder  on  the  private  jet  flying  the 
ernor  of  Kentucky  into  Washington  for  Ronald  Reagan's 
ral  had  malfunctioned,  momentarily  convincing  the  author- 


HAWKER  800XP 
BASELINE  PRICE:  $13  MILLION 


LEARJET  60 
BASELINE  PRICE:  $12.6  MILLION 


ities  that  terrorists  had  seized  control  and  were  headed  for  the 
Capitol  dome.  Did  they  ask  the  governor,  upon  landing,  "What 
is  your  tail  number,  sir?" 

We  hitchhikers  of  the  private  empyrean  must  sometimes  pay 
a  price  for  our  pleasures.  On  my  first-ever  ride  on  a  private  jet, 
I  sat  in  intimate  proximity  with  the  owner's  Brazilian  parrot, 
Oscar.  Oscar  talked  the  whole  way  from  New  York  to  Nassau, 
spewing  banana  and  nuts  on  me,  but  I  knew  even  then  that  I  was 
forever  hooked.  • 
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TRAVEL  TIP  #1: 
Pack  swim  wear  in  your 
carry-on,  so  you  can  hit  the 
beach  or  pool  even  if  your 
checked  bags  go  astray. 


All  prices  approximate;  for 
details,  see  p.  114.  Swim  shorts 
by  Tomas  Maier.  $325.  Flip- 
flops  by  Louis  Vuitton.  $250. 
Dezert  126  stainless-steel 
chronograph  by  Bell  &  Ross. 
$3,500.  Sunglasses  by  Ray-Ban. 
$99.  Opposite:  Pilot  bag, 
$3,985,  and  dopp  kit,  $875, 
by  Valextra.  Suede  driving 
shoes  by  Bally.  $275.  Cashmere- 
and-silk  sweater  by  Avon  Celli. 
$450.  Silk  tie,  $125,  and 
belt,  $75,  by  Robert  Talbott. 
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COLOR  YOUR 


This  season,  neutral  basics  paired  with  bright  accents  offer  great  fashion 

mileage,  whether  you're  packing  for  a  weekend  jaunt  or  a  trip  around  the  globe. 

By  Mark  Grischke  I  Photographs  by  Ron  Reeves 
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AVELTIP#2: 
•Roll  socks  and  belts 
to  fit  inside  shoes 
or  other  odd  spaces 
jin  your  luggage. 

Yellow  calfskin  double  D-ring 
belt,  $95,  and  leather-and- 
wool  surcingle  belt,  $125, 
by  Martin  Dingman.  Striped  silk 
grosgrain  belt  by  Robert  Talbott. 
$75.  Suede  shoes  by  Cole 
lHaan.  $185.  Cotton  socks  by  Paul 
Stuart.  $35.  Opposite:  Leather 
duffel  by  Giorgio  Armani. 
1 1,650.  Cotton  hat  by  Malo. 
$350.  Cotton-and-linen  shirt, 
$270,  cotton  rugby,  $297, 
and  cashmere  zip-neck  sweater, 
$695,  by  Loro  Piana.  Silk  tie 
jy  Robert  Talbott.  $110. 
3each  towel  by  Hermes.  $195. 
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TRAVEL  TIP  #3: 
Organize  things  in 
bags  before  putting 
them  in  your  suitcase- 
you'll  create  modular 
units  that  are  easier 
to  pack,  and  protect 
clothes  from  being 
marred  by  shoe  soles. 

Nylon-and-leather  trainers  by 
Bally.  $295.  Leather  shoe 
case  by  Bottega  Veneta.  $460. 
Leather-and-canvas  duffel 
by  A.  Testoni.  $450.  Straw 
hat  by  Rod  Keenan.  $450. 
Opposite:  Leather  travel  wallet 
by  Valextra.  $520.  Stainless- 
steel  5  Time  Zone  watch 
by  Jacob  &  Co.  $7,100.  Sun- 
glasses by  Oliver  Peoples. 
$285.  Linen  handkerchief  by 
Robert  Talbott.  $75.  Razr  V3 
cell  phone  by  Motorola.  $350 
(through  Cingular  Wireless). 
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MIXEDMEDI 

Kubrick's  archives  unlocked  I  A  suburban  small-game  safari  j  Mozart's  sonatas  reconsidered  |  Steve  McQueen  rememb  I 


* 


THE  STANLEY  KUBRICK 
ARCHIVES;  Taschen;  $200 


The  first  half  of  this  monolithic 
coffee-table  book  contains  no 
text.  Instead,  it  consists  of  800 
frame  enlargements  pulled  from 
Stanley  Kubrick's  12  feature 
films,  from  his  hard-boiled 
debut,  Killer's  Kiss  (1955),  to  his 
half-baked  swan  song,  Eyes  Wide  Shut 
(1999).  Many  of  the  funniest,  sickest, 
most  grandiose  Kubrickian  moments  are 
represented:  the  climactic  battle  in 
Spartacus,  Major  Kong  astride  a  hydrogen 
bomb  in  Dr.  Strartgelove  and  Astronaut 
Dave's  showdown  with  supercomputer 


HAL  in  2001:  A  Space  Odyssey.  The 
book's  second  half  features  a  wealth  of 
essays  and  interviews,  plus  an  over- 
whelming collection  of  primary  materials 
pulled  from  the  director's  personal 
archives.  There  are  photographs  of  his 
own  scripts,  complete  with  scribbled 
revisions  and  sketches,  candid  snapshots 
from  the  sets,  storyboards,  promotional 
posters,  lists  of  objections  from  film 
censors  (about  Lolita,  of  course),  costumes 
and  scores  of  the  "continuity  Polaroids" 
directors  take  to  ensure  that  sets, 
makeup,  bloodstains  and  so  forth  remain 
identical  over  days  of  shooting.  Most 
fascinating  is  Appendix  A,  which  features 
the  film  projects  Kubrick  started  but 


never  shot.  He  spent  years  developing 
Napoleon  epic,  filling  cabinet  after  cat 
with  treatments,  scripts,  sketches  and 
correspondence  with  historians,  much 
it  reproduced  here.  Almost  as  much  el 
went  into  A. I.,  the  story  of  a  Pinocchic 
like  robot  boy's  quest  to  become  hum« 
That  film  was  slated  to  be  his  next  pro 
after  Eyes  Wide  Shut,  but  he  died  befc 
production  could  begin.  (Steven  Spiel 
finished  the  job  in  2001.)  To  sweeten 
the  deal  for  collectors,  each  of  the  3,5 
copies  in  the  book's  first  printing  will 
include  a  12-frame  strip  sliced  from 
Kubrick's  own  70  mm  print  of  2001, 
sheathed  in  an  archival  sleeve  on  the 
book's  first  page.  —THOMAS  JACKSC 
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JE  AGE  OF  INNOCENCE, 

Edith  Wharton;  Arion  Press;  $850 

Since  1974,  the  type- 
casters  at  San  Francisco's 
Arion  Press  have  inked 
hundreds  of  readable 
works  of  art.  Their  1979 
edition  of  Moby-Dick, 
complete  with  woodcuts 
by  Barry  Moser,  is 
considered  one  of  the 
ist  beautiful  books  of  the  20th  century, 
nd-sewing  of  their  35-pound  large-folio 
)le  still  continues  after  two  years  of 
•duction.  Bibliophiles  will  now  have  to 
ke  space  for  Arion's  latest  creation — 
Imited  edition  of  Edith  Wharton's 
Jitzer  Prize-winning  The  Age  of 
\ocence.  The  book's  34  digital  images 
fri  photographer  Stephen  Shore  take 
ders  back  to  turn-of-the-century  New 
k,  when  the  Metropolitan  Museum, 
ltral  Park,  Fifth  Avenue  and  the 
itury  Association  stood  as  the  backdrop 
polite  conversations  masking  cruel 
ds.  But  it  is  the  book  as  a  whole,  with 
eriod  Ronaldson  Old  Style  type — 
fn  Arion's  world-renowned  collection  — 
latch  Vintage  paper  for  Shore's  work, 
-cloth  binding  over  boards  and  slipcase 
pped  with  a  photograph  of  Central 
k  that  truly  make  it  a  thing  of  beauty. 
I  Arion  Press  will  print  just  300  copies 
i  his  edition.  Cruel  words  indeed. 

—  STEPHANIE  COOPERMAN 

BURBAN  SAFARI, 

-Sannah  Holmes;  Bloomsbury;  $25 

l  he  history  of  American  letters,  this 
;  f  be  the  first  book  dedicated  to  a 
1  omunk.  His  name  was  Cheeky,  and 
i  ived  in  science  writer  Hannah 
jlrnes's  backyard,  their  friendship  built 
on  a  shared  passion  for 
sunflower  seeds. 
Cheeky  is  but  the  most 
lovable  member  of  a 
large  cast  of  characters 
in  Holmes's  new  book 
about  the  ecology  of  the 
American  lawn,  told 
through  the  prism  of 
town  two-tenths-of-an-acre  plot  in  the 
jrbs  of  Portland,  Maine.  Other  players 
jde  a  three-legged  squirrel  called 
npy,  woodchucks,  Babbette  the  spider, 
<■  ings  and  the  occasional  migrating 


songbird.  Then  there  are  the  ants  of 
Zippytown,  slugs  and  of  course  the  turf 
itself,  which  includes  Kentucky  bluegrass 
and  weeds  like  sheep  sorrel  and  alyssum. 
As  Holmes  examines  the  intricate 
relationships  between  these  varied  life- 
forms,  she  learns  some  surprising  things 
about  the  suburban  landscape.  If  not 
drenched  in  chemicals,  the  grass,  shrubs 
and  trees  in  the  average  yard  present  a 
surprisingly  bountiful  habitat.  A  family  of 
suburban  crows,  for  instance,  can  survive 
on  a  chunk  of  territory  one  half  the  size  of 
what  it  would  require  in  the  country.  Deer, 
of  course,  have  been  munching  through 
the  burbs  for  years,  and  now  the  large 
predators  are  following.  Not  just  coyotes 
but  cougars  too,  who  are  recolonizing  the 
East  after  an  absence  of  more  than  a 
century.  In  her  own  little  kingdom,  Holmes 
witnesses  dramas  one  would  sooner 
associate  with  the  woolliest  jungle  or 
savannah,  from  chemical  warfare  between 
rival  plants  to  the  bloody  mating  duels  of 
male  squirrels.  In  short,  it's  a  lot  wilder  out 
there  than  you  might  have  thought.  — TJ 

NEVER  LET  ME  GO, 

by  Kazuo  Ishiguro;  Knopf;  $24 

In  Kazuo  Ishiguro's  new  elegant  night- 
mare of  a  novel,  Kathy,  Ruth  and  Tommy 
live  like  ordinary  schoolchildren  at 


a  secluded  English  boarding  school — but 
they're  not  ordinary  at  all.  They,  and  the 
rest  of  the  students  at  Hailsham,  are 

human  clones,  bred  to 
donate  their  vital 
organs  once  they  reach 
adulthood.  Ishiguro 
lets  this  secret  drop 
early  in  the  story,  turning 
what  might  have  been 
a  gimmicky  mystery 
with  science  fiction 
overtones  into  a  much  subtler  meditation 
on  what  it  means  to  be  human.  Ishiguro's 
earlier,  celebrated  novels — The  Remains 
of  the  Day,  The  Unconsoled,  When 
We  Were  Orphans — succeeded  through 
deceptively  simple  prose  and  eerily 
unreliable  narrators.  Here,  Kathy  recalls 
her  childhood  dispassionately,  cataloging 
the  moments  where  she  and  her  friends 
came  to  understand  why  they'd  been 
built.  The  effect  is  chilling,  leaving 
unanswered  the  question  of  how  human 
she  really  is.  This  is  at  once  a  cautionary 
tale  of  science  gone  awry  and  a  movingly 
sympathetic  portrait  of  lost  souls.  "[T]here 
are  people  out  there...,"  she  says,  "who 
don't  hate  you  or  wish  you  any  harm,  but 
who  nevertheless  shudder  at  the  very 
thought  of  you — of  how  you  were  brought 
into  this  world  and  why...." 

— TAYLOR  ANTRIM 


MOZART, 
Richard  Goode; 
Nonesuch;  $17 

Mozart's  sonatas  are 
not  his  most  important 
works,  nor  are  they  as 
popular  on  today's  recital 
circuit  as,  say,  his  concertos. 
Many  pianists  consider  them 
a  tough  nut  to  crack.  "Too  easy 
for  children,  too 
hard  for  adults," 
Artur  Schnabel once 
said.  But  pianist 
Richard  Goode, 
fresh  off  the  success 
of  his  2003  record- 
ings of  Bach's 
"fiendishly  difficult"  Partitas, 
has  decided  to  take  on 
two  of  these  often  overlooked 
works.  His  new  CD  begins 
with  Sonata  in  A  Minor,  a 
piece  that's  tragic,  playful  and 
bittersweet  at  once,  then 


finishes  with  Sonata  in 
F  Major,  a  more  complex 
composition  full  of 
counterpoints  and  subtle 
harmonies.  Sandwiched 
in  between  are  four  short 
works  played  with  even  less 
frequency:  March  in  C  Major, 
Courante  in  E-Flat  Major, 
Gigue  in  G  Major  and  Rondo  in 
A  Minor.  The  difficulty  of  these 
pieces  hardly 
shows  in  the 
performances. 
Goode  is  a  rare 
talent  whose 
technical 
mastery  never 
impairs  his  ability 
to  "feel"  the  music.  The 
recording  itself  is  warm  and 
richly  detailed.  The  careful 
listener  will  hear  the  pianist's 
own  breath — sharp  inhales 
during  the  allegros,  gentle  sighs 
through  the  andantes. — TJ 


SILENT 
ALARM, 
Bloc  Party, 


*tM  Vice;  $13 


British  new- 


comers Bloc  Party  take  their 
cue  from  '70s-era  post-punk 
acts  like  Talking  Heads,  Wire 
and  Joy  Division — but  this  isn't 
just  music  for  record-store 
cognoscenti.  Their  debut  LP, 
Silent  Alarm,  is  bracingly 
melodic  from  start  to  finish. 
"Banquet,"  "Luno"  and  "Like 
Eating  Glass"  are  crisp, 
danceable  anthems  you  could 
play  all  summer  long  without 
getting  tired  of  them.  "Price  of 
Gas"  has  an  angular,  stop-start 
rhythm  and  a  soaring  refrain. 
Moody  ballads  "This  Modern 
Love"  and  "Blue  Light"  match 
chiming  guitars  with  whispered, 
lovelorn  lyrics.  Singer  Kele 
Okereke  can  sound  angry  and 
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THE  STEVE  MCQUEEN 
COLLECTION;  MGM;  $50 


No  one  was  cooler  than  Steve 
McQueen,  who  died  in  1980  at 
age  50.  That  much-too-early 
departure  at  least  conferred  on 
him  the  immortality  of  permanent 
youth.  Here,  in  a  boxed 
edition  issued  on  the  occasion 
of  what  would  have  been  his 
75th  birthday,  are  four  of 
ECT10N  his  movies:  The  Magnificent 
Seven  (1960),  The  Great 
Escape  (1963),  The 
Thomas  Crown  Affair 
(1968)  and  Junior  Bonner 
(1972).  Watch  them  in  chronological 
order  and  you'll  see  the  evolution  of 
an  actor  who  never  wasted  a  gesture  and 
whose  deep  blue  eyes  could  flicker  cold 
as  ice  or  warm  as  the  sun.  McQueen 
was  macho  before  the  term  came  into 

common  use.  He  famously  did  his 
own  stunts,  to  the  horror  of 


vulnerable  in  the  same  song,  a 
moodiness  that  suits  Silent 
Alarm's  urgent,  varied  sound. 

— TA 

CARELESS  LOVE, 
Madeleine  Peyroux; 
Rounder  Records;  $14 

To  hear  some  tell  it,  Madeleine 
Peyroux  is  connected  at  the 
voice  box  with  Billie  Holiday. 
In  almost  every  review  of  her 
new  album,  Careless  Love, 
she's  compared  to  the  venerable 


icon.  But  Peyroux 
is  more  than  just 
a  sound-alike.  Born 
in  Georgia  and 
raised  in  New  York 
and  France,  Peyroux 
has  a  worldly  style  all  her  own. 
Witness  "You're  Going  to  Make 
Me  Lonesome  When  You  Go." 
You've  heard  Bob  Dylan  sing  it 
a  thousand  times,  but  Peyroux's 
jazzy,  optimistic  take  is  a 
brand-new  experience.  Peyroux 
penned  the  album's  second  cut, 
"Don't  Wait  Too  Long,"  with 


help  from  Jes 
Harris  and  pr 
Larry  Klein. 
Sincere  and 
hearted  at  or 
the  song  pro1 
that  Peyroux's  talent  goe« 
beyond  her  voice.  And  wf 
she  may  be  best  known  n 
channeling  the  spirit  of  tr 
other  jazz  singer,  it  might 
be  long  before  reviewers 
some  newcomer,  "She  re 
me  of  Madeleine  Peyroux 
—RODNEY  HAR 


directors  and  producers.  His  personal  life 
also  walked  the  edge.  In  the  summer  of 
1969,  he  accepted  an  invitation  to  the 
Roman  Polanski-Sharon  Tate  home  in  the 
Hollywood  hills,  but  ran  into  a  beautiful 
woman  at  the  last  minute  and  didn't 
show,  sparing  him  a  grim  death  at  the 
hands  of  the  Manson  coven.  He  spent 
time  in  reform  school,  served  in  the 
Marine  Corps  and  was  expelled  from  what 
is  now  Carnegie  Mellon  University  for 
driving  a  motorcycle  through  the  lobby. 


He  was  a  pallbearer  at  Bruce  Lee's  funeral. 
He  turned  down  the  costarring  role  with 
Paul  Newman  in  Butch  Cassidy  and  the 
Sundance  Kid  because  he  wanted  top 
billing.  Before  being  diagnosed  with  fatal 
lung  cancer,  he  was  slated  to  appear  in 
the  first  of  the  "Rambo"  movies  (perhaps 
a  collateral  blessing  of  his  premature 
death).  Take  him  for  what  he  was— a 
man  and  one  of  the  greats.  Warner  Home 
Entertainment  will  release  its  own 
boxed  set  in  May  that  will  include 
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For 
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To  request  a  FREE 
catalog,  visit 
5ierraTradingPost.com 
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Key  Code  FY4S. 
800-713-4534 


SIERRA 
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First  Gass  Seating. 


Executive  chair  developed  for 
President  Kennedy  in  1960. 
Unequaled  in  style  and  comfort. 

Inquire:  (800)  581-7599 

WWW.NEWYORKFIRST.COM 


POWERBLOCK  DUMBBELLS 
A  whole  rack  of  dumbbells  in  the 
space  of  1  pair.  Made  in  USA.  8 
models  available.  10  year  warranty. 
Replaces  up  to  37  pairs  of  dumbbells 
in  the  space  of  1  pair.  Weight  changes 
in  seconds.  Call  800-446-5215  for  free 
brochure  or  nearest  store  location. 

powerblock.com 


Swim,  Walk,  or  Run 

With  Ferno  Performance 
Pools,  exercising  in  your 
home  has  never  been  easier. 
Swim  against  a  variable 
speed  current,  exercise  on 
a  variable  speed  treadmill 
or  complete  your  workout 
on  our  Aquatic  Bikes.  Your 
options  are  unlimited. 


Outdoor 


800-423-2766 

Call  for  a  catalog 


FOP  IflfOPMATIOII  AND 
PATES  Oil  ADVERTISING 
in  THE  NEXT  FYI 

catalog  conntaion 

segion 
call:  media  options 

1-600-442-6441 
Mediopt@aol.com 


Never  So  Few  (1959),  The  Cincinnati  Kid 
(1965),  Bullitt  (1968),  The  Getaway  (1972), 
Pap/7/on  (1973)  and  Tom  Worn  (1980). 

—CHRISTOPHER  BUCKLEY 


KAGEMUSHA; 
The  Criterion 
Collection;  $40 


tg>  jgm  The  year  is  1573,  and 

m4&m       I  in  war-torn  Japan, 

fe>-/ji      I  no  leader  inspires  fear 
like  Lord  Shingen... 
until  he  is  felled  by  a 
sniper.  Fortunately,  his  retainers  have 
found  an  exact  body  double,  whom  they 
place  on  the  throne  to  confuse  enemy 
warlords.  To  ensure  the  illusion,  this 
doppelganger,  a  simple  thief,  must  also 
fool  Lord  Shingen's  army,  his  mistresses, 
his  grandson,  even  his  unruly  horse.  From 
a  footnote  in  Japanese  history,  film  giant 
Akira  Kurosawa  created  Kagemusha 
(1980),  an  engrossing  saga  about  iden- 
tity and  power.  Interestingly,  by  the  late 
'70s,  Kurosawa's  career  was  about  as 
dead  as  the  real  Lord  Shingen. 
Despite  continuing  Western 


reverence  for  his  1950s 
masterpieces,  the  director  was 
considered  past  his  prime 
by  Japanese  film  studios.  Enter 
Kurosawa  buffs  Francis  Ford 
Coppola  and  George  Lucas,  who 
brought  in  American  investors  and 
produced  the  film  themselves.  Kagemusha 
was  a  commercial  and  critical  triumph, 
winning  the  Palme  d'Or  at  Cannes.  Finally 
on  DVD,  the  film  shimmers  with  color, 
thanks  to  a  high-definition  digital  transfer. 
The  extra  features  are  as  fascinating  as 
the  film,  offering  new  interviews  with 
Coppola  and  Lucas,  as  well  as  Kurosawa's 
elaborately  painted  storyboards.  Best  of 
all  are  the  vintage  TV  commercials  filmed 
on  the  Kagemusha  set,  in  which  Coppola 
and  the  famously  severe  Kurosawa  grin 
for  the  camera  while  clinking  glasses  of 
Suntory  whiskey.  Kurosawa  must  have 
wished  for  his  own  body  double  that  day. 

— MATTHEW  REED  BAKER 

SIDEWAYS;  Fox;  $30 

Sideways  is  a  rare  Hollywood  creation, 
a  movie  that  resonates  with  both  men  and 


SIDEWAYS 


women — the  former  because  it's 
a  buddy  road  movie,  the  latter 
because  it  shows  men  at  their  mosl 
vulnerable  and  self-delusional. 
The  psyche  of  Miles,  the  teacher/ 
novelist  main  character,  is  one 
part  self-loathing,  one  part  middle-aged 
apathy  and  many  parts  drunken  wine  snob 
Academy  snubs  notwithstanding,  this  is 
Paul  Giamatti's  film.  He  grimaces,  furrows 
his  brow,  slumps  his  shoulders  and  averts 
his  hound-dog  eyes  in  one  of  the  best 
physical  acting  jobs  in  recent  memory: 
The  man  makes  a  brief  walk  from  bed  to 
bathroom  seem  like  his  own  Bataan  Death 
March.  Costello  to  Giamatti's  Abbott, 
Thomas  Haden  Church  ably  chews  (and 
sometimes  hilariously  chokes  on)  the 
scenery  as  his  id-crazed  college  pal  Jack, 
for  whom  life  is  a  perpetual  booty  call. 
Slyly  adapted  for  the  screen  by  Jim  Taylor 
and  Alexander  Payne  {About  Schmidt, 
Election)  and  beautifully  shot  in  the 
forgiving,  diffuse  sunshine  of  Central 
California's  wine  country,  Sideways  provide; 
a  painfully  funny  look  at  the  middle-aged 
struggle  for  emotional  equilibrium. 
—LORRAINE  CADEMARTORI 


Plus,  receive  complimentary  tennis  court  fees 
and  spa  fitness  classes,  as  well  as  reduced 
summer  £olf  rates. 


$18Q' 

per  night 
offered  on  stays  of 
5  nights  or  longer 


■200 

per  night 
offered  on  stays 
of  3-4  nights 


229 

per  night 
offered  on  stays 
of  1-2  nighti 


n  is  summer 

STAY  LONGER  AND  SAVES 

on  the  vacation  of  uour  dreams 


Oceanfront  Spa  &  Beach  Cluh  •  8  Restaurants 
36  Holes  of  Golf  Including'  the  new 
Breakers  Rees  j  ones  Lourse 

10  Tennis  Courts  •  4  Oceanside  Pools  •  4  Bars 
Family  Entertainment  Center  and  Kids'  Camp 

For  reservations  or  information,  call  your  travel 
professional,  contact  The  Breakers  directlv 

at  1-888-BREAKERS  (273-2537)', 

or  reserve  online  at  www.tlieLreakers.com. 

THE  BREAKERS8  ' 

PALM  BEACH 

'Valid  from  6/26-9/6/05  Rates  arc  per  room,  per  night  on  Standard  Superior  accommodations  a 
subject  to  availability  Maximum  2  guests  can  occupy  the  Superior  room  with  existing  beddi| 
Deluxe  and  higher  accommodations  are  recommended  for  families,  children  16  and  under  stay  I 
with  parent(s)  in  room  Not  valid  in  conjunction  with  other  offers  and  not  available  to  groups.  Ec 
savings  on  all  guest  rooms  and  suites 


loi 


C'ti 
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Advertiser  Directory 

To  receive  free  information  from  Forbes  FYS  advertisers,  fill  out  the  postage-paid  card, 
circle  the  advertiser's  number(s)  in  which  you're  interested, 
and  drop  it  in  the  mail  or  fax  it  to:  1-630-739-9700 


Apparel 
Paul  Stuart 

aul  Stuart  embodies  elegance,  sophistication,  and  style,  offering  exclusive 
men's  and  women's  suiting,  sportswear,  and  accessories  collections. 

Call  800-678-8278  or  visit  paulstuan.com 

Automotive 

Aston  Martin  North  America 

Aston  Martin  is  the  world's  most  exculsive  sports  car  company 
Since  1914  it  has  created  motoring  legends  culminating  in 
today's  DB7  Vantage  and  V 1 2  Vanquish. 
Call  866-NA-  Aston  or  visit  www.astomailin.com 

Bentley  Motors 

Excellent  ride  comfort  and  refinement  are  combined  with 
superlative  handling  and  road-holding. 

www.bentleymotors.com 

Cadillac  STS 

Cadillac  V-Series  -  Get  Empowered 
www.cadillacunder5.com 

Chrysler  Crossfire 

Can  inspiration  combine  beauty  and  intimidation?  Absolutely. 

www.chrysIer.com/crossfire 

GMC  Truck:  Yukon 

GMC:  We  Are  Professional  Grade. 

www.gmc.com 

Catalog  Connection 

1 .  Ferno  Performance  Pools 

Performance  Pools  offers  over  250  custom  and  fiberglass  pools  and  swim 
s.  underwater  treadmill  systems,  aquatic  bikes  and  other  pool  accessories. 
Call  888-206-7802  or  visit  our  web  site  www.fernoperformancepools.com 

2.  P owe rB lock 

A  rack  of  dumbbells  in  the  space  of  I  pair!  Made  in  USA. 
10  Year  Warrenty.  8  models  available,  starting  at  $119. 
Call  800-446-5215  or  visit  www.powerblock.com 

3.  Sierra  Trading  Post 

Sierra  Traditions  for  Men  offers  savings  of  35-70%.  Look  sharp 
at  work,  play  hard,  and  indulge  in  the  finer  things  in  life. 
Call  for  Free  Catalog  800-713-4535  or  visit  www.sierratradingpost.com 

4.  The  Sew  York  First  Company 

Introducing  a  collection  of  office  furniture,  once  made 
only  for  the  White  House.  Includes:  Kennedy  Rocker. 
Library  Bookcases.  President's  Desk.  Oval  Office  Chair. 
Call  800-581-7599  or  visit  our  web  site  www.newyorkfirst.com 

5.  Vixen  Hill 

Create  an  outdoor  office  with  Vixen  Hill  Gazabos  and  Garden  Houses. 

For  a  complete  brochure,  contact  Vixen  Hill  Gazebos. 
Call  800-423-2766  or  visit  www.vixenhill.com 

Hawaiian  Vacations 
Aston  ResortQuest 

www.astonhotels.com 

Halekulani 

www.halckulani.com 

Hawaiian  Airlines 

www.hawaiianair.com 

Mauna  Kea  Resort 

w  w  w.maunakearesort  .com 

Hotel 

Sheraton  Grand  Tai  Ping  Yang  Hotel 
Shanghai 

Sheraton  Grand  Tai  Ping  Yang  Hotel  Shanghai,  an  international  5-star 
hotel  located  in  the  city  center.  The  hotel  offers  496  elegant  guestrooms 
including  suites,  with  9  restaurant  &  lounge/bar.  It  also  boasts  a  Grand 
Ballroom  and  13  meetings  rooms  with  total  space  area  of  1 ,452sqm. 
Call  800-810-3788  or  visit  www.sheiatnngiand-shaiighai.com 


Jewelry /Watches 
Chopard 

For  141  years.  Chopard  has  created  exceptional  timepieces  and  haute  jewelry  in 
the  world's  most  precious  materials. 

Enter  the  "World  of  Chopard"  at  www.chopard.com  or  (800)  CHOPARD 

Restaurants 

Roy's 

Roy's  features  Hawaiian  Fusion  Cuisine  -  the  freshest  local  ingredients, 
European  sauces,  bold  Asian  spices,  with  a  focus  on  Fresh  Seafood. 
www.roysrestaurant.com 

Retail 

General  Cigar 

Macanudo  and  Partagas  Cigars 
www.cigarworld.com 

Ravazzolo 

Visit  www.ravazzolo.com  or  call  our  agent  for  the  U.S.: 

Luciano  Moresco  &  Co..  Ltd. 

1-212-397-4300 

Realty 

//  Villaggio  Realty,  Inc. 

Exceptional  3/3.  1 .  746  sq  ft  South  Beach  Designer  Penthouse 

in  the  Setai  with  breathtaking  ocean  &  city  views  from 

2  open  terraces.  $15,000/monlh. 

Call  305-673-4808  or  visit  www.ivrrealty.com 

Travel 

Crystal  Cruises 

Discover  for  yourself  why  Crystal  Cruises  has  been  named  the  World's  Best 

Large  Ship  Cruise  Line  nine  years  running. 

For  a  complimentary  brochure  call  866-569-7200. 

Call  866-569-6200  or  visit  http://www.crystalcruises.com 

Monaco  Government  Tourist  Office 

The  Principality  of  Monaco,  as  grand  as  ever.. .and  yet  suprisingly  affordable! 
Experience  a  place  where  romance,  royalty,  history  and  magic  all  unite.  For 
exclusive  packages  at  extraordinary  rates  go  to  www.MonacoAuction.com 
Call  800-753-9696  or  visit  www.visitmonaco.com 

6.  Exclusive  Resorts 

Exclusive  Resorts  luxury  residence  club  offers  its  members 
unparalleled  access  to  hundred  of  residences  in  dozens  of  the 
world's  best  resort  destinations 

Call  800-447-8988  or  visit  www.exclusiveresons.com 

Scotland 

Scotland  greets  you  w  ith  a  bear  hug  of  history,  culture  and  genuine  w  armth 
For  business  or  pleasure,  Scotland  is  a  rewarding  retreat  from  the  commonplace. 
Calll-8(K)-969-SCOT(7268)  or  visit  www.ToScotland.com 

Tourism  Australia 

Hop  around  Australia  on  us  with  the  Qantas  Aussie  Airpass  from  $  999  from 
Los  Angeles.  The  Airpass  includes  3  flights  within  Australia. 
For  more  information  visit  www.australia.com 

Yachting 

C  amper  &  Nicholsons  International 

www.camperandniLholsons.net 

Denison  &  Daves  Yachting 

www.denisondaves.com 

International  \acht  &  Jet  Show 

www.iyjs.com 

SeaChange  International  Ltd. 

■  www.seachange-su.Deryachts.coin 

Trinity  Yachts 

;  www.trinityyachts.com 
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SOUTH  BEACH 

DESIGNER  PENTHOUSE 

$15,000/month 

THIS  EXCEPTIONAL  COVETED  3/3  1,746  SQ  FT  UNIT  IS  LOCATED  IN 
THE  PRESTIGIOUS  FORTY-STORY  GLASS  BUILDING  WITH  TROPICAL  GARDENS 
AND  SPARKLING  POOLS  AT  THE  EDGE  OF  THE  ATLANTIC  OCEAN. 


Wm 


FEATURING  DESIGNER  FURNITURE  W/  ART  DECO  INFLUENCE,  ORIGINAL  VINTAGE  PRINTS, 
TRAVERTINE  FLOOR,  MEDIA  ROOM/BEDROOM  W/  PLASMA  TV  &  SURROUND  SOUND, 
BREATHTAKING  OCEAN  &  CITY  FROM  2  OPEN  TERRACES, 
EUROPEAN  KITCHEN  W/  STATE-OF-THE-ART  APPLIANCES  AND 
LUXURIOUS  BLACK  GRANITE  BATHS  W/  WHIRLPOOL  TUB. 

BUILDING  AMENITIES  INCLUDE  24  HR  SECURITY,  5  STAR  HOTEL  SERVICE, 
SPA  &  WORLD  CLASS  FITNESS  CENTER,  VALET  PARKING  AND  MUCH  MORE... 


Mil* 


One  to  two  year  leases  available. 
For  more  information  please  contact 

Boy  Carmenate  at  305.582. 71 79 
eloy@ivrrealty.com  I  www.ivrrealty.com 


IL  VlLLAGGIO 

Realty,  Inc 


CREDITS  f 


A.  TESTONi:  A.  Testoni,  New  York, 

(212)  223-0909 

AVON  CELLI:  Avon  Celli,  New  York, 
(212)  813-2410,  www.avoncelli.com;  Bergdorf 
Goodman  Men,  New  York;  Louis, 
Boston;  and  select  Neiman  Marcus  stores 


BALLY:  Bally,  New  York  and  Beverly  Hills 

BELL  &  ROSS:  Bell  &  Ross, 
(888)  307-7887,  www.beLlross.com 

BOTTEGA  VENETA:  Bottega  Veneta, 
(877)  362-1715,  www.bottegaveneta.com 


COLE  HAAN:  Cole  Haan  stores, 
(800)  201-8001,  www.colehaan.com 

GIORGIO  ARMANI:  Giorgio  Armani,  Nl 
York,  Las  Vegas,  Bal  Harbour  and  Chica 

HERMES:  Hermes,  (800)  441-4488, 
www.hermes.com 

JACOB  &  CO.:  Jacob  6c  Co.,  New  York, 
(212)  719-5887,  www.jacobandco.com 

LORO  PIANA:  Loro  Piana,  New  York, 
(212)  980-7961;  rugby  shirt  also  at  Bergdoi 
Goodman  Men,  New  York,  (800)  558-18 
cashmere  sweater  also  at  Wilkes  Bashford, 
Palo  Alto  and  San  Francisco,  (415)  986-4 

LOUIS  VUITTON:  select  Louis  Vuitton 
stores,  (866)  VUITTON,  www.vuitton.ci) 

MALO:  Malo,  New  York,  (212)  396-4721 


MARTIN  DINGMAN:  Martin  Dingman, 
(800)  955-2358 
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MOTOROLA:  Motorola,  (866)  BUY-MO 
www.motorola.com 

OLIVER  PEOPLES:  Oliver  Peoples, 

New  York,  Los  Angeles  and 

Costa  Mesa,  California,  (888)  568-1655, 

www.oliverpeoples.com 

PAUL  STUART:  Paul  Stuart,  New  York  a 
Chicago,  (800)  678-8278,  www.paulstuart. 

RAY-BAN:  Ray-Ban,  www.ray-ban.com 
and  select  Sunglass  Hut  stores 

ROBERT  TALBOTT:  Robert  Talbott, 
(800)  747-8778,  www.roberttalbott.com; 
Mitchells  ofWestport,  Westport, 
CT;  and  Button  Down,  San  Francisco 

ROD  KEENAN:  Barneys  New  York, 
New  York,  Chicago  and  Beverly  Hills, 
(888)  822-7639;  and  by  special  order 
at  www.rodkeenannewyork.com 

TOMAS  MAIER:  Tomas  Maier,  Miami, 
(888)  373-0707,  www.tomasmaier.com 

VALEXTRA:  Saks  Fifth  Avenue, 
New  York,  (877)  551-SAKS 
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jriether  it's  the  engine  roar  inside  an  airplane  cabin,  the  bustle 
of  the  city  or  the  distractions  in  the  office,  Bose 
QuietComfort"  2  headphones  help  them  fade 
softly  into  the  background.  And  they  do  it 
with  the  flick  of  a  switch.  You  can  savor  the 
^       I  delicate  musical  nuances  without  disturbing 

flHB   others.  And  when  noi  listening  to  i  i 

can  slip  into  a  tranquil  haven  -  where  you  can  relax  and  enjoy 
ce  and  solitude.  Clearly,  these  are  no  ordinary 
dphones.  It's  no  exaggeration  to  say 
y're  one  of  those  things  you  have 
:xpenence  to  believe. 


luce  noise  with  Bose 

hnology.  Our  head- 
lines were  designed 
marily  for  airplane 
I'elers.  But  owners 
n  started  telling 
how  much  they 
)y  using  them  in 
;r  places  to  reduce 
actions  around  them. 
etComfort®  2  head-  1 
nes  incorporate  patented 
inology  that  electronically 
itifies  and  dramatically 
jces  noise,  while  faithfully 
erving  the  music,  movie 
ogue  or  tranquility  you 
ire.  Technologyreview.com 
>rts,  "It's  as  if  someone  behind 
back  reached  out,  found  the  volume  control  of  the  world, 
turned  it  way,  way,  down."  Perfect  for  listening  to  music, 
ther  you're  on  the  go,  at  home  or  in  the  office. 


y  your  music  with  our  best  headphone  sound  quality  ever. 

iT  says  "All  sorts  of  music  -  classical,  rock,  and  jazz  - 
ided  refined  and  natural."  In  fact,  our  QuietComfort"  2 
Iphones  deliver  audio  that's  so  crisp  and  clear,  you  may  find 
self  discovering  new  subtleties  in  your  music.  Travel  &  Leisure 
simply  says,  "Forget  'concertlike'  comparisons;  you'll  think 
I  you're  onstage  with  the  band." 


"The  QuietComfort  2  lives  up  to  its  name, 

enveloping  you  in  blissful  sound...  It's  easy 
to   forget   they're   on  your 
head."  That's  what  columnist 


Use  them  as  a 
concert  hall  -  or  a 
sanctuary. 


Presenting 
The  Bose 
QuietComfort"  2 
Acoustic 

Noise 
Cancelling" 
Headphones. 


and  tranquility,  simply  turn  them 
on.  To  add  Bose  quality  sound,  attach 
the  included  audio  cord  and  connect 
them  to  a  home  stereo,  laptop  computer,  portable  CD/DVD/MP3 
player  or  in-flight  audio  system.  When  you're  done,  their 
convenient  fold-flat  design  allows  for  easy  storage  in  the  slim 
carrying  case. 


Try  the  QuietComfort"  2  headphones  for 
yourself  risk  free.  We  don't  expect  you  to 
ake  our  word  for  how  dramatically 
these  headphones  reduce  noise, 
how  clean  and  full  the  music 
sounds  or  how  comfortably 
they  fit.  You  really  must 
experience     them  to 
believe    it.    Call  toll 
free   to   try   them  for 
30  days  on  your  next 
trip,    in    your  home 
or    at    the    office  - 
satisfaction  guaranteed. 
If  you  aren't  delighted, 
simply  return  them  for  a 
full  refund. 

Call    1-800-430-2673,  ext. 
Q3852    today.    These  head 
phones  are  available  directly 
from  Bose 


FREE  EXPRESS 
SHIPPING  when 
you  order  by 
May  31,  2005. 


-  the  most 
respected  name 
in  sound.  So  call  and  discover  a  very 
different  kind  of  headphone  -  Bose  QuietComfort'  2  Acoustic 
Noise  Cancelling  headphones. 


To  order  or  for  a  free  information  kit  call: 

1  -800-430-2673,  ext.  Q3852 

Discover  all  our  innovative  products  at 

www.bose.com/q3852 

Name. 
Add 


ress 

f 

State 

Zip 

Day  Phone  

E-mcul  (Optional). 


Eve.  Phone 


Mail  to:  Bose  Car/x 
The  Mminiam,  Fre 


ion.  Dept.  DMG-Q3852, 
lignum,  MA  0170/ -9 J68 


Better  sound  through  research  • 


©2005  Bose  Corporation  Patent  rights  issued  and/or  pending  Free  express  shipping  offer  not  to  be  combined  with  any  other  offers  or  applied  to  previous  purchases,  and  subject 
to  change  without  notice  Risk  free  refers  to  30-day  trial  only  and  does  not  include  return  shipping  Delivery  is  sublet  to  product  availability  Quotes  are  reprinted  with  permission  • 
Simson  Garfinkel.  Technologyreviewcom.  7/9/03.  David  Camoy.  CNET,  5/29/03,  Travel  S  Leisure  Golf.  7/03,  Rich  Wairen.  News-Game,  5/19/03 


Q&A 


Food  Dude 


RW.  "Johnny"  Apple  Jr.  has  been  with  The  New  York 
Times  since  1963,  covering  wars  and  politicians  and 
national  affairs.  He  is  a  legend  in  the  journalism  trade, 
famous  for  his  vast  knowledge  and  ability  to  eat  a  seven-course, 
three-martini  lunch  and  then  come  back  to  the  office  and 
pound  out  2,000  flawless  words  on  whatever  situation  or  crisis 
is  at  hand.  His  present  assignment  at  the  Times:  to  roam  the 
world  in  search  of  great  restaurants  and  eating  experiences  — 
not  a  bad  gig.  His  Rabelaisian  journeyings  are  collected  in  his 
forthcoming  book,  Apple's  America:  The  Discriminating  Traveler's 
Guide  to  40  Great  Cities  in  the  United  States  and  Canada  (North 
Point  Press,  $23). 

Okay,  you've  been  sentenced  to  the  firing  squad  tomorrow  and 
the  warden  has  said  you  can  order  your  last  meal from  any  restau- 
rant in  the  world.  What  would  you  have? 

1st  course:  caviar,  from  Petrossian,  Paris;  beluga  would  be 
my  first  choice,  but  I'd  settle  for  osetra  if  the  warden's  budget 
was  tight. 

2nd  course:  roast  turbot  with  hollandaise  sauce,  from  The 
Seafood  Restaurant,  Padstow,  Cornwall,  England. 

3rd  course:  porterhouse  steak — no  sauce,  but  maybe  a  few 
fried  potatoes — from  Peter  Luger  Steakhouse,  New  York 
[Brooklyn].  I'm  a  man  of  simple  tastes. 

4th  course:  cheeses  from  Renee  Richard,  Lyon,  France, 
including  St-Marcellin.  It  was  good  enough  for  the  great 
Ferdinand  Point,  so  it's  plenty  good  enough  for  me. 

5th  course:  a  big  pile  of  mangosteens  from  the  Bangkok 
market,  well-chilled,  with  a  sharp  knife  to  cut  them  open. 

Your  new  book  is  about  the  U.  S.  Where  would  be  your  ten 
favorite  places  to  eat? 

My  ten  favorites  list  (not  necessarily  the  same  as  a  ten  best 
list,  of  course,  and  subject  to  change  the  next  time  I  eat  some- 
thing fabulous):  Hamersley's  Bistro,  Boston;  Summer  Shack, 
Boston;  Le  Bernardin,  New  York;  Wallse,  New  York;  Union 
Square  Cafe,  New  York;  Kinkeac's,  Washington;  Hominy 


Grill,  Charleston,  SC;  Highlands  Bar  8c  Grill,  Birmingh; 
AL;  Galatoire's,  New  Orleans;  Sonny  Bryan's  Smokehoi 
Dallas;  Frontera  Grill,  Chicago;  Spago,  Los  Angeles;  Valenti 
Los  Angeles;  The  Slanted  Door,  San  Francisco;  Chez  Pani 
Berkeley.  I  see  that  I've  mentioned  15,  not  10:  I'm  a  man  of  si 
pie  tastes,  as  I  said,  but  large  appetite. 

When  you  started  out,  a  good  meal  in  the  States  consistet 
steak  and  a  baked  potato.  What,  and  who,  was  responsible  for 
sea  change  we've  (happily)  witnessed? 

The  rediscovery  and  enhancement  of  our  regional  cookl 
traditions  (shrimp  and  grits,  for  example)  and  the  grad 
abandonment  of  shopworn  "Continental"  affectations.  P 
a  new  emphasis  on  fresh,  local,  seasonal  ingredients.  Al 
Waters  [Chez  Panisse]  led  the  way  in  this. 

Any  hot  inside  tips  you'd  care  to  share  with  our  goo,ooo  readt 
North  America's  best  Asian  food  is  in  Vancouver,  BC.  1 
best  pizza  in  the  United  States  is  at  Pizzeria  Bianco  in  Phoer 
My  secret  spot  in  New  York  is  Ulrika's,  a  Swedish-owr 
paradise  for  herring  lovers. 

Didn't  you  recently  throw  yourself  a  yoth  birthday  party 
Paris?  Tell  us  about  it. 

I  asked  54  friends  from  all  over  the  place  to  join  Betsey  a 
myself  tor  dinner  at  Chez  l'Ami  Louis,  a  tattered  but  magn 
cent  bistro  in  the  extremely  unfashionable  3rd  arrondisseme 
We  ate  foie  gras,  Pata  Negra  ham,  pheasant,  cote  de  bee 
chicken,  two  kinds  of  potatoes,  a  token  amount  of  wati 
cress  and  an  amazing  array  of  fresh  fruits.  The  wines  wi 
Champagne  and  a  Grand  Cru  St-Emilion  in  magnur 
Don't  ask  which:  Memory  has  its  limits,  especially  at 
Alice  Waters  came,  and  Morley  Safer,  and  Bud  Trillin.  1 
last  and  best  speech  was  made  by  the  proprietor,  in  French. 
2  a.m.  or  so,  after  the  diehards  (including  him)  had  had  a  11 
or  three  of  Calvados. 

How  do  you  do  what  you  do?  Does  it  help  to  have  German  DN 
I  don't  know  any  better.  Being  the  scion  of  German  pe: 
ants  does  help. 

When  you  go  in  for  a  physical,  what  does  the  doctor  say? 
He  recommends  a  new  restaurant  that  specializes  in  pla 
grilled  fish.  • 
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^  Why  your  IRA  funds  can  work  harder 

in  one  big  basket 

thaninlots0flittleone, 

A  lot  of  investors  end  up  with  IR^ 

you  want  your  money  to  work  harder  C^°UntS  m  dlfferent  places.  But  if 
consolidating  your  different  IRAS  at  y    ^  ^  *  feW  simple  reasons  why 

anguard  makes  sense.  For  starters, 
r  Patently  low  fees  can  help  you  keep 
m°re  of  y°ur  money  working  for  you. 
In  addition,  by  consolidating  all 
your  different  IRA  accounts  into 
a  Vanguard  IRA®,  you  get  one 
easy-to-understand  statement. 
So  whether  your  IRA  holdings 
are  Vanguard® funds,  other 
funds,  or  individual  equities,  all 
those  diversified  assets  become  a  lot 
more  convenient  to  manage.  What's 
more,  when  you  transfer  your  assets  to 


Vanguard,  you  work  with  a  Vanguard 


retirement  specialist.  You'll  get  help 


making  the  transfer,  and  because  we  donV  n 

uont  pay  commissions  you  can  always 
count  on  getting  truly  objective  advice  Tr,  »  •      i  ■ 

CC-  lo  eW  the  benefits  of  a  bigger  basket, 
roll  over  to  Vanguard.  Visit  Vanguard  ™™«  i. 

,  ,  ^  "guard.com  or  call  us  at  1-800-962-5020. 

We  can  help.™ 


www.vanguard.com 


Vanguard 


Call  for  a  fund  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information;  read  and  consider  it  carefully  before  investing.  Mutual  funds  are  subject  to  risk.  Diversification  does  not  assure 
a  profit  or  protect  against  a  loss  in  a  declining  market.  ©  2005  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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AND NOW 
FOR  OUR 
NEXT  ACT. 
HEADLIGHTS 
THAT  SEE 
AROUND 
CORNERS. 


@i_exi_is 


's  not  the  latest  in  espionage  equipment.  Just  our  way  of  helping  you  see  whatever 
ie  around  the  next  bend.  These  ingenious  headlights*  respond  to  curves  by  pivoting 
15  degrees  as  you  turn,  acting  in  much  the  same  way  as  your  peripheral  vision 
Allowing  you  more  of  a  chance  to  respond.  At  Lexus,  we  stay  ahead  of  the  curve, 
u  can,  too.  To  learn  more  about  our  pursuit  of  perfection,  please  visit  lexus.com. 


'Available  on  select  models.  ©  2005  Lexus. 
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Prevent 


MAJOR  INTERNET  THREATS  - 


Proventia  ESP  (Enterprise  Security  Platform)  from  ISS  stops  Internet  threats  before  they  impact  your  business.  With  intrus 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  assu 
regulatory  compliance  and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protection  for  yt 

entire  enterprise.  Download  a  fne  white  paper  at  www.iss.net/ESP/forbes,  or  call  1-800-776-2362. 

ITWORK  &  HOST  INTRUSION  PREVENTION     I      VULNERABILITY  MANAGEMENT     I       MANAGED  SECURITY  SERVIC 

©2005  Internet  Security  Systems  Incorporated.  All  rights  reserved. 


November  18 

FRIDAY 


3 


©Internet|Security|Systems 

Ahead  of  the  Threat 


EQU ITIES    |    FIXED  INCOME    |   GLOBAL  CLEARING   |   INVESTMENT  BANKING   |    WEALTH  MANAGEMENT  | 

Bear  Stearns:  Voted 
America's  Most  Admired 
Securities  Company. 
Again. 

We  are  honored  to  be  America's  Most  Admired  Securities  Company — for 
the  second  time  in  3  years — in  Fortune®  magazine's  2005  "America's  Most 
Admired  Companies"  survey.1  And  to  be  named  Bank  of  the  Year  2004*  as 
well  as  ranking  No.  1  in  Stock  Picking  for  total  returns  over  the  past  seven 
years*"  These  honors  recognize  the  hard  work  and  dedication  of  our  people, 
and  for  that  we  are  deeply  grateful.  But  our  most  heartfelt  thanks  go  to 
our  clients — the  companies,  institutions,  governments  and  individuals — 
whose  long-term  support  and  close  working  relationships  inspire  us. 
Your  success  is  the  truest  measure  of  our  own. 


A  great  deal  depends  on 
working  with  the  right  people. 


FORTUNE 

AMERICA'S  MOST 

2005  ADMIRED  COMPANIES 

Industry  Champion  -  Ranked  #1 


BEAR 
STEARNS 


bearstearns.com 


©2005  The  Bear  Stearns  Companies  Inc.  Bear  Stearns  is  a  registered  trademark  of  The  Bear  Stearns  Companies  Inc.  Bear,  Stearns  &  Co.  Inc.  is  the  broker/dealer  for  The  Bear  Stearns  Companies  Inc.  and 
member  of  NYSE.  NASD  and  SIPC.  Sources  Fortune.  "America's  Most  Admired  Companies"  Survey,  March  7  2005.  FORTUNE  is  a  registered  trademark  of  FORTUNE  magazine,  a  division  of  Time  Inc. 
•Investment  Dealers'  Digest,  January  17,  2005  "Barron's,  January  24.  2C05  Barron's  is  a  registered  trademark  of  Dow  Jones  &  Company,  Inc.  All  rights  reserved. 
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-  n  the  elements.  The  all-new  255  hp  A4.  The  perfect  blend  of  power  and  control 

i  FSie  direct  injection  engine  and  our  brake-wiping  system  -  technology  that 
autom  strcafiy  dries  the  brakes  while  driving,  ensuring  optimal  performance.  In  combination 

quattro®  all-wheel  drive,  an  innovation  pioneered  and  honed  by  Audi 
over  2'  ye         -  rr  ;  A.4  a  car  for  all  seasons.  It's  greater  to  lead  than  follow. 


"Audi."  "M. 
European m 


K    adomarKs  of  AUDI  AG.  "Never  Follow"  is  a  registered  trademark  of  Audi  of  America,  Inc.  ©2005  Audi  of  America.  Inc. 


Forbes 


com 


Home  Page  for  the  World's  Business  Leads 


HOME 


BUSINESS 


TECHNOLOGY       MARKETS        WORK       USTS       PERSONAL  FINANCE  LIFESTYLE 


Forbes.com  Attache 

Keep  your  personal  choice  of  the 
latest  weather,  sports  scores,  news 
and  stock  prices  and  more  always 
on  your  desktop. 

Quotes  &  Research 

Prices,  charts,  news  and  data  for 
funds,  U.S.  companies  and  non- 
US.  Forbes  Global  2000  stocks. 

More  for  Investors 

Streetwalker's  latest  stock  picks,  a 
twice-weekly  Stock  Focus  and  the 
newest  picks  and  pans  from  the 
iiwestment  gurus.  Plus  4  free  and 
36  subscription-based  newsletters. 

Forbes.com  Video  Network 


California  Congresswoman  Nancy 
Pelosi,  Inside  Edition  host  Deborah 
Norville  and  Women's  World 
Banking  President  Nancy  Barry 
talk  with  Tara  Murphy  about  issues 
confronting  women  in  power. 

Business  Research 

PayScale  Report.  Find  out  if  your 
salary  is  competitive. 

IT  Research  Center.  Case  studies, 
white  papers  and  market  research. 
Custom  Research  Center.  Fast, 

practical  answers  to  your  business 

questions. 


Business 

Costly  Calories 

By  Leah  Hoffmann  and  Lacey  Rose 

Weight-conscious  Americans  spent  $46  billion  on  diet 
products  and  self-help  books  last  year.  Much  of  that 
money  was  wasted.  Two-thirds  of  dieters  regain  their  lost 
weight  within  a  year,  according  to  a  government  review. 
Following  commercial  diet  regimes  is  significantly  more 
expensive  than  the  tried-and-true  technique  of  eating  less 
and  exercising  more.  Go  to  Forbes.com  for  the  true  cost  of 
one  week  on  each  of  the  ten  most  popular  diets,  ranging 
from  Jenny  Craig  meals  to  Subway  sandwiches. 

Webcast 

Lessons  of  IT  Consolidation 

By  Forbes.com  staff 

FORBES  Silicon  Valley  bureau  manager  Quentin  Hardy 
talks  with  Matthew  Eastwood  of  IDC  and  IT  leaders  from 
the  Chicago  Stock  Exchange,  Talk  America  and  Vanderbilt 
University  about  how  organizations  are  consolidating 
their  IT  infrastructure  to  cut  costs  and  gain  flexibility. 

Lifestyle 

Coolest  Concept  Cars  of  2005 

By  Dan  Lienert 

Concept  cars  are  the  reason  that  most  people  go  to  auto 
shows.  These  models,  many  of  them  too  funky  to  ever 
make  it  to  the  showrooms,  are  great  indicators  of  future 
trends.  In  the  past  12  months  there  has  been  a  dearth  of 
great  new  show  cars,  though  Ford's  bravura  Shelby  GR-1 
and  the  Chrysler  Firepower  are  notable  exceptions. 
Forbes.com  sorts  through  slim  pickings  for  some  bold 
ideas  that  could  rejuvenate  the  U.S.  auto  industry. 
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Why  let  a  few  things  like  language  barriers, 
customs  regulations  and  vendor  challenges 
stand  in  the  way  of  your  company's  growth? 
Leave  it  to  UPS'. 

Through  our  Supplier  Management  services, 
we'll  help  you  establish  supplier  accountability 
and  maintain  strict  compliance  management 
—  all  to  ensure  the  quality  of  orders  and 
on-time  delivery.  And  we'll  provide  the  online 
tracking  and  reporting  capabilities  that  help 
you  maintain  control  all  along  the  way. 


We  also  offer  the  best  transportation 
solutions  for  your  time  and  cost  parameters. 
And  our  customs  brokerage  and  trade 
consulting  expertise  can  help  you  avoid 
delays  and  penalties. 

You  tell  us  the  market;  we'll  help  you  reach 
it.  With  supply  chain  efficiency  that  brings 
the  world  to  you. 

UPS.com/supplychain  1-800-742-5727 


A  bigger  market  is  out  there.  We  can  help  you  capture 
it  with  a  more  efficient  supply  chain. 
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Hitachi  Global  Storage  Technologies. 
Creating  a  streamlined  supply  chain  to  expand 
existing  markets  and  conquer  new  ones. 


When  the  storage  technologies  of 
Hitachi  and  IBM  combined  in  2003, 
the  new  company,  Hitachi  Global 
Storage  Technologies  (GST)  had  the 
world-class  products  it  wanted.  Now 
it  needed  a  world-class  distribution 
system  to  match. 

To  meet  the  demands  of  existing 
customers  and  pave  the  way  for 
expansion,  Hitachi  GST  chose  UPS 
Supply  Chain  Solutions51"1  —  the  part- 
ner that  was  already  working  with  their 
newly-acquired  IBM  division. 

"Integrating  the  distribution  networks 
of  two  hard  drive  operations  was 
an  enormous  undertaking,"  said 
Hortense  Vasquez,  director  of  world- 
wide logistics  and  warranty  at  Hitachi 
GST.  "The  UPS  Supply  Chain  Solutions 
team  played  a  key  role  in  the  success 
of  the  transition.  They  helped  us 
complete  the  process  quickly  and 
seamlessly  so  that  customers  could 
place  orders  without  interruption." 

A  major  step  taken  by  UPS  Supply 
Chain  Solutions  was  to  help  Hitachi 
GST  reduce  its  number  of  distribution 
facilities  worldwide  from  72  to  52,  and 
combine  all  inventory  and  accounts 
data  into  a  common  IT  platform. 


Moreover,  UPS-  provided  Hitachi 
GST  with  near  real-time  visibility 
throughout  its  global  supply  chain. 
This  enables  the  company  to  meet 
customer  requirements  with  less 
inventory  in  the  pipeline  and  it  allows 
customers  to  plan  manufacturing  based 
on  the  knowledge  that  the  product  will 
be  available  when  it's  needed. 

And  this  is  only  the  beginning. 
Building  on  the  success  of  the 
streamlined  distribution  system, 
UPS  Supply  Chain  Solutions  is  now 
working  with  Hitachi  GST  to  enhance 
its  warranty  claims  process,  leveraging 
The  UPS  Store™  network  and  other 
retail  consolidation  points  as  well  as 
UPS  package  transportation  services. 
All  to  make  Hitachi  GST's  system 
more  user-friendly  and  efficient  for 
customers. 

Vasquez  says,  "UPS  Supply  Chain 
Solutions  continuously  strives  to 
add  value  to  our  global  distribution 
system  so  Hitachi  GST  can  focus  on 
what  it  does  best  —  building  a  broad 
portfolio  of  world-class  storage 
technology  products." 


o  UPS.com/supplychain  or  call  1-800-742-5 
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aiuc  Line* 

State  of  Mind  What  a  tangled  web  we  weave  wr 

the  validity  of  account  books  hangs  not  on  the  form  of  a  tra 
action  but  on  the  ulterior  motives  of  the  people  making 
Prosecutor  Eliot  Spitzer  is  trying  to  catch  insurance  execut 
Maurice  Greenberg  in  this  kind  of  web. 
See  the  cover  story  on  page  82. 

If  this  case  ever  gets  to  a  civil  or 
criminal  trial,  how  are  jurors  going 
to  make  sense  of  it?  Asked  to  judge 
if  there  was  a  "transfer  of  risk"  in  a 
reinsurance  contract,  will  they  review 
a  probability  distribution  function  of 
possible  payouts  and  calculate  a  stan- 
dard deviation?  Will  they  arrive  at  a  dis- 
counted present  value  of  expected 
returns? 

Not  likely.  Instead,  the  government  will  ignore  all  those  ac 
arial  things.  It  will  build  its  case  around  motives:  the  evidet 
that  Greenberg  or  his  minions  desired  a  particular  transaction 
order  to  make  the  financial  statement  look  better.  The  smoki 
gun,  if  it  exists,  will  be  a  shady-sounding  e-mail  along  the  Hi 
of  "Hank  needs  this  for  the  fourth  quarter." 

Wait  a  minute.  If  it's  a  crime  to  do  a  deal  so  your  financi 
look  better,  then  everybody  is  guilty.  The  bank  sells  its  hes 
quarters  at  a  gain  in  order  to  prop  up  shareholders'  equity 
software  vendor  pushes  through  a  sale  in  December  so  it  c 
deliver  on  forecast  earnings.  Do  we  really  want  to  make  mot 
the  determinant  of  what  is  honest  accounting? 

The  Internal  Revenue  Service  has  been  playing  this  game 
years,  with  sometimes  scary  success.  Congress  creates  soi 
wide-open  loophole,  and  then  the  IRS  is  aghast  that  people  ti 
advantage  of  it.  If  the  tax  agents  get  their  way,  any  tax  benefit  y 
claim  is  invalidated  if  they  can  show  your  actions  were  °j 
motivated." 

Guess  what.  Everything  is  tax  motivated.  Do  you  01 
municipal  bonds?  A  college  savings  account?  A  house  in  Gree 
wich?  I  can  prove  that  you  had  the  improper  motive  of  savi 
on  tax  when  you  bought  the  thing.  Your  investment  makes 
economic  sense  otherwise. 

A  tax  motive  case  came  before  the  Supreme  Court  in  19*; 
Knetsch  v.  United  States.  It  was  a  convoluted  affair  involvi 
unintended  consequences  of  the  interest  deduction.  The  justi< 
sided  with  the  IRS.  But  William  O.  Douglas  wrote  a  very  persi 
sive  dissent.  If  the  transaction  is  not  hocus-pocus,  he  said,  th 
the  deduction  is  valid  and  the  motive  irrelevant. 

That  view  is  not  likely  to  sway  a  jury. 


i/v  ^^^^  editof 
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Think  of  us  as  roadside  assistance 
on  the  way  to  mobility. 


For  IT  managers,  the  road  to  mobility  can  sometimes  be 
a  bumpy  one.  It's  no  small  task  extending  network  access 
to  employees,  partners  and  customers  while  at  the  same 
time  ensuring  performance  and  security.  Fortunately, 
there's  Nokia.  Our  Secure  Mobile  Connectivity  portfolio 
delivers  all  the  access  and  reliability  you  need— with 
the  uncompromising  security  your  business  demands. 
Nokia:  with  you  on  the  road  to  mobility. 


The  road  to 

Secure  Mobile  Connectivity 
begins  here. 

Firewall  IP  VPN  SSL  VPN 


nokiaforbusiness.com/americas/smc 


NOKIA 

Connecting  People 
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Featherbed  Investing 

"Costly  Lesson"  (Apr.  25,  p.  100)  is  unbelievably  accurate.  As  a  financial 
planner  who  has  been  frustrated  by  inferior  403b  offerings,  I  developed  the 
403b  Accelerator,  a  platform  that  attempts  to  end 
many  of  the  abuses  you  so  correctly  describe. 
Our  features  include  3,000  mutual  funds, 
no  upfront  or  back-end  loads,  and  most 
unique  of  all:  an  aggregate  of  all 
accounts  throughout  the  country  so 
when  assets  in  the  program  increase, 
fees  decrease.  One  of  our  worries  is 
how  unions,  who  endorse  traditional 
high-end  fee  offerings,  will  react  to  this 
better  opportunity  for  their  members. 

DAVID  MCKNIGHT 
Founder,  Planned  Financial  Consultants 

Southampton,  N.Y. 


Make  That  Chocolate,  Please 

"Who  They  Kidding?"  (Apr.  25,  p.  46) 
carried  a  misleading  headline,  which 
buried  a  trend  in  true  innovation.  The 
story  described  how  some  ice  cream 
companies,  including  Dreyer's,  have 
developed  light  ice  cream  products  with 
half  the  fat  that  taste  like  their  original 
versions.  The  headline  implies  other- 
wise— we  hope  your  readers  were  able 
to  discern  the  real  scoop.  This  is  an 
industry  revolution  in  a  country  that's 
trying  to  cut  fat  from  its  diet  while  pre- 
serving all  the  enjoyment  good  food 
offers.  In  fact,  we're  so  confident  that 
our  new  Dreyer's  and  Edy's  Slow 
Churned  Light  ice  cream  tastes  as  good 
as  our  higher-fat  versions  that  we'll  even 
send  a  free  carton  to  your  headline 
writer — to  make  eating  his  or  her  words 
a  little  easier. 

T.  GARY  ROGERS 
Chief  Executive 
Dreyer's  Grand  Ice  Cream 
Oakland,  Calif. 

Fiber  Deal  Never  Sealed? 

Regarding  your  story  on  Global  Cross- 
ing and  an  alleged  secret,  unwritten 
agreement  with  Softbank,  "With  A 
Winnick  and  a  Nod"  (Apr.  18,  p.  58), 
there  is  key  information  that  shows  this 
did  not  exist.  First,  the  testimony  of 


Ronald  Fisher  is  consistent  with 
contract  that  states  that  Global  Cross 
would  "undertake"  to  resell  any  cap 
ity.  That's  not  a  guarantee.  All  par 
involved  at  Softbank  and  Global  Cr» 
ing  deny  any  secret  agreement  exi 
Further,  Gary  Winnick's  stock  sale  c 
a  four-year  period  represented 
under  30%  of  his  holdings.  His  $25  r 
lion  personal  contribution  for  Glc 
Crossing  employees  to  restore  tl 
401  (k)  losses  was  voluntary  and 
part  of  any  settlement. 

GARY  NAFTA 
Attorney  for  Gary  Wim 
Kramer  Levin  Naftalis  &  Frar 
New  York,  J* 

Covering  Home  Base 

Several    companies  appearing 
our  "Global  2000"  ranking  (Apr. 
should  have  had  Hong  Kong/Ch 
listed  as  their  home.  They  are: 
Hung  Kai  Properties,  Swire  Paci 
Cathay  Pacific  Airways,  Citic  Paci 
CLP  Holdings.  Air  China  sho 
have  been  listed  as  being  headquarte 
in  China. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited 
Please  include  address  and  phone  number. 
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Some  people  think  building  wealth  is  easy.  Hardly  the  case.  Your  Smith  Barney  Financial  Consultant 
knows  it  takes  a  lot  of  elbow  grease,  sound  advice  and  dedicated  teamwork.  You've  worked  hard  to 
get  where  you  are.  You  can  expect  no  less  from  us.  Visit  us  at  www.smithbarney.com  to  find  out  more. 


THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.5 


Smith  Barney^ 

citigroupj 


5  Citigroup  Global  Markets  Inc.  Member  SIPC.  Smith  Barney  is  a  division  and  service  mark  of  Citigroup  Global  Markets  Inc.  and  its  affiliates  and  is  used  and  registered  throughout  the  world.  CITIGROUP  and  the  Umbrella 
are  trademarks  and  service  marks  of  Citicorp  or  its  affiliates  and  are  used  and  registered  throughout  the  world.  THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.  is  a  service  mark  of  Citigroup  Global  Markets  Inc. 
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ROCKETS'  RED  GLARE.  NOW  IN  SILVER.  The  revolution  begins  with 
pe/formance-tuned  suspension  and  a  precise  6-speed  manual.  Top  it  off  with  an  LS6  400-hp 
V8  that  hits  60  mph  in  4.6  seconds,  and  you've  got  something  to  sing  about.  Cadillac  CJS-V  I 


y  Steve  Forbes,  editor-in-Chief 

With  all  thy  getting  get  understanding" 


The  Oil  Bubble 


about  to  burst.  Don't  be  surprised  to  see  oil  at  $30  to  $35  a 
irrel  within  12  months. 

The  chief  reason  petroleum  prices  have  surged  is  the  Federal 
eserve's  inadvertent  inflationary  monetary  policy  that  began  in 
le  fall  of  2003.  Inflation  begets  speculation.  There's  hardly  a 
sdge  fund  in  the  country  that  hasn't  taken  fliers  on  petroleum 
itures.  Inventories,  already  very  high,  are  surging  in  anticipa- 
□n  that  oil  is  headed  even  higher.  Goldman  Sachs'  prediction 
lat  oil  could  go  as  high  as  $105  a  barrel  is  a  sure  sign  that  prices 
•e  peaking:  We  haven't  heard  such  talk  since  the  early  1980s, 
ist  before  oil  went  into  a  devastating  deflationary  spiral. 

High  prices  at  the  gasoline  pumps  have  hurt  us  economi- 


cally. The  longer  this  bubble  expands,  the  greater  financial  fallout 
when  the  thing  finally  pops.  That's  why  the  White  House  should 
prick  this  bubble  now  by  selling  oil  from  the  Strategic  Petroleum 
Reserve.  The  reserve  is  at  a  record  level,  some  700  million  bar- 
rels. At  the  least,  Washington  should  stop  adding  to  it. 

The  Federal  Reserve,  of  course,  must  do  its  anti-inflation- 
ary part  by  removing  excess  dollars  from  the  economy.  For  a 
variety  of  reasons,  gold  is  the  best  barometer  of  monetary  dis- 
turbances. Its  current  price,  though  down  from  its  recent 
highs,  is  still  firmly  in  inflationary  territory.  If  the  yellow  metal 
dips  below  $400  an  ounce,  then  the  Fed — and  the  rest  of  us — 
can  rest  easy. 


Free  the  Telecosm! 


ONGRESS  IS  THREATENING  TO  REWRITE  THE  1996  TELECOM- 
lunications  Act.  God  help  us.  Some  key  advocates  of  revisiting 
lis  bill  show  no  sign  of  understanding  how  much  the  world  has 
langed  since  Theodore  Vail  created  the  "natural  monopoly"  of 
F&T  nearly  a  century  ago. 

That  1996  piece  of  legislation  ended  up  immensely  harming 
le  economy  and  our  competitiveness.  It  forthrightly  refused  to 
:cognize  that  the  Internet  was  obliterating 
aditional  barriers  between  long-distance 
id  local  telephone  calls  and  between  tele- 
bony,  TV,  radio  and  cable.  One  of  its  most 
aleful  provisions  forced  legacy  phone 
impanies  to  lease  their  equipment  to 
ould-be  competitors  at  subsidized  rates, 
's  no  surprise  old-line  companies  saw  lit- 
e  incentive  to  upgrade  equipment.  That 
rovision  does  to  telephony  what  rent  con- 
ol  does  to  new  and  existing  housing. 

Other  countries  are  surging  ahead  of 
le  U.S.  in  broadband.  We  now  rank  13th 
i  the  world  in  broadband  penetration.  South  Korean  house- 
olds  have  available  to  them  some  40  times  the  broadband 
ipacity  that  is  available  to  American  households.  Technologi- 
jlly,  we  stand  to  become  a  nation  of  horse-drawn  carriages  in 
l  era  of  automobiles. 

If  Congress  truly  wants  to  help,  it  should  simply  declare  that 
r  a  date  certain  the  traditional  barriers  between  TV,  radio,  tele- 
nony,  cable,  wireless  and  satellite  will  be  eliminated.  Any  com- 
ply can  then  go  into  any  field  it  wants.  With  no  price  controls, 
j  Only  free  markets  can  sort  out  how  new  technologies  and 
Hivery  systems  will  work.  Legislators  and  regulators  are  no 
ibstitute  for  entrepreneurial  innovators  and  consumers. 


Earth  to  Congress  and  the  FCC:  Time  to 
untangle  the  telecom  mess  you've  created 


In  the  meantime,  the  Federal  Communications  Commission 
on  its  own  should: 

•  Preempt  states  from  regulating  telecommunications,  on  the 
grounds  that  telecommunications  is  clearly  an  interstate  com- 
merce enterprise.  Each  state's  regulating  this  area  is  similar  to 
each  state's  having  its  own  currency  and  central  bank. 

•  Unambiguously  deregulate  high-speed  cable  modems  and 
digital  subscriber  lines. 

•  Immediately  make  new  prime  radio 
spectra  available  for  commercial  wireless 
operators. 

•  Make  it  clear  that  phone  companies  that 
provide  fiber-optic  cable  to  neighbor- 
hoods and  homes  will  be  totally  deregu- 
lated— and  no  longer  forced  to  rent  those 
lines  at  regulated  rates  to  others. 

•  Exempt  Internet  telephony  from  tradi- 
tional telephone  taxes.  (In  fact,  Congress 
should  repeal  the  3%  federal  telephone 
excise  tax  enacted  more  than  100  years  ago 

to  help  pay  for  the  Spanish- American  War.) 

Critics  will  squawk  that  deregulation  might  deny  some  indi- 
viduals access  to  phone  service.  Rather  than  muck  up  industry 
pricing  to  subsidize  certain  consumers,  Washington  should 
make  the  subsidy  aboveboard  and  direct.  Leave  pricing  mecha- 
nisms alone. 

Sweeping  deregulation  would  break  the  dam  on  capital 
investment.  New  competitors  would  spring  up.  Electric  power 
companies  would  hasten  efforts  to  find  ways  to  provide  voice  and 
video  networks  over  their  existing  lines.  Instead  of  lagging  the 
world  in  this  critical  area,  we  would  quickly  lead  it,  just  as  we  did 
with  microchips,  fiber  optics  and — until  recently- — the  Internet. 
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Experience  Counts— Use  It 


AT  LONG  LAST  WE  MIGHT  BE  REACHING 
some  sane  decisions  on  the  issue  of  raising 
the  mandatory  retirement  age  for  commer- 
cial airline  pilots.  In  1959  the  Federal  Avia- 
tion Administration  arbitrarily  decreed  that 
commercial  pilots  had  to  retire  at  age  60, 
not  because  of  any  scientific  studies,  but 
because  the  then-head  of  American  Airlines 
wanted  to  force  out  older — therefore  more 
expensive — pilots  as  American  converted  to 
jet  aircraft. 

The  retirement  age  for  pilots  is  63  or 
higher  in  more  than  50  countries,  and  there 
has  been  no  deleterious  impact  on  airline  safety.  In  fact,  studies 
have  demonstrated  that  older,  healthy  pilots  make  fewer  errors 
than  their  younger  brethren.  Remember,  those  who  captain  an 
aircraft  must  undergo  rigorous  physical  exams  every  six 
months.  To  mollify  worrywarts,  we  could  mandate  such  thor- 
ough medical  checkups  every  three  months. 


Real  life  shows  that  veteran  pilots  are  an 
asset,  not  a  to-be-discarded  liability. 


In  the  past  the  largest  pilots'  uni 
fought  against  raising  the  retirement 
because  older  pilots  received  generous  p 
sions  when  they  were  forced  out  and  youn 
ones  were  eager  to  take  the  open  slots 
advance  their  own  careers.  Recent  ha 
experience  is  now  changing  those  attituc 
The  surety  of  pilot  pension  funds  is  incre 
ingly  coming  into  question.  Washingto 
Pension  Benefit  Guaranty  Corp.  has  aire; 
had  US  Airways'  pension  program  dumi. 
on  it  and  may  soon  end  up  with  United 
Pilots  are  discovering  that  their  once-lav 
retirement  payouts  will  be  a  fraction  of  what  they'd  anticipa 
not  so  very  long  ago.  Many  would  prefer  to  work  a  few  ye 
longer.  Younger  pilots  have  been  furloughed  by  the  thousands! 

As  more  than  one  wag  has  observed,  the  question  of  mor 
has  moved  the  subject  of  mandatory  retirement  in  a  way  tl 
rational  medical  science  never  could. 


This  Foul  Fish  Won't  Stay  Caught 


The  Broker — by  John  Grisham  (Doubleday,  $27.95).  America's 
great  storyteller  has  spun  a  tale  that  tantalizingly  combines  spy- 
thriller  adventure  and  intrigue  with  a  tour-de-force  tour  guide  of 
Bologna,  Italy.  The  protagonist,  Joel  Backman,  is 
unveiled  as  an  odious,  corrupting,  utterly  amoral 
superlobbyist,  who  lands  in  solitary  confinement  at 
a  federal  maximum  security  prison  after  trying  to 
hawk  to  the  highest  bidder  a  software  system  that 
can  render  useless  a  supersophisticated  satellite  sys- 
tem that  the  U.S.  previously  hadn't  known  existed. 

The  long-lasting  and  paranoid  head  of  the 
CIA — who  is  also  an  exquisite  infighter — con- 
vinces the  just-defeated,  bumbling  President  (he 
lost  every  state  but  Alaska  in  his  reelection  bid)  to  issue  a  par- 
don to  the  imprisoned  power  broker,  Backman.  The  plan: 


Whisk  Backman  out  of  the  country  to  Italy,  supplying  him  w 
a  new  identity.  Then  let  intelligence  agencies  in  China,  Russ 
Israel  and  Saudi  Arabia  know  where  he  is  and  see  who  ends 
killing  him.  That  way,  the  CIA  head  figures,  h< 
know  which  country  is  operating  the  previou 
unknown  satellite  system. 

Backman  gradually  morphs  from  a  hate 
Marc  Rich-like  character  into  someone  more  syi 
pathetic,  as  he  attempts  to  turn  the  tables  on  t 
CIA  and  his  pursuers.  There's  no  end  to  page-tur 
ing  intrigue  and  thrills.  But  along  the  way  we  get  t 
bonus  of  a  first-rate  tour  of  Bologna  as  Backm 
learns  about  its  food,  monuments,  architectu 
politics  and  even  a  bit  of  its  WWII  history.  Grisham  brin 
Bologna  intriguingly  to  life  in  a  way  no  guidebook  ever  has. 


RESTAURANTS:  GO,  C     SIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


©  San  Domenico— 240  Central  Park  South,  between  Broadway 
and  Seventh  Ave.  (Tel.:  212-265-5959).  This  old  friend  is  hop- 
ping, and  the  food  is  better  than  ever.  For  a  starter,  try  the  clas- 
sic uovo  in  raviolo — a  poached  egg  and  delicate  cheeses  hid- 
den within  the  large  raviolo  with  hints  of  truffle.  For  main 
courses  the  dorade  and  the  veal  are  wonderful.  For  dessert 
don't  miss  the  panna  cotta  or  the  cannolo  aperto. 

FScwr  dc  Se!~5  East  20th  St.  (Tel.:  212-460-9100).  Intimate 
and  wonderful  Fabulous  appetizer:  lobster  salad  with  black 
truffle  mayo,  Asian  pear,  baby  celery  and  vanilla  cider  vinai- 
grette. Sensational  main  courses:  sugar  cane-and-coffee-mari- 


nated  pork  chops  with  white  sweet  potato  puree;  and  roastec 
rack  of  lamb  with  braised  endive,  stuffed  with  apples  anc 
served  with  a  horseradish  cream.  Desserts  are  every  bit  as  good 
•  Tia  Pol— 205  Tenth  Ave.,  between  22nd  and  23rd  street: 
(Tel.:  212-675-8805).  Another  tiny  spot  that  delivers  big  fo: 
those  willing  to  go  a  bit  out  of  the  way  for  a  spectacular  meal 
The  tapas  are  some  of  the  most  delicious  in  town — ham-and 
cream-filled  croquettes,  thick  chunks  of  real  chorizo,  a  variec 
and  scrumptious  sampling  of  Spanish  cheeses.  For  a  mair 
course,  try  the  thin  slices  of  rare  duck  breast.  The  flan  anc 
torta  are  perfect.  F 
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VISIBILITY  IN  A  FOG  OF  DATA. 

[Transform  any  kind  of  data  into  actionable  information.] 


HYPERION  BUSINESS  PERFORMANCE  MANAGEMENT 


Imagine  if  you  could  coordinate  all  the  information  of  your  different  business  units  and  take  action 
in  the  same  coordinated  fashion.  Now  you  can.  Thanks  to  Hyperion.  See  what  happens  when  you 
transform  business  intelligence  into  Business  Performance  Management  at  www.hyperion.com 


YOU  CAN'T  RIDE  OFF  INTO  THE  SUNSET  IF  YOUR  NEST  EGG  WON'T  CARRY 

We're  big  believers  in  a  long-term  retirement  plan  based  on  objective  financial  advice.  And  in  having  a  fir 


other  comments 


It  is  better  to  wear  out  than  to  rust  out. 

—BISHOP  RICHARD  CUMBERLAND 


Rewarding  Vice,  Punishing  Virtue  The 

death  tax  rewards  the  very  life  of  lavish  and  unproductive  con- 
sumption it  is  intended  to  discourage.  This  tax  says  to  the 
elderly:  Live  high  on  the  hog;  wrap  yourself  in  every  material 
comfort;  eat,  drink,  be  merry.  You  can't  take  it  with  you,  and  you 
can't  leave  most  of  it  to  your  kids.  Your  goal  is  to  die  broke — the 
ultimate  form  of  tax  avoidance.  Meanwhile  the  frugal  man  or 
woman  who  scrimps  and  saves  and  selflessly  builds  up  a  legacy 
to  leave  to  his  and  her  children  is  clobbered  by  a  death  tax  that 
allows  the  IRS  to  snatch  [nearly]  half.  Through  the  death  tax,  we 
reward  vice  and  punish  virtue.  Where  is  the  tax  fairness  in  that? 

—STEPHEN  MOORE,  president,  Free  Enterprise  Fund, 

Washington  Times 

Wrong  Path  To  many  observers,  the  FCC  is  marching  down 
a  path  of  deregulation.  One  leading  newspaper  recendy  advised  the 
new  FCC  chairman,  Kevin  Martin,  "to  continue  down  [the]  dereg- 
ulatory  path."  Surely  this  path  must  be  paved  with  fewer  regula- 
tions. But,  just  as  the  road  to  hell  is  paved  with  good  intentions, 
FCC  rules  occupy  as  many  weighty  tomes  today  as  nine  years  ago. 
Could  the  FCC  be  on  a  less  cosdy  path  than  before?  Sadly,  this  is  not 
the  case  either.  The  FCC's  budget  in  fiscal  year  1996  was  $186  mil- 
lion. In  2005  it  stands  at  $281  million,  and  the  FCC  is  one  of  the  few 
agencies  that  the  Administration  proposes  to  increase  in  2006  to 
$304  million,  a  substantial  8%  increase.  One  would  expect  that  the 
current  deregulatory  path  must  have  lower  taxes  and  fees.  Would  that 
it  were  so.  Nine  years  ago  there  was  no  federal  universal  service  fund 
fee.  Four  years  ago,  it  was  6.6%;  today  it  stands  at  a  whopping  1  i.  1%. 

Of  course,  each  recent  FCC  chairman  can  point  to  many  ex- 
amples of  real  deregulation  during  his  tenure.  But  none  can  claim 
unequivocally  that  the  structure  of  regulation  was  substantially 
diminished.  Deregulation  has  been  the  exception,  not  the  rule. 

—HAROLD  FURCHTGOTT-ROTH,  New  York  Sun 


Potent  Thought  One  of  the  great  paradoxes  ab 
omnipotence  is  that  we  need  to  feel  it  early  in  life,  and  los 
early  in  life,  in  order  to  achieve  a  healthy,  realistic,  yet  excit 
sense  of  potency  later  on. 

—FRED  ROGERS,  The  World  According  to  Mister  Ro; 

Retire  This  Rule  Right  now,  the  U.S.  kicks  commer 
airline  pilots  out  of  the  cockpit  before  they  hit  their  60th  birthday, 
a  thorny  issue.  Gray-haired  pilots  have  the  advantage  of  extensive 
wide-ranging  experience  at  the  controls,  enabling  smart,  w 
informed  decision-making— which  is  just  what  you  want  if,  se 
plane  runs  into  trouble.  Consider  that,  in  1989,  United  Airlines  C 
David  Cronin  flew  a  Boeing  747  back  to  Honolulu  after  a  large : 
tion  of  the  fuselage  blew  out,  sucking  nine  passengers  to  their  dea 
Two  of  four  engines  quit  and  wing  flaps  were  damaged,  but  C 
Cronin's  flying  skills  saved  327  passengers.  Then,  within  a  month 
was  deemed  too  old  to  fly.  That  same  year,  Capt.  Al  Haynes  gui 
a  crippled  United  DC- 10  to  Sioux  City,  Iowa,  using  different  thj 
from  right  and  left  engines  to  steer  the  plane  when  hydraulic  sysfe 
failed.  It  was  a  remarkable  feat  of  airmanship,  and  184  pec 
survived  Flight  232.  Two  years  later,  Capt.  Haynes  had  to  ret 
But  pressure  is  building  for  change.  The  current  "Age  60  Ri 
was  drafted  in  1959,  and  critics  note  that  we're  all  living  longer  n 
If  70  is  the  new  60,  why  not  let  pilots  work  to  65,  the  thinking  g< 
—SCOTT  MCCARTNEY,  Wall  Street  Jow 

Spy  Hunt  [Teddy]  prepared  for  the  day  when  moles  wo 
leak  the  word  of  Backman's  whereabouts.  To  tip  the  Chinese,  anc 
so  in  a  manner  that  would  not  arouse  suspicion,  Teddy  began  lo 
ing  for  the  perfect  snitch.  Her  name  was  Helen  Wang,  a  fifth-ger 
ation  Chinese  American  who'd  worked  for  eight  years  at  Langle 
an  analyst  on  Asian  issues.  She  was  smart,  attractive,  and  spoke  p 
able  Mandarin  Chinese.  Teddy  got  her  a  temporary  assignmen 
the  State  Department,  and  there  she  began  cultivating  contacts  v 
diplomats  from  Red  China,  some  of  whom  were  spies  themse 
and  most  of  whom  were  constandy  on  the  prowl  for  new  agem 
The  Chinese  were  notorious  for  their  aggressive  tactics  in 
cruiting  spies.  Each  year  25,000  of  their  students  were  enrolle« 
American  universities,  and  the  secret  police  tracked  them  all.  C 
nese  businessmen  were  expected  to  cooperate  with  central  in 
ligence.  The  thousands  of  American  companies  doing  busir 
on  the  mainland  were  monitored.  Their  executives  were  researc 
and  watched.  The  good  prospects  were  sometimes  approache 

— The  Broker,  by  JOHN  GRISH 

Flextime  The  brain  is  a  wonderful  organ;  it  starts  work 
the  moment  you  get  up  in  the  morning  and  does  not  stop  u 
you  get  to  the  office. 

—ROBERT  FROST 
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all  adds  up  to  5  stars. 


t,  consider  the  front  side  and  side  curtain  airbags.Then,  add  to  that  the  rigid 
ty  cage.  Next,  bear  in  mind  the  front  and  rear  crush  /ones.  Finally,  take  into 
Hint  the  Traction  Control  System  (TCS)  and  anti-lock  braking  (ABS).  And 
ember,  it  all  comes  standard.  Just  like  the  5-star  frontal-crash-test  safety  rating* 


©  HONDA 


The  Accord  V-6  Sedan 


.com  1-800-33-Honda  "National  I  lighway Traffic  Safety  Administration  frontal  crash  test:  February  200.5.  EX  V-6  model  shown.® 2004 American  I  londa  Minor  Co.,  Inc. 


the  |'M  TIED  TO 

MY  DESK  ERA  IS  OVER 


Microsoft' Office  has  evolved.  Have  you? 

After  all,  the  way  we  work  has  changed.  In  today's 
workplace,  you  need  the  freedom  to  work  from 
anywhere — not  just  your  desk.  That's  why  the 
latest  version  of  Microsoft  Office  allows  you  access 
from  almost  anywhere,  on  your  terms.  Go  beyond 
typical  cell  phones  and  Web-based  e-mail. 
Step  up  to  "desk-like"  connectivity  to  your  data 
through  a  variety  of  Windows  Mobile'M-based 
devices.  It's  time  to  evolve  the  way  you  work. 
Discover  how  at  microsoft.com/office/evolve 


We  should  upgrade  our 
Office  97  one  of  these  days. 


Now  would  be  good. 


Office 


Microsoft' 


Kt  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  otht 


urrent  Events 


Paul  Johnson 


Five  Marks  of  a  Great  Leader 


BOTH  BUSINESS  AND  POLITICS  LEADERSHIP  MATTERS  MORE 
n  does  any  other  personal  factor.  A  country  with  a  first-class 
der  can  punch  above  its  weight  class  (look  at  Britain  under 
rgaret  Thatcher).  Admiration  for  a  company's  chairman/ 

0  is  sure  to  be  reflected  in  the  share  price.  But  what  makes  a 

1  leader?  How  can  we  recognize  one? 

loral  courage.  This  matters  most.  It  is  the  willingness  to  stick  to 
:'s  beliefs,  to  pursue  a  course  of  action  in  the  face  of  overwhelm- 
criticism,  great  adversity  and,  not  least,  the  faintheartedness  of 
nds  and  allies.  This  kind  of  courage  is  always  in  short  supply — 
I  never  more  so  than  today.  President  George  Bush  and  Prime 
nister  Tony  Blair  have  demonstrated  it  in  standing  by  their  Iraq 
icy,  now  seen  to  be  a  success  but  earlier  marked  by  a  long  period 
lisheartening  reversals.  The  late  John  Paul  II  also  exhibited  moral 
irage.  He  put  the  principles  in  which  he  believed  at  die  center  of 
actions,  defying  criticism  inside  and  outside  his  church. 
A  single  spasm  of  courage  is  not  enough.  It  is  that  which  is 
iwn  over  the  long  haul  that  demands  the  most  of  a  man  or 
man  and  ultimately  brings  the  best  results.  That  was  the  kind 
)bstinate,  persistent,  self-reinforcing  courage  shown  by  Abra- 
n  Lincoln  during  the  Civil  War  and  Winston  Churchill  dur- 
the  lonely  struggle  against  Hider.  It  was  notably  lacking  dur- 
;  the  Vietnam  War — the  reason  that  war  was  lost.  It  is, 
vever,  present  in  Iraq,  where  victory  is  now  within  our  grasp, 
udgment.  Courage  without  judgment  is  poindess  and  may  be 
lgerous.  What  makes  a  person  judge  wisely?  It  is  not  intelli- 
ice,  as  such.  Clever  people  with  enormously  high  IQs  often 
w  scarifyingly  bad  judgment.  Nor  is  it  education.  When  I  need 
'ice,  I  rarely  turn  to  someone  with  first-class  honors  from  a  top 
versity.  I  turn  to  someone  who  has  knocked  about  the  world 
I  cheerfully  survived  "the  slings  and  arrows  of  outrageous  for- 
e."  One  man  to  whom  I  turned  for  his  judgment  was  Ronald 
gan.  Though  not  a  scholar  by  any  gauge,  he  almost  invariably 
ged  correcdy  on  the  few  big  issues  that  really  matter. 
Being  able  to  judge  well  is  often  linked  to  an  ability  to  mix  with 
learn  from  other  people — not  so  much  from  experts  but  from 
"imon  people,  those  who  lack  the  arrogance  of  power  or  the 
ire  to  show  off  their  intelligence  but  who  nevertheless  think 
ply  about  life's  trials.  A  person  of  judgment  develops  the  habit  of 
ng  questions  of  such  wise  people  and  listening  to  their  replies, 
sense  of  priority.  In  running  a  country  or  a  vast  business,  one  is 
id  with  countless  problems,  huge  and  insignificant,  and  has  to 
Ice  decisions  about  all  of  them.  Clever  leaders  (I'm  thinking  of 
ues  Chirac)  often  have  a  habit  of  pouncing  on  minor  issues  and 


pushing  them  at  all  costs,  even  to  the  detriment  of  their  real  inter- 
ests. Sorting  out  die  truly  big  from  the  small  takes  an  innate  horse 
sense  that's  not  given  to  most  human  beings.  It  has  little  to  do  with 
intelligence,  but  it  is  nearly  always  the  hallmark  of  a  great  leader. 

•  The  disposal  and  concentration  of  effort.  Leaders  must  allocate 
their  time  and  energy.  As  a  schoolboy  right  after  World  War  II,  I  had 
the  good  fortune  to  get  a  minute  of  Winston  Churchill's  time. 
"Mr.  Churchill,  sir,"  I  asked,  "to  what  do  you  attribute  your  success 
in  life?"  He  replied  instantiy,  "Conservation  of  energy.  Never  stand 
up  when  you  can  sit  down,  and  never  sit  down  when  you  can  lie 
down."  Of  course,  Churchill  was  making  a  joke,  but  he  was  also 
making  a  serious  point.  Whenever  possible  he  did  all  his  letter  writ- 
ing and  telephoning  in  bed,  before  getting  up.  Then  he'd  come 
bounding  out,  fresh  and  eager,  ready  for  the  real  action  of  the  day. 

•  Humor.  This  is  a  key  element  of  leadership,  and  I  can  think  of  few 
successful  leaders  totally  devoid  of  a  sense  of  humor.  Even  Helmuth 
von  Moltke,  the  austere  German  strategist,  laughed  twice — once 
when  told  a  certain  French  fortress  was  impregnable,  and  once 
when  his  mother-in-law  died.  Stalin  himself  had  humor,  though 
chiefly  of  a  gallows  bent.  Margaret  Thatcher  was  said  by  her  ene- 
mies to  have  no  sense  of  humor,  but  I  often  made  her  laugh.  Once 
or  twice  I  heard  her  tell  jokes  with  great  success,  as,  for  example, 
when  she  delivered  her  feminist  maxim  at  a  dinner  attended  by  600 
men:  "The  cocks  may  crow,  but  it's  the  hen  that  lays  the  egg." 

Two  leaders  virtually  governed  through  jokes:  President  Lin- 
coln, who  had  a  vast  repertoire  of  homespun  stories,  all  pointed; 
and  President  Reagan,  who  communicated  chiefly  through  one- 
liners,  of  which  he  had  many  thousands,  that  covered  every  pos- 
sible occasion.  A  subordinate  always  serves  more  zealously  and 
obeys  more  faithfully  a  leader  who  can  joke,  and  the  public — 
painfully  aware  of  the  harshness  of  life — warms  to  a  potentate 
who  can  make  them  laugh. 

Do  physical  characteristics  matter?  This  is  an  unsolved,  insol- 
uble historical  puzzle.  George  Wishington  was  a  then-uncommon 
6  foot  2  inches,  and  his  height  was  a  huge  asset,  in  war  and  politics. 
It  made  him  prominent  without  his  ever  having  to  push.  Charles 
de  Gaulle  was  similar  in  that  way,  and  he  always  sought  out  tall 
men.  At  John  F.  Kennedy's  funeral  De  Gaulle  insisted,  "Presentez- 
moi  ce grand  homme. "  The  homme  turned  out  to  be  John  Kenneth 
Galbraith.  However,  most  of  the  really  tall  men  I've  known 
turned  out  to  be  political  flops.  It's  worth  remembering  that  both 
Napoleon  and  his  nemesis  the  Duke  of  Wellington  were  short. 

No,  size  does  not  matter,  but  courage,  judgment,  discern- 
ment and  humor  are  indispensable.  F 
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Ten  Laws  of  the  Modern  World 


Moore's  Law.  Listen  to  a  billionaire  explain  why  an  under- 
nding  of  Moore's  Law  is  a  key  to  unlocking  business  riches. 
>n  Valentine  founded  Sequoia  Capital  in  1972  and  presided 
sr  early  investments  in  Apple,  Electronic  Arts,  Cisco,  Yahoo 
d  Google.  He  once  told  me  the  secret  to  his  success:  "That's 
;y.  I  just  follow  Moore's  Law  and  make  a  few  guesses  about  its 
nsequences."  This  April  marked  the  40th  anniversary  of  Gor- 
n  Moore's  famous  dictum.  In  1 965  Moore  (he  cofounded 
el  three  years  later)  noted  that  components  on  silicon  chips 
re  doubling  every  year.  In  1975  he  amended  that  to  every  two 
irs.  Today  Moore's  Law  has  transcended  silicon  chips.  It  has 
:ome  a  way  of  saying  that  all  digital  stuff,  from  PCs  to  cell 
ones  to  music  players,  get  twice  as  good  every  18  to  24 
>nths — at  the  same  price  point.  Projecting  from  Moore's  Law, 
iture  capitalist  Valentine  saw  a  future  of  personal  computers, 
nes,  routers  and  search  engines.  Now,  go  project! 
rhe  Back  Side  of  Moore's  Law.  This  one  says  that  digital  stuff 
:s  30%  to  40%  cheaper  every  year — at  the  same  performance 
int.  The  back  side  of  Moore's  Law  is  why  your  $299  Treo  650 
is  powerful  as  a  $3,500  Compaq  PC  was  in  1988.  It's  why 
ndreds  of  millions  of  Chinese  and  Indians  now  own  their 
rsonal  portals  to  the  global  economy. 
Indy  and  Bill's  Law.  The  origin  of  this  was  a  funny  one-liner 
d  at  computer  conferences  in  the  1990s.  It  went  like  this: 
mat  Andy  giveth,  Bill  taketh  away."  It  meant  that  every  time 
idy  Grove  (then  CEO  of  Intel)  brought  a  new  chip  to  market, 
1  Gates  (then  CEO  of  Microsoft)  would  upgrade  his  software 
d  soak  up  the  new  chip's  power.  But  beyond  the  laugh,  there's 
;p  truth.  Moore's  Law  constantly  enables  new  software.  Often 
:  new  software  is  just  an  incremental  improvement.  But  every 
t  years  the  world  gets  a  wild  breakthrough — graphic  comput- 
5  in  the  1980s,  Web  browsers  in  the  1990s,  fast  search  engines 
lay.  Next?  Surely  something  amazing. 
Metcalfe's  Law.  This  one's  named  after  Robert  Metcalfe,  the 
entor  of  the  computer  networking  protocol  Ethernet.  Met- 
fe  said  the  usefulness  of  a  network  improves  by  the  square  of 
number  of  nodes  on  the  network.  Translation:  The  Internet, 
3  telephones,  grows  more  valuable  as  more  join  in.  This  is 
n  Ebay  grew  so  profitable  so  fast. 

iilder's  Law:  Winner's  Waste.  The  futurist  George  Gilder  wrote 
but  this  a  few  years  ago  in  a  Forbes  publication.  The  best  busi- 
ts  models,  he  said,  waste  the  era's  cheapest  resources  in  order 
conserve  the  era's  most  expensive  resources.  When  steam 
tame  cheaper  than  horses,  the  smartest  businesses  used  steam 
li  spared  horses.  Today  the  cheapest  resources  are  computer 
per  and  bandwidth.  Both  are  getting  cheaper  by  the 
[r  (at  the  pace  of  Moore's  Law).  Google  is  a  successful 


business  because  it  wastes  computer  power — it  has  some 
120,000  servers  powering  its  search  engine — while  it  conserves 
its  dearest  resource,  people.  Google  has  fewer  than  3,500 
employees,  yet  it  generates  $5  billion  in  (current  run  rate)  sales. 

•  Ricardo's  Law.  The  more  transparent  an  economy  becomes,  the 
more  David  Ricardo's  19th-century  law  of  comparative  advan- 
tage rules  the  day.  Then  came  the  commercial  Internet,  the 
greatest  window  into  comparative  advantage  ever  invented. 
Which  means  if  your  firm's  price-value  proposition  is  lousy,  too 
bad.  The  world  knows. 

•  Wriston's  Law.  This  is  named  after  the  late  Walter  Wriston,  a 
giant  of  banking  and  finance.  In  his  1992  book,  The  Twilight  of 
Sovereignty,  Wriston  predicted  the  rise  of  electronic  networks 
and  their  chief  effect,  he  said  capital  (meaning  both  money  and 
ideas)  when  freed  to  travel  at  the  speed  of  light  "will  go  where  it 
is  wanted,  stay  where  it  is  well-treated.. . ."  By  applying  Wriston's 
Law  of  capital  and  talent  flow,  you  can  predict  the  fortunes  of 
countries  and  companies. 

•  The  Laffer  Curve.  In  the  1970s  the  young  economist  Arthur 
Laffer  proposed  a  wild  idea.  Cut  taxes  at  the  margin,  on  income 
and  capital,  and  you'll  get  more  tax  revenue,  not  less.  Laffer  rea- 
soned that  lower  taxes  would  beckon  risk  capital  out  of  hiding. 
Businesses  and  people  would  become  more  productive.  The  pie 
would  grow.  Application  of  the  Laffer  Curve  is  why  the  U.S. 
boomed  in  the  1980s  and  1990s,  why  India  is  rocking  now  and 
why  eastern  Europe  will  outperform  western  Europe. 

•  Drucker's  Law.  Odd  as  it  seems,  you  will  achieve  the  greatest 
results  in  business  and  career  if  you  drop  the  word  "achieve- 
ment" from  your  vocabulary.  Replace  it  with  "contribution," 
says  the  great  management  guru  Peter  Drucker.  Contribution 
puts  the  focus  where  it  should  be — on  your  customers,  employ- 
ees and  shareholders. 

•  OgHvy's  Law.  David  Ogilvy  gets  my  vote  as  the  greatest  advertis- 
ing mind  of  the  20th  century.  The  founder  of  Ogilvy  &  Mather 
(now  part  of  WPP)  left  a  rich  legacy  of  ideas  in  his  books,  my 
favorite  being  Ogilvy  on  Advertising.  Ogilvy  wrote  that  whenever 
someone  was  appointed  to  head  an  office  of  O&M,  he  would  give 
the  manager  a  Russian  nesting  doll.  These  dolls  open  in  the  mid- 
dle to  reveal  a  smaller  doll,  which  opens  in  the  middle  to  reveal  a 
yet  smaller  doll . . .  and  so  on.  Inside  the  smallest  doll  would  be  a 
note  from  Ogilvy.  It  read:  "If  each  of  us  hires  people  who  are 
smaller  than  we  are,  we  shall  become  a  company  of  dwarfs.  But  if 
each  of  us  hires  people  who  are  bigger  than  we  are,  we  shall 
become  a  company  of  giants."  Ogilvy  knew  in  the  1950s  that  peo- 
ple make  or  break  businesses.  It  was  true  then;  it's  truer  today.  F 


FOrl)t?S  I  Vis'f  R'ch  Karlgaard's  home  page  at  www.life2where.com 
^mmmmmm..      \  or  e-mail  him  at  publisher@forbes.com. 
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The  Jungle  Can  Be  Rough 


j 


Iohn  J.  Shalam,  founder  and 
longtime  boss  of  Hauppauge, 
N.Y.     electronics  maker 
Audiovox,  is  the  latest  business 
tycoon  to  assert  publicly  that  he 
was  tricked  into  thinking  he  could 
a  JPW  duck  taxes  on  big  capital  gains.  In  a 

■  %J^k  ^ew  York  federal  court  he  just 

sued,  among  others,  accountancy 
4-7  ':    KPMG,  law  firm  Sidley  Austin 

I^^ZSL X^S^I  Brown  &  Wood  and  tired  partner 
R.J.  Ruble,  defendants  who  in  similar  cases  have  denied  liability. 
Shalam's  claim:  He  paid  $3.85  million  for  a  strategy  utilizing 
foreign  currencies  and  bank  loans  to  avoid  taxes  on  a  $50  mil- 
lion stock-sale  gain  in  2000,  although  defendants  knew  the  feds 
would  frown.  Shalam,  who  with  supervoting  shares  controls 
Audiovox,  says  he  later  paid  $14  million  in  back  taxes  and  inter- 
est. KPMG,  which  was  also  Audiovox's  corporate  auditor  at  the 
time,  was  replaced  in  2003.  Shalam's  no-tax  ploy  included  cre- 
ation of  something  called  Congo  Ventures.  — Janet  Novack 

Money  Talks  Louder  Than  Words 

While  Morgan  Stanley  head  Philip  J.  Purcell  fights  for  his  job, 
his  firm's  10-K  filing  spends  six  pages  describing  its  four  business 
segments — and  ten  pages  listing  legal  proceedings  enmeshing 
them.  The  roster  includes  allegations  of  fee-rigging  and  coercion 
on  public  offerings,  tainted  research,  sleazy  mutual  fund  and 
variable  annuity  sales  practices,  electricity-price  manipulation, 
assisting  misrepresentation  of  client  financials  and  even 
shenanigans  from  a  ten-year-old  Indonesian  bond  deal.  Morgan 
admits  no  wrongdoing  but  over  time  has  paid  out  hundreds  of 
millions  in  setdements.  — Neil  Weinberg  and  William  P.  Barrett 

Unintended  Consequences 

Not  quite  3,000  persons  died  in  the  attacks  of  Sept.  1 1, 2001,  but 
a  new  study  by  Cornell  professors  figures  another  1,200  died 
during  the  next  year  because  the  terror  attacks  prompted  them 


to  travel  by  car.  The  research  by  Garrick  Blalock,  Vrinda  Kadi 
and  Daniel  Simon  canvassed  traffic  statistics,  accounted 
weather" and  gas  prices  and  calculated  how  many  post-Sept 
car  trips  were  by  people  who  would  have  flown  but  feared  fl> 
or  the  inconvenience  of  added  security.  — Ira  Carna 

Look  Out,  Taco  Bell 

Qwest  Communications,  a  Baby  Bell,  has  filed  a  traders 
infringement  lawsuit  against  Michele  Yontef,  a  Tucson  pri' 
investigator  and  telecom  consultant,  over  her  domain  ns 
ma-bell. com.  Public  trademark  records  show  Qwest,  wh 
inherited  shared  rights  to  the  trademark  Bell,  never  registe 
"Ma  Bell,"  which  is  Yontef 's  long-standing  nickname.  That 
just  filed  her  own  trademark  application  was  news  to  a  Qv 
lawyer  when  FORBES  called.  Qwest  says  Yontef  is  unfairly  pre 
ing  off  the  "famous  family"  of  Bell  marks.  — J.N.  and  W.. 

That's  a  Path  We're  Not  Going  to  Take 

On  Charlie  Rose's  TV  show  ex-General  Electric  boss  Jack  W< 
said  Winning,  his  new  book  with  new  wife  Suzy  Welch,  was  1 
ter  than  his  previous  book,  Jack:  Straight  from  the  Gut,  v| 
now-Fast  Company  editor  John  Byrne.  Left  unsaid:  Straight  i 
3  million  copies.  Welch  tells  FORBES  he  "misspoke,"  call 
Byrne  a  "great  collaborator."  But  Welch  said  he  does  favor  S 
laughing,  "Now  why  would  I  say  that?"  — David  Whu 


Did  Humans  Pay  Antidumping  Penalty: 


A  Journal  of  Economic  Behavior  and  Organization  stui 
suggests  economics  helped  do  in  Neanderthals,  the  primifi 
beings  who  suddenly  went  extinct  after  200,000  years.  Profe 
sors  Jason  Shogren,  Richard  Horan  and  Erwin  Bulte  write  th 
emerging  rivals— early  modem  humans  traveling  widely— usee 
competitive  advantage  of  division  of  labor  and  free  trade  th 
included  acquiring  raw  materials  and  the  era's  latest  huntii 
tools.  Conclusion:  "Economics  might  have  been  the  only  thii 
going  for  us  in  those  early  days."    —Tomas  Kellner  and  W.P.1 


EternaLLife  arid  Eternal  Pitches 


The  aura  surrounding  Pope  John  Paul  It's  death  on  Apr.  2  resonated  with  the  legion  of  publicists. 


—Seth  Lubove  and  W.f\ 


PRESS  RELEASE  ISSUER/LOCATION 

DATE 

FOCUS 

American  Sepsis  Aliiance/Sacramento,  Calif. 

Apr.  5 

Sepsis 

can  strike  "anyone." 

FreeBible.com/Huntington,  N.Y 

Apr.  1 

Bibles 

are  offered  gratis  to  honor  Pope's  life. 

HarperCollins/New  York,  N.Y. 

Apr.  2 

Book  c 

bout  "end"  of  Pope's  life  to  be  published. 

Intertops.com/St.  John's,  Antigua 

Apr.  6 

uaosmaker  s  secret  conclave  sets  line  tor  successor. 

Michael  Stern  Parkinson's  Res  ~dn/New  York,  N.Y. 

Apr.  2 

"No  one"  is  immune  to  Parkinson's  disease. 

MSG!  Security  Solutions/New  York,  N.Y. 

Apr.  7 

Firm's  unit  provides  security  for  Pope's  funeral. 

Rentv.com  /Los  Angc  "'al>f. 

Apr.  5 

"Stop  rome-ing  around"  for  real  estate  information. 

Santa  Clara  University/Santa  Clara,  Calif. 

Mar.  31 

Experts  are  available  to  comment  on  Pope's  life. 
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un  mymina 

By  RadJey  Balko,  policy  analyst  at  the  cato  institute 


In  the  Reign  of  Cotton  Mathe 

This  country's  laws  are  being  rewritten  by  puritans,  prigs  and  busybodies. 


EARLIER  THIS  YKAR,  VnTIF.N  MA)OR  LEAGUE  BASEBALL  QUESTIONED 
Congress'  right  to  hold  public  hearings  on  steroid  use  in  the  big 
leagues,  Government  Reform  Committee  Chairman  Tom  Davis 
(R-Va.)  and  ranking  minority  member  Henry  Waxman 
(D-Calif.)  sent  back  a  striking  response.  Davis  and  Waxman  told 
baseball  that  the  committee  "may  at  any  time  conduct  investiga- 
tions of  any  matter." 

Any  time.  Any  matter.  And  this  from  the  congressional  com- 
mittee charged  with  curbing  government  excesses. 

But  "any  time,  any  matter" 
jurisdiction  is  fast  becoming  the 
norm  in  Washington.  Think  Terry 
Schiavo  and  gay  marriage.  Think 
obesity,  the  "crisis"  that  has  Con- 
gress poking  around  in  your  kid's 
lunchbox  and  in  your  refrigerator. 
Think  the  drug  war,  which  gives 
cops  access  to  our  medicine  cabi- 
nets, doctors'  offices  and  hospices. 

If  you  think  the  feds  are  bad, 
state  governments  are  even 
worse.  The  Nanny  State  is 
descending,  from  50  capitals. 

The  Internet  is  especially 
prone  to  nannyism.  Utah  tried  to 
rein  in  Internet  pornography  ear- 
lier this  year  (last  I  checked,  it 
hadn't  worked).  Lawmakers  in  five 
states  are  supporting  bills  that 
would  require  online  dating  ser- 
vices to  do  background  checks  on 
members,  a  move  one  supporter 
says  will  save  users  "heartache."  A 
New  Jersey  lawmaker  wants  ESPN 
to  pay  for  the  harmful  effects  its  televised  poker  tournaments  have 
on  young  viewers.  Her  bill  is  conspicuously  quiet  on  the  New  Jer- 
sey Lottery's  contribution  to  the  problem. 

Consider  your  pet.  Surely  Fido  or  Mittens  is  immune  from 
government  scrutiny,  right?  Nope.  San  Francisco  passed  a  new 
building  code  earlier  this  year — for  doghouses.  In  case  you  were 
considering  a  pair  of  double-Ds  for  your  schipperke,  West  Hol- 
lywood, Calif,  is  considering  a  law  that  would  ban  cosmetic 
surgery  for  pets.  And  the  state  of  California  has  banned  geneti- 
cally modified  fish  Ln  your  aquarium. 

Lawmakers  are  also  prone  to  banning  trends  they  don't  un- 
derstand, or  just  find  icky.  Wyoming  is  debating  a  regulation  that 
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would  prohibit  facial  jewelry  in  the  food  service  industry,  an 
parent  attempt  to  keep  the  alternative  girl's  eyebrow  ring  fr 
dropping  into  your  macchiato,  even  though  its  backers  couk 
cite  a  single  such  incident.  A  Texas  lawmaker  has  introduced  a 
that  would  outlaw  "sexually  suggestive"  dance  moves  in  ch» 
leading  routines.  California  bans  tanning  beds  for  kids  under 
citing  studies  linking  tanning  beds  to  skin  cancer.  No  word 
whether  they'll  bar  kids  from  lying  in  the  sun,  too.  And  the  I 
Supreme  Court  recently  let  stand  an  Alabama  ban  on  sex  to1 

The  all-time  nanny  migh 
New  York  State  Democr 
Assemblyman  Felix  Ortiz. 
2004  Ortiz  introduced  a  law 
would  require  every  car  sole 
New  York  to  come  equipped  v 
an  ignition  interlock  dev 
Motorists  would  need  to  b 
into  a  tube  and  pass  an  alec 
breath  test  before  the  car  wc 
start,  then  perform  the  test  aj 
every  20  to  40  minutes. 

In  just  the  first  four  mor 
of  2005  Ortiz  has  introdu 
laws  that  would  ban  all 
phone  use  while  driving  (incl 
ing  hands-free);  ban  pornoj 
phy  from  newsstands;  force  c 
sumers  to  show  two  form 
identification  when  using  a  cr 
card;  test  all  public  school  c 
dren  for  diabetes;  ban  expira 
dates  on  retail  gift  certifica 
ban  alcohol  billboard  adverl 
ments  within  a  mile  of  e\ 
school  and  day  care  center;  require  nutritional  labeling 
restaurant  menus;  measure  the  fat  of  every  public  school 
dent;  and  impose  a  "fat  tax,"  not  just  on  junk  food  but  alsc 
"videogames,  commercials  and  movies." 

Nanny  statists  are  probably  well  intentioned,  yet  the 
obsessed  with  the  number  of  lives  this  bill  or  that  regula 
might  save.  But  a  shorter  life  well  lived  is  far  preferable  to  a  1< 
bland  life  lived  solely  to  keep  from  dying.  Of  course,  that's 
this  writer's  opinion. 

That's  the  point.  It  ought  to  be  our  decision,  not  thz 
lawmaking  busybodies  and  prigs  who  claim  to  know  wr 
best  for  us. 


"A  Texas  lawmaker  has  introduced  a  bill  that 
would  outlaw  sexually  suggestive  dance  moves 
in  cheerleading  routines." 


The  Brooklyn  Public  Library  has  hundreds  of  1 

them,  Xerox  reengineered  how  they  are  acces; 
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Wal-Mart's  World 


Chinese  Wal-Mart. 


c 


I  an  Wal-Mart  conquer 
the  globe?  Though 
the  megaretailer  dom- 
inated in  the  U.S.  and  per- 
formed well  in  Canada, 
Mexico  and  the  U.K.,  it  was 
struggling  in  the  six  other 
countries  where  it  does 
business.  Since  our  story 
Wal-Mart's  overseas  efforts 
have  barreled  ahead.  The 
company's  2004  numbers 
show  international  sales  up 
18%  to  $56  billion.  In  Brazil,  where  Wal-Mart  had  previously  fumbled  by  fail- 
ing to  make  large  acquisitions,  it  moved  forward  with  a  vengeance,  adding  1 18 
stores  to  the  25  it  had.  In  China,  where  Wal-Mart  already  has  43  stores,  it  will 
i  ipen  12  to  15  new  ones,  including  its  first  in  Shanghai. 

There  are  some  dark  spots,  too.  Wal-Mart  continues  to  falter  in  Germany. 
Japan  has  proved  a  tough  nut  to  crack,  mostly  because  of  byzantine  distribu- 
tion rules.  Wal-Mart  holds  a  37.8%  stake  in  Japanese  retailer  Seiyu,  which 
reported  a  2004  loss  of  $115  million  on  revenue  of  $9.5  billion 

— Susan  Kitchens 

NOVEMBER  15,  2004 

Saddam's  Man  in  Houston 

Six  months  ago  we  ran  a  story  that  attempted  to  untangle  a  piece  of  the 
sticky  web  woven  by  Iraq's  scandal-plagued  oil-for-food  program.  Under  the 
$64  billion  program  run  by  the  United  Nations  starting  in  1996,  Iraq  sold 
oil  ,il  discounted  prices  and  used  the  proceeds  to  buy  humanitarian  goods.  Iraq 
was  permitted  to  pick  the  buyers.  In  time  the  U.S.  government  learned  that  Sad- 
dam Hussein  had  sold  to  companies  that  paid  him  $229  million  in  kickbacks. 

In  April  two  of  the  players  in  our  story  were  indicted,  in  federal  court  in 
New  York  City.  One,  David  Bay  Chalmers  Jr.,  is  the  owner  of  Bayoil  in  Houston. 
The  other  is  Londoner  John  Irving,  chief  oil  trader  for  a  company  caJled  Crown, 
owned  by  Russia's  Alfa  Croup.  Our  story  exposed  a  trading  scheme  between 
Chalmers  and  Alfa  called  "the  rondo,"  designed  to  move  Iraqi  oil  profits  into 
Alfa's  Gibraltar  tax  haven  accounts,  away  from  the  glare  of  regulators.  FORBES 
found  that  between  1999  and  2000  Bayoil  participated  in  32  rondo  trades. 
Though  we  couldn't  prove  that  money  went  from  Gibraltar  to  Saddam,  a  Cen- 
tral Intelligence  Agency  report  seemed  to  connect  the  dots. 

The  indictment  charges  that  Chalmers  engaged  in  "prohibited  financial 
transactions  with  Iraq,"  including  kickbacks  to  Saddam's  regime.  It  describes 
a  2001  payment  of  $1.3  million  Chalmers  made  to  a  trading  partner  in  Switzer- 
land. That  money,  less  $200,000,  allegedly  went  to  a  Saddam-controlled  United 
Arab  Emirates  bank  account.  The  government  alleges  that  Saddam  collected 
$2  million  from  Bayoil  in  this  fashion.  If  convicted,  Chalmers  faces  62  years  in 
prison.  His  lawyer  says  Chalmers  plans  to  plead  not  guilty.  Irving  has  said  he 
intends  to  mount  a  vigorous  defense.  — Michael  Maiello 
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85  YEARS  AGO  IN  FORBES  I  MAY  29,  1920 

Oil  Domination  From  oil  wells  withi 

the  boundaries  of  the  United  States  there  is  righ 
now  flowing  two-thirds  of  the  oil  production  o 
the  whole  world.  The  U.S.  is  the  largest  exportei 
of  oil  products.  We  supplied  80%  of  the  Allies 
needs  during  the  war,  when  oil  for  motor  trans- 
ports, for  airplanes,  and  for  the  navies  tha 
guarded  the  commerce  lanes  of  the  world  was  a 
absolute  prerequisite  to  victory.  The  oil  produc 
ing,  refining  and  selling  industry  of  the  U.S.  today) 
dominates  the  entire  world.  That  is  where  wet 
stand  now,  and  there  is  nothing  in  the  outlook  tot 
indicate  that  we  will  not  maintain  our  lead. 
The  U.S.  last  year  pumped  6%  of  the  world's  oit 
production. 

20  YEARS  AC0  IN  FORBES  I  JANUARY  14,  1989 

Managing  the  Lord's  Work 

^■^■h^k^kjb    Like  his  predecessors,  the  pre- 
J  sent  chief  executive  of  the 

Jw^&      world's  oldest,  largest  andf 
/  *  A  most  centralized  multinational! 

*fBBy  /   enterprise  commands  only  a 
/       modest  salary,  earns  no  pen- 
j^mT  sion— he  is  expected  to  die  or* 

wF'^^A  \Jk  the  job— and  puts  in  long) 
hours  seven  days  a  week.  But  as  part  of  his  holy) 
office,  Pope  John  Paul  II,  Supreme  Pontiff  of  thel 
Roman  Catholic  Church,  shoulders  a  management! 
burden  that  is  surely  unique  in  his  time  and  may  be) 
without  precedent  in  a  succession  that  traces  back) 
nearly  2,000  years,  to  St.  Peter. 

15  YEARS  AG-0  IN  FORBES  I  JANUARY  8.  1990 


Diller's  Next  Act  Barry  Diller's  con-* 

ference  room,  with  its  grid  of  the  networks'  prime- 
time  programs  on  the  wall,  looks  every  inch  likel 
that  of  a  television  executive.  The  chief  executive 
of  Fox  Inc.— parent  of  Twentieth  Century  Fox  Film 
Corp.,  Fox  Television  Stations  and  the  Fox  Broad-i 
casting  Co.— eagerly  shows  off  the  computer  and 
database  that  link  all  the  Fox  news  operations  as 
well  as  supplying  ratings,  costs  and  work  im 
progress  on  virtually  every  program  that  FBC  airs.i 
This  is  a  man  who  seems  much  happier  talking 
television  than  movies,  and  the  results  show.  Next 
fiscal  year,  after  over  $90  million  in  losses,) 
Diller's  television  network  should  finally  break 
into  the  black.  Unfortunately,  Fox's  theatrical  film 
production  division  is  another  story  altogether. 
Barry  Diller's  lAC/lnterActiveCorp.  is  buying  searcli 
engine  Ask  Jeeves  for  $1.9  billion. 


EXCELLENCE  LOVES  COMPANY. 

/lore  of  the  world's  best  players  trust  the  #1  ball  in  golf,  Titleist.  And  many  of  the  world's  most  successful  brands  do,  too. 
hat's  because  associating  your  corporation  with  Titleist  makes  a  strong  statement  about  your  commitment  to  quality  and 
xceilence,  on  and  off  the  course.  Now  you  can  choose  from  five  new  golf  balls,  Titleist  Pro  VI®,  Pro  Vlx™,  NXT®,  NXT®  Tour 
nd  DT®  SoLo.  And  only  at  Titleist  can  you  get  the  sophisticated  color  reproduction,  creative  ^ 
apabilities  and  exacting  quality  control  your  brand  deserves.  For  information  about  logoed  /jJhffltLAtf 
off  balls  and  custom  packaging,  contact  your  local  golf  shop  or  visit  titleist.com/customball.        #]  fog]]  jn  g0]f  • 
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AIR  SAFETY 

Compared  with  crowded 
commercial  flights,  cushy 
charters  are  an  $8,000- 
an-hour  trip  into  airborne 
luxury— with  a  startlingly 
higher  chance  of  dying  in  a 
fiery  crash  |  By  Seth  Lubove 

Flight 

LOUISE  BABB  NEVER  KNEW  ^TiAT 
killed  her.  The  private  jet  her  family 
had  chartered  took  the  77-year-old 
retiree  from  her  home  in  Marco 
Island,  Fla.  to  Lexington,  Ky.  for  cancer 
treatment,  but  on  landing  something 
went  horribly  wrong. 

With  iust  one-third  of  the  runway 
remaining  at  touchdown  at  Lexington's 
Blue  Grass  Airport,  the  Leariet  was  still 
barreling  forward  at  1 15  miles  an  hour. 
After  the  reverse  thrusters  failed  to 
deploy,  the  pilot  ordered  his  co-pilot  to 
engage  the  emergency-  brake,  sending  the 
plane  into  a  skid.  The  jet  dipped  an  air- 
port navigational  tower  with  its  right 
wing,  then  hurtled  on  the  runwav  onto  a 
local  highway  in  a  blaze  of  smoke  and 
fire.  Babb's  chest  was  crushed.  Her  hus- 
band, the  two  pilots  and  a  flight  nurse 
suffered  severe  injuries  but  survived. 

Only  now,  almost  three  years  after  the 
crash  on  Aug.  30, 2002,  has  Babb's  family 
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aimed  they've  discovered  a  startling 
cret:  The  co-pilot's  records  had  been 
encil  whipped,"  or  falsified,  to  indicate 
had  fulfilled  Federal  Aviation  Adminis- 
ation  requirements  for  annual  profi- 
ency  flights  with  a  certified  inspector, 
e  equivalent  of  a  driving  test  for  pilots, 
a  lawsuit  filed  in  Florida  state  court, 
le  family  alleges  the  co-pilot  was  inexpe- 
enced  and  misused  the  emergency 
ake,  causing  the  deadly  skid.  "A  thing 
<£  this  doesn't  happen  unless  someone 
rewed  up,"  says  the  Babbs'  lawyer, 
avid  Rapoport  of  Chicago.  The  FAA  is 
vestigating  the  allegation,  he  says. 

For  the  FAA  and  its  sibling,  the 
itional  Transportation  Safety  Board,  the 
-fated  flight  is  one  more  statistic  in  an 
arming  increase  in  accidents  and 
:aths  involving  charter  planes.  Although 
e  total  flight  hours  reported  by  charter 
>erators  rose  only  5%  to  3  million  last 
ar,  fatalities  on  charter  planes  jumped 
'<%,  to  65  deaths  out  of  68  separate  acci- 
:nts.  To  be  sure,  there  is  a  great  deal  of 
ndomness  in  the  annual  death  count, 
[rich  was  only  35  in  2002.  But  there  is  no 
nying  the  huge  gulf  between  charter 
|||d  scheduled  airlines  in  safety.  Commer- 
z%\  airlines  flew  almost  six  times  as  many 
lurs  as  charter  planes  but  logged  only 
jS  accidents  last  year,  with  13  fatalities  (all 
la  single  accident). 

I  So  for  the  privilege  of  spending 
[19,000  (on  a  cross-country  round-trip 

II  a  Gulfstream  II),  charter  passengers 
lire  18  times  as  likely  to  end  up  in  an 
ifcident,  fatal  or  otherwise,  per  100,000 
Jlurs,  according  to  the  NTSB,  as  those 
no  suffer  screaming  babies,  security 
jipns  and  the  other  indignities  of  com- 
j|rcial  travel. 

I  It  isn't  clear  whether  the  surge  in  acci- 
jipts  is  merely  an  anomaly  or  a  sign  of 
l  ep  problems.  But  the  FAA  is  so  con- 
fined that  it  organized  a  roundtable  of 


ig  and  a  prayer:  a  Challenger  jet  on  Feb.  2 
sr  an  accident  at  Teterboro  (N.J.)  airport. 


experts  in  February  to  discuss  what  offi- 
cials characterize  as  a  "rash  of  accidents" 
in  the  past  several  months,  including  the 
crash  of  a  Challenger  CL-600  jet  in  Mon- 
trose, Colo,  that  killed  one  pilot,  a  flight 
attendant  and  the  14-year-old  son  of  NBC 
Sports  President  Dick  Ebersol,  who  has 
since  recovered  from  his  injuries. 

"We're  in  trouble  here,"  Steven  Wallace, 
director  of  the  FAA's  Office 
of  Accident  Investigation, 
told  an  audience  of  charter 
owners  at  an  industry  con- 
ference in  Las  Vegas  in 
March.  "We  don't  see  a  sil- 
ver bullet,"  he  added. 
"There's  no  question  the 
perception  in  Washington, 
aided  by  the  press,  is  we  re- 
ally have  to  do  something." 
The  FAA  is  undergoing  its 
biggest  overhaul  of  the  char- 
ter rules  in  27  years,  but  im- 
provements aren't  expected 
for  another  two  years. 

Meantime  the  charter 
industry  struggles  with  ris- 
ing fuel  costs  and  cutthroat 
competition  among  some 
3,000  charter  outfits,  with 
new  inroads  being  made 
by  the  rival  business  of 
fractionally  owned  jets 
from  such  players  as  War- 
ren Buffett's  Netjets.  Some 
pilots  and  others  argue 
that  the  crunch  forces 
charters  to  cut  corners  on 
maintenance  and  pilot  training  and  give 
in  to  fat-cat  clients  who  demand  that 
flights  proceed  even  in  unsafe  weather. 

Yet  the  FAA  is  ill  equipped  to  ride  herd 
over  charters.  The  big  commercial  airlines 
get  the  closest  scrutiny  because  they  fly 
the  most  passengers,  but  for  charters  the 
FAA  depends  on  an  honor  system  of  spot 
checks,  audits  and  certified  agents  to 
oversee  operators  and  their  aircraft. 

The  FAA  has  a  hard  time  simply  mea- 


By  the  Numbers 


13  Fatalities  on 
scheduled  commercial 
airlines  in  2004. 

65  Fatalities  on 
unscheduled  charter 
planes  in  2004 . 

24  Fatalities  on  all 
business  jets  and  turbo- 
props  during  the  first 
quarter  of  2005,  double 
the  same  period  in  2004. 

20  Minimum  age  of 
60%  of  the  11,000  aircraft 
flown  in  charters. 

44  Number  of  charter 
operators  with  significant 
safety  issues  out  of  848 
charters  rated  by  Aviation 
Research  Group/U.S. 

Sources:  National  Transportation  Safety 
Board;  Robert  E.  Breiling  Associates; 
Aviation  Research  Group/U.S. 


suring  the  scope  of  the  industry  It  pegs 
total  charter  revenue  at  as  much  as  $13 
billion  a  year  (or  maybe  as  low  as  $4  bil- 
lion), split  among  not  quite  3,000  carriers. 
Even  that  vague  take,  in  a  151 -page  report 
released  last  fall,  took  almost  five  years  to 
produce.  The  NTSB  says  the  FAA's  method 
of  surveying  charter  companies  to  esti- 
mate flight  hours  is  so  "imprecise" — and 
charter  services  so  unre- 
sponsive— that  "accident- 
rate  calculations  are  not 
accurate  enough"  to  ana- 
lyze properly.  The  hard 
part  is  knowing  whether 
that  means  the  picture  is 
better  than  the  data 
show — or  even  worse. 

In  April  the  NTSB 
scolded  the  FAA  for  lax 
oversight  of  aircraft  main- 
tenance among  charters. 
That  swipe  was  inspired 
by  the  July  2003  crash  of 
an  Air  Sunshine  Cessna 
402C  prop  plane  off  Trea- 
sure Cay  in  the  Bahamas. 
Two  of  the  nine  passen- 
gers died  after  the  pilot 
ditched  the  plane  in  the 
Atlantic  Ocean.  NTSB 
investigators  found  that 
the  pilot,  who  survived, 
had  previously  failed  nine 
flight  checks  but  was  still 
allowed  to  fly;  in  January 
NTSB  criticized  the  FAA  for 
failing  to  ground  him. 
Investigators  also  found  an  unqualified 
assistant  mechanic  had  worked  on  the 
plane's  engines  without  supervision  and 
cited  "numerous  discrepancies"  in  Air 
Sunshine's  maintenance  records.  Air 
Sunshine  has  had  six  accidents  since 
1987,  and  the  FAA  should  have  stepped 
up  its  scrutiny  of  the  firm,  the  NTSB  said; 
it  advised  the  FAA  to  come  up  with  more 
specific  criteria  for  accidents  that  would 
set  off  red  flags  about  a  charter. 
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Some  pilots  privately  say  charters 
skimp  on  training  at  a  time  when  pilots 
must  master  myriad  different  control 
panels  on  a  wide  array  of  planes;  there 
isn't  a  single  standard  design.  One  pilot 
says  he  recently  took  off  in  a  Learjet  and 
noticed,  in  midair,  that  his  co-pilot  was 
fumbling  unfamiliarly  with  the  controls. 
"I  asked  how  much  training  he  had.  He 
was  clueless,"  says  the  pilot,  who  didn't 
want  to  be  named.  The  co-pilot 
responded  that  he  had  only  "a  couple  of 
hours"  training  on  the  jet  and  couldn't 
recall  who  had  trained  him. 

In  their  eagerness  to  please  well- 
heeled  customers,  pilots  take  risks  they 
might  not  otherwise.  When  a  chartered 
Gulfstream  III  crashed  at  Aspen,  Colo.'s 
airport  in  March  2001,  killing  the  3  crew 

"We're  in  trouble 
induslqtlrade  groi 

members  and  15  passengers,  the  accident 
initially  was  blamed  on  the  jet-setter  air- 
port's notoriously  unpredictable  weather 
and  proximity  to  mountains.  But  in  its 
investigation  the  NTSB  revealed  that  the 
plane  departed  from  Los  Angeles  41  min- 
utes late  because  of  some  tardy  passen- 
gers, forcing  the  pilot  to  fly  into  Aspen  in 
the  dark  and  into  the  teeth  of  an 
approaching  storm. 

The  pilot,  pressured  by  the  passenger 
who  was  paying  for  the  flight,  decided  to 
take  the  risk  of  continuing  into  Aspen 


rather  than  diverting  to 
a  safer  airport  44  miles 
away.  En  route  to 
Aspen  the  pilot  told  a 
dispatcher  at  Avjet,  the 
Burbank,  Calif,  charter 
outfit  running  the 
flight,  that  it  was 
important  to  land  at 
Aspen  because  "the 
customer  spent  a  substantial  amount  of 
money  on  dinner,"  the  NTSB  report  states. 

When  an  accident  occurs,  it  is  difficult 
to  assign  blame  because  of  the  obscure 
accountability  of  many  charter  flights. 
Unlike  commercial  planes,  which  are  usu- 
ally owned  and  maintained  by  the  airline, 
charters  often  use  jets  borrowed  from  pri- 
vate owners,  who  use  the  charter  income 

here,"  an  FAA  official  told  an 
).  "We  don't  see  a  silver  bullet." 

to  offset  operating  costs  of  $3,000  per 
hour  and  gas  at  $5  a  gallon. 

The  Learjet  Louise  Babb  died  in  was 
owned  by  a  Louisiana  businessman, 
Michael  Henry.  (Weird  trivia:  Prior  own- 
ers included  Saudi  Arabia's  Bin  Laden 
family.)  Henry  handed  the  plane  to  a  bro- 
ker, who  in  turn  set  up  a  management 
arrangement  with  American  Air  Network 
of  St.  Louis,  owner  of  an  FAA  certificate 
that  allowed  it  to  use  this  plane  and  others 
for  charters.  The  Babbs,  however,  booked 
dicir  flight  through  Air  Ambulance  Care 


Flight  International,  a  Clearwater,  F 
charter  outfit  that  was  one  of  17  subcc 
tractors  that  paid  a  fee  to  fly  under  Am 
ican  Air's  FAA  certificate.  The  pilot  and  I 
co-pilot  were  "leased"  to  Air  Ambular 
from  DecisionPEO,  a  St.  Petersburg,  1 
temp  outfit  that  handles  payroll,  person: 
and  other  tasks. 

"You  do  have  charters  passing  throu 
a  lot  of  hands,  but  this  situation  is  es| 
daily  screwy,"  says  Babb  atton: 
Rapoport.  "You  have  no  idea  who's  doi 
what.  You  can't  get  a  better  test  case  th 
this."  In  legal  filings  the  co-pilot's  lawy 
say  it  is  "highly  speculative"  to  argue  tl 
the  crash  could  have  been  avoided  if  t 
pilot's  records  had 
been  doctored. 

The  murkiness 
charter  safety  was  sul 
cient  to  create  a  busini 
opportunity  for  Jose 
Moeggenberg.  Bu 
nesses  pay  his  compai 
Aviation  Resear 
Group/U.S.,  or  "Argi 
in  the  trade,  as  much 
$20,000  per  month  i 
full  access  to  ratings  reports  on  848  chs 
ters,  or  $249  for  a  single  report.  Arg 
provides  specifics  about  a  flight,  the  je 
history,  the  owner,  whether  the  plane 
double-booked  from  another  charter,  t 
pilot's  record  and  so  on.  It  assigns  a  r« 
yellow  or  green  light  on  safety  (36 
receive  reds  or  yellows). 

One  charter  outfit  got  a  prescie 
"Does  Not  Qualif 
rating  from  Argus:  A 
ation  Charter  of  Ed 
Prairie,  Minn.,  whii 
flew  U.S.  Senator  Pc 
Wellstone  of  Minnesota  in  a  Beechcr; 
King  Air  A100  as  he  campaigned  f 
reelection  in  October  2002.  When  a  new 
paper  later  reported  that  Aviation  Charl 
got  a  bad  rating,  the  company  sued  Arg 
for  defamation  but  lost  the  case  on  sur 
mary  judgment;  the  case  is  pending  on  a 
peal.  The  flight  crashed  at  the  Evelet 
Minn,  airport  in  October  2002,  killing 
eight  people  aboard,  including  the  senat< 
his  wife  and  their  adult  daughter.  Sa 
Argus  attorney  Eric  Heiberg  of  Minneap 
lis:  "I  can't  imagine  we're  going  to  lose." 
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GENERAL  MOTORS 

Creative 
Finance 

You  aren't  wowed  by  the 
new  Buick  LaCrosse?  Maybe 
we  can  interest  you  in  a 
two-year  CD  By  Joann  Muller 

YOU  KNOW  THE  GENERAL  MOTORS 
finance  guys  are  getting  imagina- 
tive when  the  automaker  estab- 
lishes its  own  bank  to  scare  up 
cash.  Now,  with  the  blessing  of  federal 
regulators,  GM  can  get  financing  via  its 
own  bank  subsidiary  at  half  the  cost  of 
what  it  would  pay  investors  to  take  bonds 
off  its  hands. 

GMAC  Automotive  Bank,  an  industrial 
loan  corporation  set  up  in  Utah  in  June 
2004,  is  not  unique — Toyota  and  other 
competitors  have  banklike  subsidiaries  in 
Nevada  and  elsewhere.  (GMAC  operates 
three  other  limited-purpose  banks,  serving 
its  unrelated  mortgage  business.)  Toyota 
doesn't  need  the  money;  GM  does.  GM's 
bonds  are  rated  one  notch  above  junk  by 
Standard  &  Poor's  and  Moody's,  and  the 
unsecured  debt  of  its  financing  arm,  General 
Motors  Acceptance  Corp.,  is  scarcely  better. 

The  burden  of  keeping  the  money 
spigots  flowing  falls  on  Eric  Feldstein,  45, 
who  became  GMAC  chairman  in  Novem- 
ber 2002.  GMAC,  with  $324  billion  in 
assets,  has  been  carrying  the  automaker 
for  several  years;  in  2004  it  racked  up 
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Banking  on  GMAC:  Eric  Feldstein, 
chairman  of  GM's  financing  arm. 

earnings  of  $2.9  billion,  while  the  core 
auto  business  lost  $89  million.- Now,  with 
GM  expected  to  lose  nearly  $  1  billion  in 
the  first  quarter,  Feldstein's  challenge  is 
more  daunting  than  ever.  He  must  find  a 
way  to  shrink  the  finance  unit's  balance 
sheet  ( freeing  up  cash  for  the  parent  to  use 
for  product  development  and  for  possible 
factory  closings  and  job  cuts)  while  keep- 
ing the  profit  engine  from  conking  out. 

Feldstein  figures  GMAC  will  earn  at 
least  $2.5  billion  in  aftertax  profit  this  year 
and  provide  a  dividend  to  GM  of  at  least 
$2  billion.  And  he  says  GMAC  has  enough 
funding  alternatives,  such  as  sales  of  asset- 
backed  securities  or  income  from  its  fast- 
growing  mortgage  and  insurance  busi- 
nesses, to  preserve  the  company's  liquidity. 


The  new  bank,  with  assets  of  $  1 .2 
lion  and  growing,  could  help  out  then 
accepts  brokered  deposits  and  then  inv 
that  money  in  high-quality  vehicle  lo 
made  to  GM  customers  and  dealers.  Th 
deposits  are  insured  up  to  $  1 00,000  by 
Federal  Deposit  Insurance  Corp.  So  G 
bank  can  pay  an  affordable  4%  on  a  V 
year  certificate  of  deposit.  That  sure  b 
having  GMAC  borrow  money  itself 
lending  to  dealers — two-year  GMAC  pa 
is  yielding  7.5%  to  maturity. 

The  hazard  here  is  that  GM  mighi 
tempted  to  load  up  the  bank  with  p( 
quality  loans  to  shaky  dealers  in  an  ef 
to  pump  up  vehicles  sales,  says  Sean  Ej, 
managing  director  of  Egan-Jones  Ratii 

Depositors  needn't  worry.  But  t 
payers  could  be  forgiven  for  getting  a  1: 
anxious. 


HELP  WANTED! 


Test  your  headhunting  skills:  Which  candidates  would  you  send  to  these 
companies  looking  for  new  chief  executives?  (Suggested  answers  below.} 


Wkes  planes, 

foresee  outcomes  |2H,ear-oW 
r.  KirfV  Must  believe  thai  afe 
;  fecSogVCO-P-VSbeS,V 

stiH  ahead'  « iMiCAtlONS-.  ideal 

ca" hank  account 
a  large  be 


executive) 

acquired  it) 

•„  DOUG  HJX  OB* 

September) 


1  B  Burnham  has  aircraft-carrier-load  of  experience  but  he  would  have  to  be  wooed  out 

of  retirement. 

2  A  Zafirovski  got  Moto's  handsets  into  millions  of  hands  in  China. 

3  C  Given  his  more  than  $16  million  payout  from  PeopleSoft,  credit  should  be  in  good  shape. 

4  E  Merck  might  have  to  swallow  Schering-Plough  to  get  him. 

5  D  Elix's  territory  within  IBM  generates  more  revenue  than  NCR. 

6  F  If  Charter  floats  another  junk  bond  issue,  he  could  buy  the  whole  lot. 

—Elizabeth  Corcoran  and  Victoria  M, 


WHAT  CAN 

THE  HERD 

TEACH  US  ABOUT 

UNIVERSAL  BANKING? 

■ 

The  lead  position  must  be  earned. 

Wachovia's  Corporate  and  Investment  Bank  works  closely  with  thousands  of  growing  companies. 
By  providing  innovative  and  practical  solutions  that  help  our  clients  succeed,  we  have  proven 
our  ability  to  lead  deals  and  deliver  results.  Talk  to  us.  We'll  supply  the  muscle  to  get  it  done. 


Over  275  new  lead  relationships  established  in  2004 
120%  growth  in  investment  banking  market  share  since  2001 
Retail  distribution  capabilities  of  the  3rd  largest  brokerage  firm 
Balance  sheet  strength  of  the  4th  largest  financial  institution 


wac  ho  via 
Securities 

Uncommon  Wisdom 


Investment  Banking  ■  Corporate  Banking  ■  Equity  Capital  Markets  ■  Fixed  Income 


SEE  LIVE  COVERAGE  OF  THE  WACHOVIA  CHAMPIONSHIP 

Thursday,  May  5th,  and  Friday,  May  6th,  on  USA  Network. 
Saturday,  May  7th,  and  Sunday,  May  8th,  on  CBS. 


Oflicial  PGA  TOUR  [vent 


ia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital  Markets.  LLC  ("WCM"),  member  NYSE,  NASD,  SIPC. 
5  Wachovia  Corporation  '.  . 
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TIE  US  UP 

Looks  like  GOLDMAN  SACHS' 
alumni  relations  department  is 
faring  better  than  Morgan 
Stanley's.  This  month  the  firm 
plans  to  launch  West  Street 
Partners,  a  so-called  fund  of 
funds  providing  clients  entree 
to  nine  hard-to-access  invest- 
ment wizards.  Four  of  them 
are  Goldman  grads:  Richard 
Perry,  head  of  $11  billion  Perry 
Capital  Partners;  Lawrence 
Pidgeon,  manager  of  $420 
million  CBM  Capital;  Dinakar 
Singh,  founder  of  $3  billion 
TPG-Axon  Capital;  and  the 
fund's  showpiece,  Eddie  Lam- 
pert,  chief  of  $11  billion  ESL 
Investments. 

Lampert,  whose  hedge  fund 
has  returned  25%  annualized 
since  1988  and  who  recently 
made  billions  bringing  Kmart 
out  of  bankruptcy,  traded 
takeover  stocks  at  Goldman 
in  the  1980s.  His  ties  to  Gold- 
man undoubtedly  played  a 
part  in  his  opening  his  fund  to 
West  Street. 

There's  another  reason: 
West  Street  is  apparently  the 
first  institutional  fund  of  funds 
to  accommodate  Lampert 's 
unusual  five-year  lockup. 
While  funds  typically  permit 
redemptions  after  one  year, 
West  Street  demands  a 
three-year  lockup  (minimum 
investment:  $2  million)  with 
the  option  to  tie  up  the  money 
for  three  more.  Clients  seem 
unfazed:  Goldman  raised 
$500  million,  pushing  its  fund 
of  funds  business  to  almost 
$15  billion.  And  they  are 
shrugging  off  the  steep  price 
of  admission:  Between  Gold- 
man's fees  and  those  of  the 
underlying  managers, 
investors  pay  roughly  a  3% 
management  fee  at: 
profits.        —  Pei  qan 


OUTSOURCING 


C++  Faring  Lads 

Why  send  software  work  to  India  when  you  can  have  it  done 
on  a  cruise  ship  3.1  miles  off  California?  By  David  Whelan 


TWO  SAN  DIEGO  ENTREPRENEURS 
have  come  up  with  a  very  literal 
twist  on  offshoring  software  devel- 
opment jobs.  This  pair  wants  to 
get  their  hands  on  a  600-cabin  cruise  ship 
and  park  it  off  the  coast  of  El  Segundo, 
Calif.,  just  over  the  3-mile  border  that 
marks  international  waters.  They'll  pack 
the  boat  with  engineers  who  will  write 
code  day  and  night. 

The  two  founders  of  SeaCode,  David 
Cook  and  Roger  Green,  are  confident  their 
plan  will  float.  All  they  need  to  do  is  classify 
their  workers  as  "seamen,"  so  that  they're 
protected  by  international  maritime  laws 
that  skirt  the  need  for  those  pesky  immigra- 
tion visas.  The  workers  will  fly  in  and  out  of 
Los  Angeles  International  and  board  the  ship 
with  a  sailor's  card  from  the  Bahamas,  where 
the  ship  likely  will  be  registered.  This  lets  the 
company  avoid  U.S.  payroll  taxes  on  the  for- 
eign coders.  Cook,  a  former  supertanker 
skipper,  plans  to  dock  in  Long  Beach  once  a 
month  to  resupply  and  dispose  of  waste. 

Programmers — sorry,  seamen — hired 
from  places  like  India  and  Russia  would 
have  their  own  cabins,  work  eight-  or  ten- 
hour  stretches  on  either  a  day  or  night  shift 
and  have  the  rest  of  the  time  to  sleep,  play 
shuffleboard  or  take  a  water  taxi  to  shore. 
Cook  imagines  a  four-months-on,  two- 
months-off  work  cycle.  Take-home  pay  will 
be  about  $1,800  a  month,  compared  with 
$500  per  month  for  an  experienced  engi- 
neer in  India.  "We're  not  a  slave  ship,"  says 


Cook.  Adds  Green,  "It's  like  the  Interna- 
tional Space  Station." 

SeaCode's  pitch  is  that  it  will  still  charge 
the  same  rates  as  developing-world  firms- 
(Green  says  Indian  firms  hide  behind  amaz- 
ing markups)  while  offering  clients  freedom 
from  killer  flights  to  India,  Israel  and  other 
faraway  destinations  to  check  in  on  projects. 
Work  will  also  get  done  faster  with  two 
shifts.  "Try  to  get  American  software  engi- 
neers to  work  at  night,"  says  Cook. 

Cook  and  Green,  who  used  to  be  chiei 
information  officer  at  chip-equipment 
manufacturer  Cymer,  have  already  raised 
an  undisclosed  amount  toward  a  $10  mil- 
lion ship.  Their  backer  is  Barry  Shillito,  a 
San  Diego  angel  investor  and  former  assis- 
tant secretary  of  defense.  Right  now  the  two 
are  close  to  making  an  offer  on  a  34-year- 
old  boat  called  the  Carousel,  currently 
steaming  around  the  Canary  Islands.  Says 
Green:  "We're  looking  for  a  couple  ol 
anchor  clients." 

As  much  as  it  sounds  like  a  joke,  the 
plan  could  work.  "Nothing  tells  me  that  it's 
flatly  prohibited,"  says  San  Francisco  mar- 
itime lawyer  James  Walsh.  That's  because  a 
"seaman"  can  be  defined  broadly  as  any- 
one who  works  on  a  vessel.  But  don'l 
count  on  locals  to  be  happy  about  a  colony 
of  programmers  floating  just  over  the 
horizon.  "It's  not  my  prerogative  to  tell 
them  to  take  a  hike.  I'll  leave  that  to  the 
Coast  Guard,"  says  Kelly  McDowell,  mayor 
of  El  Segundo.  F 
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On  a  boatload  of 
programmers, 
one  typo  and  you 
walk  the  plank. 


"I  need  180  two-sided  travel 
one-sheets  in  less  than  an  hour." 
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This  is  a  job  for  Samsung. 


SCX-4720F 
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ML-2551N 

SCX-4100 

network-ready 

3-in-1;  print,  copy 

4-in-1;  print,  fax, 

laser  printer 

&  color  scan 

copy  &  color  scan 

up  to  25ppm 

4800  dpi 

print  &  copy 

1200  x1200  dpi 

color  scanning 

up  to  22ppm 

built-in 

scan-to-email, 

33.6  Kbps  fax  modem 

duplex  printing 

scan-to-print 

USB  2.0  & 

USB  2.0,  parallel 

&  scan-to-file 

direct  IEEE-1284 

&  10/100  Base-TX 

space  saving  design 

parallel  ports 

CLP-510N 

network-ready 
color  laser  printer 

photo  quality 
on  plain  paper 

built-in 
duplex  printing 

upto6ppm  color 
up  to  25ppm  monochrome 


Samsung  laser  printer  products. 

It's  a  feature  set  that  leaves  you  in  very  capable  hands.  But  don't  take  our  word 
for  it  —  PC  World  Reliability  &  Service  Survey  says,  "...among  laser  printer  makes, 
Samsung  does  best..."  So  whatever  your  printing  need,  you  can  bet  it's  a  job 
for  Samsung,  www.samsung.com/printer 

©2005  Samsung  Electronics  America,  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co.,  Ltd. 
All  product  and  brand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Color  output  simulated. 


MEN  IN  BLACK 


It's  the  biggest  innovation  in  male  hosiery  since  the  darning  egg. 
Entrepreneur  Samuel  Liechti's  thriving  little  Swiss  company  calie 
Blacksocks  will  ship  you  a  batch  of  Italian-made,  knee-high  or 
calf-length  cotton  or  cashmere/silk  dress  socks  several  times  a 
year,  starting  at  $90  for  nine  pairs.  How  better  to  eliminate  what 
Liechti  admits  is  the  most  boring  shopping  assignment  in  your 
life?  Liechti  is  bringing  his  "sock-scription"  service  to  the  U.S.  thi 
fall,  claiming  business  will  be  "a  shoe-in."  His  18,000  customers 
already  include  the  president  and  half  of  the  federal  governing 
council  of  Switzerland.  Lured  by  global-banker  buzz  and  a  nifty 
Web  site,  Americans  already  account  for  5%  of  his  $1.4  million  in 
sales.  A  subscription  also  gets  you  a  "sock  certificate"  with  a 
formula  that  calculates  how  much  sock-shopping  time  Black- 
socks  saves  over  a  lifetime,  averaging  12.2  hours  per  customer, 
says  Liechti.  Another  foot  forward  for  modernity.     —Dirk  Smiilit 


DIGITAL  THIEVES 


Grand  Theft  Microchip 


Your  car  is  a  computer  on  wheels.  Should  you  fear  auto  hackers?  By  Chana  R.  Schoenberger 


LATE  LAST  YEAR  COMPUTER-SCIENCE 
graduate  students  at  Johns  Hopkins 
University  hacked  into  a  Ford 
Escape's  radio-frequency  car 
key  and  drove  the  car  away. 

It  wasn't  really  theft;  the  car  be- 
longed to  one  of  the  students.  But 
the  hack  made  clear  that  cars  are 
vulnerable  to  digital  attack.  New 
autos  commonly  have  up  to  20 
different  electronic  components — 
engine,  navigation  system,  radio — 
each  with  a  separate  operating  sys 
tern.  And  communications  between 
systems  is  increasingly  wireless.  Radio-fre- 
quency ID  chips  now  tell  the  car  to  open  its 
doors  and  to  start  the  ignition.  Texas  In- 
struments has  sold  120  million  RFID  chips 
for  car  keys.  And  Bluetooth  networks  are 
becoming  a  standard  way  to  connect  the 
car's  stereo  with  the  driver's  phone  and  MP3 
player.  Half  of  Acura's  fleet  lets  you  wire- 
lessly  transfer  a  call  between  phone  and  car 
with  a  button  on  the  steering  wheel. 

'  Carmakers  encrypt  the  conversations 
between  locks,  keys  and  ignition  systems, 
but  some  codes  can  be  cracked.  The  Johns 
Hopkins  students,  with  funding  from  Bed- 
ford, Mass.  encryption-security  company 


RSA  Security,  initially  took  three  months 
to  break  the  40-bit  encryption  in  Texas  In- 
struments' digital  signal  transponder  chip, 
found  in  the  Escape's  key  fob. 

"Now  we  have  a  system  that  does  it  in 
half  an  hour,  and  we  could  design  software 
to  do  it  in  minutes,"  requiring  just  $3,000  in 
computer  equipment,  says  Ari  Juels,  RSA's 
principal  research  scientist,  who  ran  the 
project  with  Hopkins  professor  Avi  Rubin. 

No  hackers  have  yet  intercepted  Blue- 
tooth networking,  which  is  factory-in- 


stalled in  3 1  car  models  sold  in  the  U 
but  viruses  may  find  a  way  in.  The  f 
Bluetooth  virus,  called  Cabir,  was  p 
duced  as  a  test  case  last  year  by  the 
ternational  virus-writing  group  J 
and  was  followed  by  two  simi 
viruses.  If  a  rampaging  "son  of  Cat 
ever  managed  to  jump  from  an 
fected  phone  into  a  car  stereoi 
could  jam  or  override  the  music 
slowly  drain  the  battery,  says  Mai 
Herfurt,  an  Austrian  wireless  se< 
rity  researcher  who  has  discovered  s 
eral  Bluetooth  vulnerabilities  unrela 
to  Cabir.  A  Bluetooth  virus  won't  aff| 
the  separate  electronics  that  control 
engine  or  brakes,  but  to  be  safe,  driv 
should  disable  a  phone's  Bluetooth  "c 
coverable  mode"  when  not  paired  w 
another  gadget,  or  risk  being  flagged 
prowling  hackers  or  viruses. 

Chipmakers  and  car  companies 
there's  no  real  danger.  Newer  cars  ofi 
use  longer  encryption  sequences,  up' 
1 28  bits,  the  tightest  security  that  the  F« 
allow.  "It  would  be  cheaper  and  easier 
go  out  and  get  a  tow  truck  and  tow  the 
away,"  says  William  Allen,  director 
strategic  alliances  for  Texas  Instruments 
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LOGON  AND  ON. 
FREE  HIGH-SPEED 
INTERNET  ACCESS 
IN  EVERY  ROOM. 

Surf,  search,  chat,  upload, 
download,  e-mail,  e-conference, 
live  stream,  podcast,  webhost, 
webdesign,  webzine,  blog  .  .  .  . 
The  free  high-speed  Internet 
access  in  our  rooms  is 
designed  to  make  our  guests 
as  comfortable  as  possible  online. 
Everything  else  in  it  is  designed 
to  make  them  as  comfortable 
as  possible  off.  Courtyard" 
Our  rooms  were  made  for  you? 

IT'S  THE  MARRIOTT  WAY? 


To  reserve  a  room 
with  Free  High-Speed 
Internet  Access, 
call  1-800-MARRIOTT 
or  visit  Marriott.com. 

Harriott 
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ne  Price  Is  Right  Sometimes  the  ultimate 

iscount  airline  ticket  is  staring  you  in  the  face  By  Tomas  Kellner 


4 


ON  A  WHIM  ONE  MORNING  IN 
April  lawyer  Natasha  Patel 
decided  to  book  a  flight  to  the 
Pacific  nation  of  Fiji,  where  she  has 
family  roots.  A  colleague  had  tipped  her  off  to  a 
good  deal  at  online  travel  site  Travelocity.  Good 
indeed.  Patel  saw  the  site  was  offering  a  round-trip 
ticket  to  Fiji  from  Los  Angeles  on  Air  Pacific  for  ... 
nothing.  Except  $52  in  taxes.  The  regular  price:  $1,498. 
"I  thought  it  was  a  joke,"  says  Patel.  But  when  her  reser- 
vation went  through,  she  called  her  sister,  cousins  and 
parents,  and  within  an  hour  Patel  and  a  dozen  relatives 
had  booked  their  May  Fiji  vacation. 

This  terrific  fare  deal  was  a  glitch  caused  by  an  employee 
who  apparently  entered  a  two-for-one  deal  as  one  full  fare,  and 
one  costing  $0.  Travelocity  and  Air  Pacific  are  still  haggling  over 
who  caused  the  mistake.  "It  was  clearly  an  error,"  says  Travelocity 
spokesman  Dan  W.  Toporek,  though  the  company  will  honor 
the  tickets.  Air  Pacific  says  it  knows  of  18  freebie  tickets  in  all  but 
suspects  far  more. 

Such  glitches  don't  happen  all  that  much,  but  when  they 
do  there's  an  Internet  site  that  tracks  them  down.  It's  called 
farealert.net,  run  by  Scott  Carmichael,  an  Internet  travel  buff 
who  owns  a  small  Web-hosting  business  in  Amsterdam. 
Carmichael  started  the  list  two  years  ago  when  he  noticed  rooms 


in  a  posh  Times  Square 
hotel  selling  for  $6  a 
night.  Now  he  searches 
^    for  apparent  pricing 
errors,  often  getting  tips 
from  visitors  to  Flyertalk,  a  big  Web  travel  bulletin  board,  \ 
then  e-mails  the  information  to  his  6,000  subscribers. 

He  says  that  there  may  be  no  deals  in  the  span  of  two  mor 
and  then  a  few  pop  up  in  a  row.  Over  two  years  he's  pos 
dozens  of  deals,  including  a  $20  flight  from  the  U.K.  to 
U.S.  and  a  return  flight  to  Iceland  from  various  East  Cc 
airports  for  $60. 

Pricing  errors  often  enter  the  system  when  airlii 
travel  agents  or  online  sellers  type  a  wrong  fare  i 
the  vast  computerized  booking  databases  they  \ 
For  example,  Travelocity  searches  millions  of  fai 
and  as  many  as  400,000  change  every  day.  Sometir 
the  error  is  a  misplaced  decimal  point. 
So  far  only  a  few  dirt-cheap  fares  have  been  pulled  by ; 
lines  and  hotels.  In  2002  a  typing  error  reduced  the  rate  for  lux 
bungalows  at  Starwood  Hotels'  Bora  Bora  resort  from  $850 
night  to  $85.  Within  48  hours  1 36  people  booked  2,63 1  rooms 
as  long  as  two  months  at  the  low  rate.  The  resort  stood  to  1 
$2  million.  Starwood  apologized  and  canceled  the  rate.  Howe' 
it  did  reimburse  airfare  to  people  with  nonrefundable  ticketsl 


NUCLEAR  WASTE 


$9  billion  hole:  entrance  to  the  Yucca  Mountain 
nuclear  waste  repository  in  Nye  County /Nev. 


T 


|  HIS  IS  AS  GOOD  AS  IT'S  GOING 
get.  If  they  need  more  proof,  I'l] 
happy  to  make  up  more  stuff." 
wrote  a  government  scientist,  ef 
tively  penning  the  epitaph  for  Yucca  Mo 
tain,  Nev.  That's  where  the  Departmen 
Energy  has  spent  two  decades  and  $9  bill 
fighting  to  build  a  permanent  deposit 
for  70,000  tons  of  used  fuel  rods  from 
nation's  nuclear  reactors.  Not  anymore, 
revelation  that  the  case  for  Yucca  ma\ 
been  built  on  fraudulent  science 
brought  on  an  FBI  investigation  and  put 
kibosh  on  the  project  indefinitely. 

Funny  thing  is,  for  the  last  20  yei 
there's  been  a  pretty  good  solution 
burying  nuclear  waste:  deep  borehole  < 
posal.  Monster  drills  would  cut  a  hoi 
yard  or  so  in  diameter  down  2.5  miles  i 
the  Earth's  crust,  past  the  deepest  groui 
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A/HAT  DO  YOU 
DO  WHEN  TE<g 
MNOVATIONS  ARE  WAITING 
:OR  YOU  EVERYWHERE  ♦ 
i^OU  LOOK? 
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l»u  make  sure  you're  ready  for  anything.  And  when  we  say  anything,  we  mean  it. 
i\S,  VoIP,  SIP  —  all  those  scary  acronyms.  Because  they're  out  there,  they're  coming,  and 
Bu  have  to  make  them  a  reality.  Quickly.  If  you  don't,  you  can  be  sure  someone  else  will. 
Jiat's  where  we  come  in.  Whether  its  signaling,  switching  or  applications,  Tekelec  isn't  just 
iprking  on  solutions  for  what  your  network  needs  now;  we're  working  on  solutions  for  what  your 
:|  twork  needs  next.  And  ways  to  implement  them  reliably  and  in  a  hurry.  So  even  if  you're  not 
mpletely  sure  what's  next  —  and  no  one  is  —  we'll  make  sure  you're  flexible  enough  to  handle  it. 


van 


TOO  L5  FQR  WHAT'S  NEXT, 


Learn  more  at  www.tekelec.com 
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water  into  granite  rock  formations  that 
have  sat  undisturbed  for  billions  of 
years.  To  the  bottom  would  be  lowered 
waste-bearing  metal  canisters  a  foot 
across  and  15  feet  long.  Every  hole 
could  fit  some  400  canisters,  each  con- 
taining a  half  ton  of  spent  fuel,  and 
would  be  topped  with  hundreds  of  feet 
of  absorbent  clays  and  concrete. 

Borehole  disposal  was  proposed 
in  the  1980s  but  rejected  because  the 
technology  didn't  exist  to  dig  that 
deep.  Some  geologists  falsely  believed 
heat  from  the  waste  could  melt  sur- 

The  worst  of  the 

nation's  waste 
could  fit  in  300 
holes  at  a  cost  of 

$3  billion-plus. 

rounding  rock  and  form  a  radioac- 
tive volcano.  Since  then  scientists  at 
Los  Alamos  National  Labs  and  MIT 
have  concluded  that,  with  more 
study,  it  could  be  a  very  safe  disposal 
method.  Already  Finnish  nuclear  util- 
ity Posiva  is  test-drilling  the  rock 
beneath  Olkiluoto  island  with  the 
idea  of  interring  waste  one-third  of  a 
mile  down.  Sweden  is  considering  its 
own  plan. 

Granite  underlies  much  of  the  U.S., 
allowing  for  regional  depositories  that 
could  cut  the  costs  and  risks  of  trans- 
portation. The  worst  of  the  nation's 
waste  could  fit  in  300  boreholes.  It  still 
wouldn't  be  cheap;  figuring  at  least  $10 
million  to  drill,  case  and  load  each  hole 
would  bring  a  total  of  $3  billion,  before 
engineering  and  permit  costs.  Like 
Yucca,  which  Uncle  Sam  estimates 
would  cost  another  $50  billion  to  make 
usable,  the  depositories  would  be 
funded  by  both  taxpayer  ,  and  the  elec- 
tric utilities  that  own  p  r  plants. 
The  chief  hang-up  is  political;  the  need 
to  scrap  a  federal  mandak  nuclear 
waste  stowed  anywhere 
retrievable  for  100  years  in 
thing  goes  awry. 


BROADBAND  BURNOUT 


This  Is  Your  Brain  on  Clicks 

Suddenly,  everybody's  talking  about  Internet  addiction. 
What's  next— methadone  for  mouse  fiends?  By  Lea  Goldman 


SOME  PARENTS  SEND  THEIR  KIDS 
to  camp  to  drop  a  few  pounds, 
learn  guitar  or  belt  out  stan- 
dards from  the  Pippin  songbook. 
Not  in  Beijing,  where  the  Communist 
Youth  League  reportedly  hosted  a 
weeklong  camp  in  April  for  a  dozen  or 
so  kids  addicted  to  the  Internet.  So 
severe  is  the  problem — some  15%  of 
Chinese  adolescents  are  said  to  suffer 
from  "Internet  addiction  disorder," 
according  to  the  China  Internet  Infor- 
mation Center — that  Shanghai  ele- 


mentary school  students  are  now  sub- 
ject to  lectures  on  broadband  burnout 
in  addition  to  the  usual  antidrug 
admonitions. 

What's  the  worst  that  could 
happen — a  nasty  case  of  carpal  tunnel 
syndrome?  Tell  that  to  the  Finnish  army, 
which  over  the  last  five  years  has  recused 
a  dozen  or  so  would-be  military 
conscripts  from  mandatory  service 
because  of  their  Web  fixations. 

Last  spring  Hong  Kong  launched  its 
own  public  service  campaign.  No  sur- 
prise: Its  deputy  government  chief 


information  officer  warned  that  40% 
his  city's  youth  were  addicts.  Statesi 
Netheads  at  the  University  of  Mas 
chusetts  at  Lowell  and  the  University 
California,  Irvine  provided  on-camr. 
counseling  for  incessant  clickers. 

All  that  for  a  medical  condition  tl 
you  can't  find  in  the  World  Hea 
Organization's  International  Classifi' 
tion  of  Diseases  or  in  the  Diagnostic  a 
Statistical  Manual  of  Mental  Disorde 
the  bible  of  the  American  Psychiat 
Association. 

Still,  between  5%  and  10%  of  VN 
surfers  suffer  a  Web  dependen 
according  to  experts  like  Maressa  Hei 
Orzack,  director  of  the  Compu 
Addiction  Study  Center  at  Harvar 
McLean  Hospital.  They  experiei 
the  same  cravings  and  withdra\ 
symptoms  as,  say,  a  compuls 
gambler  waylaid  en  route 
Vegas.  She  refers  most 
her  Net-addicted  patie 
to  psychiatrists  for  p 
scriptions  for  antic 
pressants  and  an 
anxiety  meds. 

Soon  it  could 
even  easier  to  get  set 
Dr.  Eric  Hollander 
New  York's  Mount  Sil 
Medical  Center  is  currently  tre 
ing  22  supposed  addicts  with  Lexap 
as  part  of  a  clinical  study  sponsored 
Forest  Laboratories,  which  markets  i 
antidepressant. 

Turning  off  the  monitor  won't 
the  trick,  say  doctors  like  David  Gre« 
field,  assistant  clinical  professor 
psychiatry  at  the  University  of  Cc 
necticut  School  of  Medicine.  Greenfi 
worries  that  junkies  are  finding  new  w: 
to  score  a  fix  from  their  cell  phones  a 
Treos.  "All  these  devices  do  the  sai 
thing — they  numb  people  from  th 
pain,"  he  says. 
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What  do  you  want?  The  Power  of  the  Pyramid5""  can  help  get  you  there. 


Every  business  has  its  own  unique  responsibilities  and  issues.  And  because  one  size  doesn't  fit  all, 
Transamerica  offers  tailor-made  retirement  planning,  executive  benefit,  and  insurance  solutions  designed 
with  one  thing  in  mind — helping  you  get  what  you  want.  Even  admiration  from  the  person  in  the  mirror. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerica.com 


Transamerica 

The  Power  of  the  Pyramid 
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nee  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company  and  its  affiliates  outside  New  York.  Not  available  in  all  states.  In  New  York, 
jnce  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY.  Transamerica  companies  are  members  of  the  AEGON  Group. 


Someone  should  make  hydrogen  vehicles  and  their  refueling  stations  a  reality.  Only  GM  c 

Only  General  Motors  has  teamed  up  with  Shell  to  introduce  the  nation's  first  hydrogen  refueling  fj 
at  a  retail  station.  It's  the  endgame  of  a  multi-faceted  strategy  GM  set  in  motion  years  ago  to  i 
cleaner  cars  and  trucks  powered  by  hydrogen.  Right  now,  a  test  fleet  of  hydrogen-powered  GM  verj 
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otiating  traffic  in  downtown  Washington,  D.C.  GM  introduced  the  first  fuel  cell-powered  concept 
le  nearly  forty  years  ago,  and  we've  continued  to  push  fuel  cells  forward  ever  since.  With  over 
undred  GM  engineers  on  three  different  continents  working  on  hydrogen  technologies,  it's  clear 
ydrogen  economy  isn't  a  pipe  dream  anymore. 


lOBILE 


SATURN 


HUMMER 


SAAB 


gm.com 


Mavericks 


LIKE  MILLIONS  OF  AMERICANS, 
Eric  Anderson  watched  with 
awe  and  horror  when  the 
Columbia  space  shuttle  ex- 
ploded against  a  clear  blue  Texas 
sky  one  Saturday  two  years  ago. 
Then  Anderson  panicked.  His  company, 
Space  Adventures,  makes  its  money  send- 
ing people  into  space.  "My  first  reaction 
was:  'My  God,  no  one  is  going  to  want  to 
fly  with  us.'  I  felt  like  it  was  the  end  of 
space  tourism,"  says  Anderson. 

He  spent  the  next  three  days  on  the 
phone,  calling  30  clients  who  had  paid 
$10,000  and  up  to  reserve  suborbital  flights, 
as  well  as  an  elite  dozen  who  had  put  down 
deposits  toward  a  $20  million,  eight-day 
trip  into  orbit  on  a  Russian  Soyuz  rocket.  "I 
got  to  40  people  in  all,  and  nobody  said, 
Tm  not  interested  anymore.'  They  said,  'I 
want  to  go  even  more  now.'  Literally,  they 
were  cheering  me  on." 

Anderson  has  done  more 
than  almost  anyone 
to  keep  the  space 
tourism  dream 
alive.  The  30-year 
old  aerospace  engi 
neer  has  sold  $100 
million  in  thrill-ride 
tickets  since  founding 
the  company  in  1998.  His 
clients  include  the  only 
two  orbital  tourists,  Dennis 
Tito  (in  2001)  and  Mark 
Shuttleworth  (in  2002),  who 
both  enjoyed  weeklong  stays  at 
the  International  Space  Station. 

Anderson  has  flown  more 
than  2,000  customers  on  a  dozen 
different  aircraft  without  incident. 
For  $19,000  you  get  to  see  the  black 
ness  of  space  and  the  curvature  of  the 
Earth  from  the  cockpit  of  a  MiG-25  Foxbat 
hurtling  at  2.5  times  the  speed  of  sound. 
For  $7,000  you  get  ten  30-second  bursts  of 
weightlessness  on  the  Uyushin  76,  a  cargo 
plane  Russian  cosmonauts  use  for  zero- 
gravity  training. 


e 
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Space  Adventures,  with  20  full-time 
employees  in  its  Arlington,  Va.  office,  is 
the  only  sizable  booking  agent  out  there. 
Anderson  owns  a  nice  chunk  of  it,  and 
several  private  investors  own  the  rest.  It 
claims  to  have  netted  $1.5  million  on  rev- 
enue of  $15  million  last  year — much 
from  corporations  like  Oracle,  American 
Express,  Volkswagen  and  Citibank,  which 
offer  rides  as  customer  and  employee 
promotions.  A  NASA/Space  Transport 
Association  study  predicts  that  private 
space  tourism  will  reach  $10  billion  to 
$20  billion  annually  within  a  few  decades. 

For  the  industry  to  get  anywhere  close 
to  the  $10  billion  sphere,  it  will  need 
someone  to  perfect  a  suborbital  taxi  that 
sips  fuel  (relatively  speaking)  and  is  capa- 
ble of  frequent  reuse.  Awaiting  the  arrival 
of  such  a  spacecraft  are  more  than  a  hun- 
dred Space  Adventures  clients  who  have 
plunked  down  deposits  of  $10,000  or 
more  toward  the  $98,000  mission  cost. 
Twenty-six  Space  Adventures  clients  have 
paid  in  full  for  suborbital  flights,  which 
guarantees  them  a  spot  near  the  front  of 
the  line.  (Their  money  is  kept  in  escrow 
until  they  launch.)  "Suborbital"  means 
any  trip  just  above  the  atmosphere,  62 
miles  above  the  Earth.  Orbital,  say  at  the 
International  Space  Station,  is  250  miles 
up.  Tourists  won't  get  that  high  for  at 
least  ten  years,  barring  the  occasional 
multimillionaire  like  Tito  and  Shuttle- 
worth  hitching  a  ride  on  a  Soyuz. 

One  of  those  up  near  the  head  of  the 
line  is  Richard  Garriott,  43,  a  millionaire 
software  entrepreneur  and  a  son  of  Sky- 
lab  astronaut  Owen  Garriott.  "I've  been 
to  the  South  Pole  and  to  the  bottom  of 
the  ocean  to  see  the  Titanic,"  reasons 
Garriott.  "The  only  direction  left  is  up." 

Until  recendy  the  only  taxis  available 
were  the  Soyuz  and  the  Space  Shuttle, 
which  costs  NASA  $500  million  to  launch. 
But  last  fall  Burt  Rutan's  SpaceShipOne 
took  a  man  suborbital  twice  within  two 
weeks,  winning  the  $10  million  Ansari  X 
Prize.  Construction  of  Rutan's  rocket  and 
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its  missions  cost  just  $25  million,  funded 
by  Microsoft  billionaire  Paul  Allen. 

Now  Anderson  is  in  the  center  of  a 
new  space  race.  Richard  Branson  waited 
three  months  after  Space- 
ShipOne's  first  touch- 
down to  proclaim  he'll 
buy  five  of  them  for 
$100  million  and  take 
tourists  suborbital  in 
2007  aboard  Virgin 
Galactic  Airways.  Ander- 
son says  he  and  Branson 
are  discussing  collabora- 
tion but  nothing  has 
been  decided.  "We're  an 
experience  operator,  not 
an  airline,"  says  Ander- 
son. "We'll  be  the  whole- 
salers: Buy  seats,  package 
the  experience.  Like  we 
do  now  with  the  Soyuz, 
Zero-G  and  MiG-25." 

Anderson  began 
thinking  hard  about 
space  tourism,  a  peren- 
nial parlor-game  topic 
among  space  nuts,  while 
interning  at  NASA  in  the 
summer  of  1995.  He  was 
a  junior  in  the  aerospace 
engineering  program  at 
the  University  of  Virginia 
and  had  snagged  one  of 
the  two  dozen  prized 
summer  internships  NASA 
grants.  The  job  taught 
him  two  tough  lessons: 
one,  his  20/400  eyesight 
would  always  keep  him 
from  taking  the  test  to 
gain  astronaut  status,  and 
two,  you'll  never  be  able 
to  trust  NASA-crats  to  fig- 
ure out  how  to  put  civil- 
ians in  space  for  a  reason- 
able cost. 

"Things  there  are  mas- 
sively overinflated,"  says 
Anderson.  "I'd  see  a  mil- 
lion-dollar study  produce 
a  100-page  report  i  could 
have  written  in  college. 
The  government  has  no 
incentive  to  mak^  : 


TICKET  TO  RIDE 

Space  Adventures'  trips  go  only 
as  high  as  your  budget  and  in- 
testinal fortitude  will  allow. 


250  miles 


sua 

*g  ORBITAL 
Mm  Soyuz/ISS 
<0m-     $20  Million 


SUBORBITAL 
SpaceShipOne 
$98,000 


cheaper.  The  bigger  the  budget,  the  more 
power  they  wield." 

After  graduating  at  the  top  of  his  class 
from  the  University  of  Virginia's  engineer- 
ing school  in  1996,  Ander- 
son raised  $250,000  from 
investors — including  Peter 
Diamandis,  founder  of  the 
X  Prize  Foundation,  and 
Michael  McDowell,  who 
started  arctic  cruise  com- 
pany Quark  Expedi- 
tions— and  launched 
Space  Adventures  from  a 
room  in  his  Arlington 
townhouse.  Inspired  by 
McDowell's  idea  of  selling 
adventures  aboard  Russ- 
ian icebreakers  and 
submersibles  (see  The 
Adventurer,  page  149),  An- 
derson figured  he  could 
connect  rich  thrill-seekers 
with  a  Russian  govern- 
ment barely  able  to  afford 
its  space  program  and  the 
salaries  of  its  under- 
worked MiG  pilots.  Mc- 
Dowell introduced  him  to 
military  types  in  Moscow, 
but  the  skies  were  new  ter- 
ritory, and  the  Russian  bu- 
reaucracy proved  a  night- 
mare. "We  found  people 
who  said  they  could 
arrange  the  flights,"  says 
Anderson,  "only  to  learn 
later  they  had  no  author- 
ity. Half  the  battle  was  get- 
ting to  the  right  person." 

Once  he  secured  per- 
mission to  hire  the  pilots 
and  lease  the  equipment, 
he  went  about  finding 
clients.  At  an  Explorers 
Club  gala  in  New  York  he 
got  his  first  three:  Lotsie 
Holton,  an  heiress  to  the 
Anheuser-Busch  fortune, 
and  her  son  and  husband. 
The  trio  had  such  a  good 
time  on  their  MiG  flights 
that  they  spread  the  word 
among  the  wealthy.  Soon 
Anderson  had  full  flights. 


EDGE  OF  SPACE 
MiG-25 
$19,000 


6.6  miles 


He  had  no  idea  he'd  be  able  to 
tickets  to  the  International  Space  Stat 
until  a  fluky  February  2000  meeting  v 
Dennis  Tito  at  the  offices  of  Tito's  cc 
pany,  Wilshire  Associates,  in  Santa  M' 
ica,  Calif.  The  previous  year  Ander 
had  paid  the  Russians  $100,000  to  sti 
whether  the  Soyuz  could  be  used  to  tra 
port  tourists  to  the  station.  The  Russi  | 
said  it  could  be  done,  and  Anderson  h 
pened  to  have  the  study's  results  on  1 
when  he  stopped  in  to  ask  Tito  to  hr 
in  Space  Adventures. 

"We  talked  a  long  time,"  rec 
Anderson.  "Then  Tito  said,  'I  think  w 
you're  doing  is  great — it's  the  futun 
but  I'm  completely  uninterested 
investing  in  your  company.  I  do  wan  | 
orbit  the  Earth  now.  Can  you  help?' " 

So  began  ten  months  of  intensl 
negotiations  with  the  Russians,  culmirl 
ing  in  seven  signatures  on  the  final  agil 
ment.  "The  idea  of  Russians  sendl 
American  tourists  to  the  ISS  was 
ironic,"   laughs   Anderson.  "Peol 
thought  we  were  nuts!"  While  Ander 
finagled,  Tito  set  up  camp  at  Star  City, 
cosmonaut  training  center  just  outsidi| 
Moscow,  preparing  for  his  flight. 

Anderson  was  at  one  of  Tito's  f| 
meetings  with  the  Russians,  a  typ  l 
1 1  a.m.  brunch  at  Star  City,  with  bottle  al 
bottle  of  vodka  being  consumed.  After  til 
hours  the  general  in  charge,  tipsy,  suddtl 
announced  it  was  time  for  Tito's  med| 
exam.  "Dennis  leaned  over  and  asked, ' 
you  kidding?'"  says  Anderson.  T| 
marched  out  to  the  vestibular  chair,  b 
cally  a  barbershop  seat  that  spins  at  40  ■ 
olutions  per  minute  for  1 5  minutes  w 
an  engineer  barks  out  commands  1:1 
"Move  your  hand  forward,  touch  y»l 
chest,"  at  the  poor  soul  being  spun.  Al 
Tito  got  off  the  chair  without  losing 
brunch,  the  general  said:  "Mr.  Tito,  he 
real  man.  No  problem  for  space  flight.' 

Once  Tito  had  flown,  then  succc 
fully  touched  down  in  the  Kazakhs 
desert,  Anderson  felt  euphoria  a 
intense  relief,  but  also  a  little  envy.  A 
part  of  him  wished  he  had  been  in  Ti 
shoes.  "I'll  go  on  a  suborbital  test  fligh 
two  or  three  years,"  he  says.  "I  wo 
never  sell  anything  I  wouldn't 
myself." 
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Sources:  Forbes;  Space  Adventures. 
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See  It  and  Touch  It 

Zebra  Imaging  is  turning  the  hologram,  sci-fi's  underachieving  novelty  item, 
into  a  serious  tool  for  saving  time,  money  and  lives  |  By  Jonathan  Fahey 


rHE  WORLD'S  OLDEST  SURVIVING 
map  is  a  4,200-year-old  clay 
tablet  the  size  of  a  man's  palm, 
depicting  two  ranges  of  hills 
near  present-day  Kirkuk  in  Iraq, 
inerican  soldiers  fighting  near  there  have 
'  rely  on  paper  and  digital  maps  made  in 
b  same  two-dimensional  fashion.  But 
jldiers  to  the  south,  in  Baghdad,  Ar 
.madi  and  Karbala,  have  added  a  dimen- 
bn.  Select  military  planners  now  carry 
ick,  2-foot-square  plastic  tiles  that,  when 
[jminated  from  above,  project  an  accu- 
3-D  apparition  of  a  cluster  of  build- 
s,  surrounding  streets,  curbs  and 
ms.  The  hologram  needs  no  special 
ts,  goggles  or  glasses  to  be  seen.  Sol- 


diers can  pick  out  prime  sniper  nests;  pla- 
toon leaders  can  see  where  their  Humvee 
convoys  might  be  exposed. 

"You  miss  an  awful  lot  with  a  2-D  pic- 
ture. The  hologram  puts  you  right  in  a 
place  before  you've  been  there,"  says  a  De- 
fense Department  official  who  has  sent  the 
holograms  to  Iraq  for  evaluation.  "They 
provide  what  we  call  situational  awareness." 

The  holograms  came 
from  Zebra  Imaging,  a 
tiny  Austin,  Tex.  firm  that 
has  figured  out  a  high- 
speed print  process  that 
can  reproduce  any  form 
of  3-D  computer  data  as 
an  image  that  can  be 


A  Lexus  concept  car  as  a  hologram 
(top)  and  as  a  CAD  drawing. 


viewed  from  any  angle  without  distortion. 
Standing  next  to  a  Zebra  hologram,  you'd 
swear  you  could  touch  it  and  stand  inside 
it  for  a  look  around.  In  late  March  Zebra 
began  selling  the  first  high-speed  system 
for  printing  large  monochrome  holo- 
grams in  90  minutes. 

The  nine-year-old  company's  cus- 
tomer list  is  a  short  one,  including  Hal- 
liburton, Ford  and 
DaimlerChrysler,  but 
Zebra's  new  printing 
machine  could  open  up 
the  hologram  market  to 
many  more  manufactur- 
ers and  designers  that 
need  to  see  what  their 
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computer-drawn  products  really  look 
like.  Ford  Motor,  a  majority  investor  in 
Zebra,  used  the  image  to  reveal  hidden 
design  imperfections  in  the  2002  Thun- 
derbird.  The  hologram  showed  Ford  an 
unsighdy  part  in  the  gap  between  a  door 
and  front-quarter  panel,  as  well  as  a 
strange  bend  in  the  hood.  "These  things 
are  serious  alternatives  to  clay  models," 
says  Peter  Horbury,  Ford  Motor's  head  of 
North  American  design.  "And  you  can 
have  them  done  in  a  fraction  of  the  time." 

It  was  four  decades  ago  that  holograms 
first  captured  the  attention  of  scientists. 
Since  then  they  have  mostly  failed  to  de- 
liver practical  applications  living  up  to  their 
sci-fi  promise.  Holography's  widest  use  has 
been  those  iridescent  globes  and  birds  ig- 
nored in  the  corner  of  credit  cards. 

Zebra's  innovation  is  making  large 
holograms  that  are  accurate  from 
any  angle.  Holographic  images  are 
created  by  reflecting  light  off  care- 
fully sculpted  plastic  surfaces.  But 
traditional  holograms  appear  dis- 
torted if  the  viewer  is  not  looking  at 
the  image  from  the  right  direction. 
That's  because  they're  printed  in 
vertical  lines,  offering  a  narrow  field 
of  view.  Zebra  came  up  with  a 
spherical  lens  that  records  a  much 
wider  field  of  view  from  each  point 
of  the  hologram. 

The  spherical  lens  has  allowed 
Zebra  to  print  something  called  a 
hogel,  a  mini-hologram  of  the 
entire  image.  Each  of  Zebra's  2- 
foot-by-3-foot  holographic  tiles 
contains  500,000  separate  hogels, 
and  each  hogel,  1  millimeter  square, 
offers  a  slightly  different  perspective 
of  the  same  image  from  the  next 
hogel.  With  pixels  on  a  screen, 
everyone  in  the  room  sees  the  same 
dot  of  white,  red  or  blue.  With 
hogels,  everyone  in  the  room,  and 
even  your  own  two  eyes,  see  some- 
thing slightly  different.  When  illu- 
minated, the  kaleidoscope  of  reflec- 
tions spring  off  the  hogels  and 
mingle  in  space,  tricking  the  eye 
into  seeing  three  dimensions  (see 
box). 

Zebra  encodes  each  hogel  onto 
a  laser  beam  using  a  high-resolution 


spatial  light  modulator.  It  takes  three 
beams  and  three  modulators  to  print  in 
full  color.  In  a  35-nanosecond  burst  of 
laser  light,  4.3  megabytes  of  a  color 
image  are  burned  on  a  photosensitive 
DuPont  polymer  film,  rearranging  the 
chemistry  into  a  zebra-striped  interfer- 
ence pattern. 

For  all  its  technical  wizardry  Zebra 
has  had  its  difficulties  making  a  business 
out  of  holograms.  Three  MIT  grads 
founded  the  company  with  $30,000  each 
of  their  own  money  in  1996  after  they 
realized  that  computers,  lasers  and  poly- 
mers had  finally  advanced  far  enough  and 
gotten  cheap  enough  to  support  large, 
high-resolution  3-D  holograms.  The  trio 
was  still  looking  for  a  site  for  their  new 
business  in  the  spring  of  1997  when  Ford 
Motor  offered  to  pay  $850,000  if  they 


A  Hologram  How-To 

A  2-foot-by-3-foot  color  Zebra  hologram  contains  a 
staggering  2  terabytes  (2  trillion  characters)  of  data. 
To  make  one,  Zebra's  "virtual  camera"  records  a  3-D 
image  file,  like  a  map,  from  500,000  slightly  different 
perspectives.  Each  shot  is  encoded  on  a  laser, 
focused  through  a  spherical  lens  and  burned  onto  a 
1-millimeter  section  of  plastic  called  a  hogel. 


Virtual  camera 


Image  recorded  from  500,000 
angles  on  vertical  plane 


Plastic  polymer 


Spherical  lens 


could  come  up  with  a  life-size  hologn 
of  a  concept  car  by  the  following  Janua 
"Of  course  when  you  are  founding 
company  you  say  yes  to  almost  anythin 
says  Michael  Klug,  a  founder  and  n 
chief  technology  officer. 

The  inventors  couldn't  find  an  off-tl 
shelf  lens  big  enough  to  project  an  im; 
of  an  automobile,  so  they  had  to  bu 
one — out  of  holographic  polymer — to 
it.  But  Zebra  delivered  the  hologram 
early  1998  and  was  then  able  to  convir 
Ford  Motor,  Convergent  and  others  to  r. 
up  $3.5  million  to  get  the  firm  going. 

Over  the  next  few  years  the  fn 
drifted,  trying  to  sell  single-copy  ho 
grams  to  advertisers  and  entertainmt 
promoters  looking  for  a  novelty.  Ford  g 
Zebra  another  $10  million  in  Octot 
2000,  but  it  did  little  to  stimulate  demai 
One  founder,  who  insisted  on  staying  I 
course,  departed  in  what  turned  into  a  b 
ter  personal  split  among  the  founders.  I 
late  in  2001  the  company  hired  Rot 
Curie,  a  consultant  who  had  founded  a 
run  a  series  of  small  software  outfits. 
January  2002  she  became  chief  executi 
Curie  then  cut  staff  from  22  to  1 1  a 
steered  the  company  to  positive  cash  fL 
by  only  going  after  customers  with  cc 
sistently  big  budgets,  like  manufactur 
and  the  military. 

Still,  Zebra  was  constrained  by  capac 
because  it  then  took  three  days  to  prin 
single  holographic  tile.  Large  imaj 
required  several  panels,  so  the  compa 
could  make  only  70  images  a  year.  Even 
$28,000  per  tile,  it  didn't  generate  enou 
cash  to  make  a  business.  But  as  Curie  v 
trimming  costs,  Klug  had  figured  ou 
way  to  develop  a  new  printing  process  tl 
would  cut  the  time  to  just  90  minutes.  T 
trick:  substituting  the  printer's  continue 
wave  lasers  with  faster,  more  power 
pulse  lasers  that  had  finally  become  cons 
tent  enough  to  record  clear  pictures. 

'  With  the  shaped-up  company  a 
promising  technology  coming,  Curie  v 
able  to  raise  another  $10  million  in  M 
2004  from  Sierra  Ventures,  Voyager  Ca 
tal,  Stanford  University  and  others.  N< 
the  company  is  up  to  35  people.  Cu 
expects  revenues  to  jump  to  $7  milli 
this  year  from  $2  million  in  2004.  Prof 
she  hopes,  will  come  next  year. 
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We 
want 
you  to 
know 


The  Cost  of  Care 


Now  there's  a 
better  way  to  predict 
health  care  costs. 

When  people  understand  what  things 
really  cost,  they  can  make  smarter 
choices.  That's  the  idea  behind  Aetna's 
Estimate  the  Cost  of  Care,  an  online 
tool  that  helps  your  employees  plan 
for  and  manage  health  care  expenses. 
They'll  get  estimated  cost  information, 
based  on  their  zip  code,  for  200 
medical  and  dental  procedures,  office 
visits,  and  medical  tests,  as  well  as 
over  7,000  different  prescription 
drugs.  This  information  can  also  help 
them  predict  the  annual  cost  of 
treatment  for  a  wide  range  of 
conditions  depending  on  the  level  of 
severity.  To  see  how  our  information 
can  help  your  employees  make  better 
informed  health  care  decisions,  call 
your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 

We  want  you  to  know™ 


KAetna: 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©2005  Aetna  Inc.  Plans  are  offered  by  Aetna  Life  Insurance  Company.  Insurance 
policies  contain  exclusions,  limitations  and  reductions.  The  information  provided  in  this 
tool  is  presented  for  informational  purposes  only.  The  actual  costs  will  most  likely  vary 
from  the  estimated  costs  provided  by  this  tool.  The  availability  of  a  plan  or  program  may 
vary  by  geographic  service  area. 
-200528 
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THE  WEB 


A  Sense  of  Where  You  Are 

As  online  local  search  gets  more  competitive,  search  services 
are  vying  to  serve  up  better  results  |  By  Ghana  R.  Schoenberger 


MVS  GETTING  EASIER  TO  FIND  A  GOOD 
I  margarita.  Go  to  Yahoo's  local  search 
Bpage,  type  in  "margarita"  and  your 
location,  and  a  list  of  nearby  Mexican 
restaurants  serving  the  salt-rimmed 
drinks  will  appear. 

For  Web  advertisers  the  new  catch- 
phrase  is:  "Location,  location,  location." 
Knowing  where  a  customer  is  standing 
has  long  been  the  first  step  toward  a  sale. 
"Most  buying  and  selling  in  the  real 
world  happens  in  the  local  market,"  says 
Gregory  Sterling,  an  analyst  at  the  Kelsey 
Group  research  firm  in  Princeton,  N.J.  Of 
the  $250  billion  to  be  spent  this  year  on 
advertising  in  the  U.S.,  $99 
billion  will  be  aimed  at  local 
consumers.  Once  this  money 
flowed  into  3-inch-thick  Yel- 
low Pages  books,  local  TV 
spots  and  junk  mail.  Now  it 
increasingly  goes  online. 

In  2004  advertisers  spent 
$14.6  billion  on  Yellow  Pages 
ads  and  just  $670  million  on 
local  digital  ads,  including 
directories,  search  and  wire- 
less. In  2009  print  should 
attract  about  the  same 
amount,  while  digital  rises  to 
$5  billion,  Sterling  predicts. 

The  greater  relevancy  of 
local  ads  garners  them  twice  as  many 
clicks  as  general  ads.  Yahoo,  Google,  AOL 
and  their  competitors  have  spent  the  last 
year  launching  dedicated  local  pages  that 
help  users  narrow  a  search  for,  say,  dry 
cleaners,  to  a  zip  code  or  to  within  some 
number  of  miles.  The  sites  are  refining 
their  algorithms,  combining  directory- 
style  address  and  phone  listings  with  Web 
spidering  and  showing  all  their  local 
information  together.  "We're  getting  bet- 
ter at  figuring  out  which  attributes  match 
the  listings,"  says  Paul  Levine,  Yahoo 
Local  general  manager. 


For  the  small-town  attorney  or  build- 
ing contractor,  traditional  pay-per-click 
Web  ads  still  don't  lead  to  phone  calls  as 
often  as  phone-book  classifieds.  So  AOL  in 
April  started  selling  pay-per-call  ads  with 
technology  from  San  Francisco  startup 
Ingenio.  When  a  user  clicks  on  the  attor- 
ney's listing,  a  special  phone  number, 
routed  through  Ingenio,  comes  up.  AOL 
gets  paid  if  the  user  makes  the  call. 

First,  though,  AOL  has  to  lure  the  user 
into  its  local  pages.  The  company  has 
spent  the  last  decade  buying  locally  orga- 
nized sites  like  Moviefone,  MapQuest  and 
a  city  guide  network,  and  last  year  it 


began  integrating  those  pages.  While  AOL 
gets  its  search  technology  and  many  of  its 
ads  from  Google,  the  site  narrows  user 
searches  further  with  a  suggestion  box 
that  drops  down  from  the  main  search 
query.  Type  in  "pizza"  and  AOL  will  ask  if 
you  want  pizza  places  in  your  zip  code, 
Web  results  for  pizza  or  a  special  feature 
by  its  own  editors  on  the  best  pizza  slices 
in  your  area. 

In  February  Google  promoted  its 
two-year-old  local  search  page  to  the 
main  site,  after  more  users  clicked  on  it 
during  the  holiday  season  than  the  com- 


pany's Froogle  shopping  site.  Searcl 
now  bring  up  sharp  satellite  maj 
showing  the  route  from  above,  as  well 
directory  info  and  links  to  reviews 
outside  sites.  Businesses  can  also  1 
themselves  for  free,  posting  their  hoi 
or  menus.  That's  okay  because  the  e 
makes  its  money  off  adjacent  sponsoi 
links.  Text-messaging  cell  phone  us 
can  now  query  Google  for  directic 
and  phone  numbers.  In  the  next  f 
months  Google  will  wrap  its  local  s 
vices  into  one  page,  says  Marissa  Ma) 
director  of  consumer  Web  products. 
Since  March  2004  Yahoo  has  be 
combining  its  map  pages  w 
directory  info.  Intel  struck 
ad  deal  with  Yahoo  Maps  tl 
shows  the  location  of  wirell 
hotspots  near  any  address, 
least  a  billion  people  hi 
seen  Intel's  ads  on  the  si 
and  several  hundred  the 
sand  have  used  Yahoo  to  p 
hotspots.  In  December  Yah 
began  showing  maps  of  re 
time  traffic  jams  in  70  U 
cities,  with  green,  yellow 
red  dots  to  indicate  avera 
speeds.  Yahoo  will  even  se 
you  driving  directions  to 
cell  phone.  Like  Goog 
Yahoo  offers  free  listings  to  businesses. 

Smaller  firms  are  diving  into  I 
information-filtering  fray.  Open  List 
Boston,  Mass.  sets  itself  apart  from  1 
directories  and  raw  Web  searches 
offering  reviews  from  Zagat  and  otl 
guides,  for  both  restaurants  and  hot« 
Users  can  refine  searches  by  atmosphe 
rating  or  special  features.  Says  cofouno 
Matthew  Berk:  "We  wanted  to  : 
whether  or  not  we  could  solve  the  pre 
lem  that  there  was  tons  of  great  cont< 
out  in  the  world,  but  most  of  it  was 
useful  to  make  a  decision." 
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THE  LG  FLATROI 


IS  FLAT-OUT  THIN. 


'ALL  MOUNTED  (front  view) 


SLIM  SCREEN 


INTEGRATED  PORTS 


90   TILT  (auto  image  flip) 


,  VJTRODUCINC  THE  NEW  80  SERIES  LCD  FLATRONT  MONITOR  FROM  LC; 

jj  ie  slimmest  flatscreen  in  its  class.  Its  /*•  ENGINE™  technology  features  the  first 
CD  picture-enhancing  chip  to  provide  not  only  astounding  color,  but  superb 
p  ontrast  and  image  quality.  With  an  8  millisecond  response  time,  the  FLATRON 
>  0  Series  meets  the  visual  quality  demands  of  3D  gaming  and  high-speed  graphics. 
I  o  see  all  the  LG  LCD  monitors  in  sizes  ranging  from  15"-30,"  visit  LGusa.com. 


3  YEAR 
WARRANTY 


rrreorvr 


SO  Series  model  shown 


/'•  engine: 

005  LG  Electronics  U.S. A'.  Inc.  Englcwood  Cliffs.  Nf.  LC  Design  and  Life's  Good  .ire  trademarks  of  LG  Electronics.  Inc. 


PORTRAIT 


Peek 

Performance 


SOUNDS  LIKE  A  GREAT  IDEA:  A  VIDEO  CAMERA  WITH  ITS 
own  Internet  address,  Web  server  and  wireless  link  to 
your  home  network.  Set  it  up  to  monitor  a  room  or  a 
doorway  and  it  works  even  if  your  computer  goes  to 
sleep  or  crashes.  You  can  watch  the  video  from  a  Web 
browser  anywhere  and  view  still  images  on  your  cell  phone.  You  can 
turn  your  home  into  a  casino  and  view  multiple  cameras  on  a  sin- 
gle Web  page.  You  can  even  have  snapshots  sent  to  you  via  e-mail. 

Panasonic's  $260  BL-C30  Network  Camera  is  the  embodi- 
ment of  that  idea.  It's  a  cute  little  device  that  can  sit  discreetly  on 
a  cabinet  or  hang  on  a  wall.  The  maximum  resolution  is 
640x480  pixels — not  thrilling,  but  good  enough  to  see  what's 
going  on.  The  unit  uses  the  fast  "g"  flavor  of  Wi-Fi;  the  only  wire 
it  needs  is  the  one  that  connects  it  to  a  power  outlet. 


ir 


Panasonic 

BL-C30 

■  -18 


—  .  ■  — .  ' 
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And  using  it  can  be  fun.  You  can  pan  and  tilt  the  lens  fi 
browser  or  phone;  from  the  browser  you  can  even  press  a  si: 
button  to  make  the  lens  oscillate  to  scan  the  area.  Controllii 
surveillance  device  from  hundreds  of  miles  away  makes  you 
downright  godlike. 

But  getting  it  to  work  the  way  it's  supposed  to  will  make 
feel  all  too  mortal.  To  install  it,  you  need  to  bring  your  own  c 
for  a  temporary  hookup  to  your  router.  Then  your  trou 
begin.  The  Getting  Started  sheet  describes  a  mere  30  requ 
steps;  a  32-page  Installation/Troubleshooting  booklet  hi 
diagnose  just  some  of  the  problems  you  may  run  into  along 
way.  And  once  you  get  the  unit  installed,  you're  left  to  pu 
over  a  1 14-page  Adobe  Acrobat  file  on  CD-ROM. 

Even  if  you're  tech  savvy,  you  are  unlikely  to  figure  out  e 
things  that  seem  simple.  The  toll-free  tech  support  line  stal 
answer  quickly  and  know  their  stuff,  but  the  device's  combina 

of     poor  documentatil 

Ready  to  start       ™tchf  ^erface  .^fd  H 

lish  explanations  will  force  nl 
techies  to  rely  on  that  suppor  I 
more  than  they  should  have] 
Complications  tend  to  a| 
whenever  networking 
involved,  but  here  the  compll 
tions    have  complicatic| 
Example:  Panasonic  offers  a 
service  that  gives  the  earner;! 
own  Net  address,  something 
joescam.viewnetcam.com.  B 
uses  something  called  port  50000,  which  your  corporate  sys I 
may  block.  So  peeping  in  on  the  home  from  work  may  reqJ 
setting  up  something  called  port  forwarding  on  both  the  can| 
and  your  router.  The  fainthearted  need  not  apply. 

The  camera  can  send  you  e-mail  when  its  infrared  ser| 
detects  motion — and  even  show  you  what  was  going  on  a  few 
onds  before  and  after  the  sensor  was  tripped.  But  setting  this  u| 
exceedingly  tricky.  Do  it  wrong  and  you  end  up  with  a  flooc| 
mail  — or  no  mail  at  all. 

Press  the  privacy  button  on  the  front  of  the  camera  and  I 
lens  rolls  up  like  an  eyeball  all  the  way  into  the  housing,  c  | 
firming  that  it's  not  peeking.  But  the  keeper  of  the  camera 
re-enable  it  remotely.  And  user  name  and  password  are  the  c| 
things  that  protect  the  camera's  security;  anybody  who  gue:| 
them  can  control  the  unit. 

The  motion  video  doesn't  work  with  some  browsers,  incl  I 
ing  popular  ones  for  the  Macintosh.  And  the  only  cell  phon 
could  use  to  access  it  with  were  those  with  full-fledged  V| 
browsers  like  the  Sidekick  II  and  PalmOne  Treo. 

The  camera  could  use  a  microphone,  a  zoom  function 
increasingly  essential  WPA  encryption,  but  for  all  its  shortcomil 
the  BL-C30  points  the  way  to  a  Big  Brother  era  of  cheap,  s 
contained  surveillance  devices.  Watch  yourself;  someone  ted| 
may  be  watching  you. 

FOrbCS  i  ^,e'1'U!n  ^anes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo,  which 
^^MBHacom  !  appears  weekly  on  public  television.  Visit  his  home  page  at  www.forbes.com/manes 


to  start 
playing  Big 
Brother?  This 
little  surveillance 
camera  lets  you 
pan,  tilt  and 
watch  from  afar. 
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/  have  round  Harsh 
to  be  a  company  that 
is  not  only  resilient* 
but  one  that  has  an 
amazing  strength 
and  sfabi/ity. 

It's  ivhat  has  flowed 
us  to  get-  through  the 
tough  tines  and  it  is 

[A/hat  toil!  Carry  US  Very 

well  into  the  future. 

That's  why  I'm  proud 
to  be  frith  Marsh. 


Michael  G.  Cherkasky, 
President  and  CEO 
Marsh  &  McLennan  Companies 


aam* 


mi 


Of*  Mil 


li  know  we  have  to  prove  ourselves  every  day,  as  we've  done  for  more  than  130  years.  The  client  is  paramount  and 
I  're  focused  on  working  to  make  all  our  clients  more  successful.  Now  more  than  ever,  in  an  atmosphere  of  total 
I  nsparency,  we  are  dedicated  to  delivering  outstanding  solutions  and  providing  real  value  to  our  clients  and  our 
k  reholders.  As  the  world  of  risk  grows  in  increasing  scope  and  complexity,  Marsh  will  be  there.  Marsh  is — and  will 
ji  itinue  to  be — the  world's  #1  risk  specialist. 


MARSH 

The  world's  #1  risk  specialist 


MC  Marsh  &  McLennan  Companies    Marsh  is  the  risk  and  insurance  unit  of  Marsh  &  McLennan  Companies,  www.marsh.com 


Amazingly, 

W.  FITZGERALD 

was  found  before  D.  Hall  even  left. 


Only  Monster  has  the  hiring  solutions  you  need  to  connect  with  the  people  you  want. 

We  offer  all  the  best  hiring  practices.  No  practice  required.  Post  jobs  easily.  Keyword-search 
specific  resume  criteria.  Start  reviewing  the  top  local  candidates  instantly.  Whatever  your 
hiring  needs,  we've  got  tools  to  meet  them,  fast.  So  you  always  find  the  right  person 

for  the  job.  Like  the  very  amazing  Mr.  W.  Fitzgerald. 

Call  I.888.MONSTER  or  visit  monster.com. 


Tnonster 

today's  the  day' 


MonMer,  the  Monster  logo,  and  the  Trumpasaurus  character  are  trade 


ster  (California),  inc. 


 Entrepreneur 

ROYALTY  REVENUES 

Virtual  Gold 

|TAN  DEMPSEY  has  built  a  very  profitable  little  mining 
iompany  while  keeping  his  hands  clean  |  By  David  Whelan 


my 


STANLEY  DEMPSEY  STANDS  AT  THE  BOTTOM 
of  a  1 -square-mile  gold  pit,  a  quarter-mile 
down,  watching  an  electric  shovel  fill  a  400- 
ton  truck  with  scoops  of  gravel.  The  truck 
rolls  away  and  an  empty  one  takes  its  place. 
In  a  few  hours  workers  will  clear  the  bottom  so  that 
blasting  can  take  place.  Dempsey  stands  back,  ad- 
miring the  work  at  the  Pipeline  Mining  Complex  in 
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northern  Nevada.  "One  out  of  every  20  of 
those  trucks  is  my  ore,"  he  says. 

His  company,  Royal  Gold,  owns  no 
trucks  and  employs  not  a  single  miner.  It's 
a  virtual  gold  company  whose  revenue 
comes  mostly  from  royalties.  Like  a  movie 
producer  who  grabs  some  of  the  box  office 
take,  Dempsey  has  contractual  rights  to 
5.21%  of  the  gold  from  Pipeline's  refinery. 
If  gold  prices  hold  at  around  $425  an 
ounce,  Royal  Gold  should  earn  $  1 1  mil- 
lion or  so  on  sales  of  $22  million  this  year. 
That  includes  23  royalties  from  20  mines, 
including  Nevada's  3  largest,  and  a  small 
silver  and  copper  business. 

Trained  as  a  geologist  and  lawyer, 
Dempsey  buys  existing  royalties,  some- 
times from  professional  prospectors — 
often  retired  geologists.  Or  he  funds  explo- 
ration that  will  create  new  ones.  He  looks  at 
the  "proven  and  probable"  metal  reserves 
at  the  claim  site  and  tries  to  estimate  future 
production,  then  discounts  cash-flow  esti- 
mates at  3%  to  7%,  depending  on  the  qual- 
ity of  the  deposit  and  the  reputation  of  the 
mine  operator.  The  goal  is  to  earn  at  least 
5%  annual  return  on  investment  with  con- 
tracts that  are  either  perpetual  or  expire 
after  certain  production  goals  are  met.  He 
also  negotiates  a  tail — a  smaller  royalty  that 
encompasses  a  mine's  future  growth  as 
new  discoveries  are  made.  His  $  1  million 
investment  20  years  ago  in  a  drilling  project 
with  Pipeline  has  yielded  207,000  ounces 
of  gold,  worth  $69  million  to  Royal  Gold. 

Still,  royalties  are  tricky  because  their 
value  depends  on  the  mining  company's 
willingness  to  dig.  When  gold  prices  drop, 
the  work  slows  or  stops.  That's  why 
Dempsey  tries  to  negotiate  royalties  on  a 
sliding  scale.  When  prices  rise,  so  does 
Royal  Gold's  take. 

Now  65,  Dempsey  has  risen  and  fallen 
with  the  bumps  of  this  business.  As  a  boy 
he  worked  summers  lighting  fuses  in  his 
uncle's  coal  mine  in  Indiana.  He  paid  for 
college  and  law  school  at  the  University  of 
Colorado  by  leasing  and  operating  small 
gold  mines  in  the  mountains  near  Boulder. 
His  first  job  after  law  school  was  in  the  legal 
department  at  Amax,  then  one  of  the 
world's  biggest  mining  companies.  Amax 
moved  him  to  head  of  environmental  com- 
pliance and  then  into  operations,  where  he 
ran  all  Australian  operations. 


Dempsey  returned  to  Denver  in  1983 
to  practice  law,  joining  the  board  of  Royal 
Resources,  a  public  oil-exploration  com- 
pany run  by  a  trout-fishing  buddy  who  had 
been  assigned  by  a  court  to  clean  up  secu- 
rities fraud.  The  seat  turned  into  a 
headache  when  his  friend  left  and  oil 
dropped  to  $10  a  barrel.  In  1986  Dempsey 
took  charge.  He  sold  off  the  oilfields  and 
filled  in  the  remaining  shell  with  a  gold 
mining  company,  renaming  it  Royal  Gold. 

Operating  several  gold  mines  in  Cali- 
fornia and  Colorado,  the  business  strug- 
gled. Using  old  trucks  and  shovels,  the 
miners  saw  their  costs  quickly  outpace  rev- 
enues. The  company  lost  about  $2  million 


By  the  Numbers 


The  last  half-dozen  years  have  been 
pretty  good  to  goldbugs. 

The  peak  price  for  gold  on 
Jan.  21, 1980  ($1,979  in  today's  dollars). 


Gold  ounces  mined 
each  year  in  Nevada. 

The  rise  in  Royal  Gold's 
share  price  since  1999. 


a  year,  and  the  stock  traded  for  pennies. 
Dempsey  paid  the  bills  by  flipping  invest- 
ments. In  1988  he  bought  a  10%  interest 
in  the  Hog  Ranch  gold  mine  in  Nevada 
for  $5  million  and  sold  it  for  $1 1  million, 
which  kept  Royal  Gold  afloat. 

During  that  period  Royal  Gold  pur- 
sued an  exploration  project  in  Nevada  that 
would  later  transform  the  company.  Work- 
ing with  ECM,  a  small  Montana  company, 
and  Placer  Dome,  Dempsey  invested 
$1  million  for  drilling  work  70  miles  out- 
side Elko,  Nev.  The  samples  revealed  "no- 
see-um"  gold,  invisible  to  the  naked  eye  but 
detectable  via  assay.  But  Royal  Gold  was 
running  out  of  money.  So  in  1991  Demp- 
sey sold  his  20%  profit  share  for  $1  million 
to  Placer  Dome — which  then  announced  a 
discovery  of  3  million  ounces  of  gold  at 
what  would  become  the  Pipeline  complex. 
Feeling  cheated,  Dempsey  sued  and  got  his 


20%  share  back,  which  was  later  conveil 
into  royalties.  Placer  Dome  invested  $ 
million  to  get  Pipeline  started.  (Demr.| 
says  everyone  is  now  on  good  terms.) 

Pipeline's  success — 8  million  ounce  |fj 
poured  gold  and  counting — persua< 
Dempsey  to  change  his  business  moJ 
Because  he  couldn't  afford  to  operate  el 
small  mines,  he  closed  them  all,  shrank! 
Denver  office  to  14  people  and  decidecl 
emulate  a  couple  of  larger,  royalty-bal 
rivals.  Franco-Nevada,  the  biggest,  w;l 
popular  growth  stock  until  Newmont  IV  j 
ing  paid  $2.5  billion  for  it  in  2002. 
were  a  fairly  shameless  copy,"  Dempl 
says.  And  now  he  is  the  only  royalty  plal 

Not  for  want  of  trying  his  hand  at 
ploration.  Until  2003  Dempsey  sp| 
$3  million  or  so  a  year  on  exploration 
Nevada,  hoping  for  another  bonanza.  Nil 
After  $2.5  million  in  drilling  on  the  Grl 
island  of  Milos  uncovered  excellent  ore, 
tourist  industry  blocked  a  mine  in  200*1 

Dempsey  has  had  better  luck  wherl 
doesn't  swing  for  the  fences.  Royal  Gl 
spent  $1.8  million  on  an  existing  silver  I 
alty  in  Argentina  that  kicks  out  $250,0(1 
year.  It  paid  $33  million  to  buy  an  El 
company  that  owned  a  collection 
Nevada  gold  royalties.  These  include  ro 
ties  on  the  Goldstrike  and  Leeville  mill 
two  of  the  state's  biggest,  operated  by  gk 
Barrick  Gold  and  Newmont  Minil 
respectively.  Both  should  ramp  up  pj 
duction  this  year,  adding  $4  million 
Royal  Gold's  top  line.  Last  year  Dempl 
spent  $8  million  for  a  7%  royalty  ol 
Montana  mine  that  has  13  million  our 
of  silver  and  113  million  pounds  of  o 
per.  That  mine  began  production  this  y| 
"We  were  a  one-trick  pony,"  he  says. 

The  stock  has  responded  well  over 
years,  rising  from  a  low  of  3  cents  bad  I 
1992  to  a  recent  $18.31.  That  providsj 
nice  personal  cushion  for  Dempsey,  whj 
5%  stake  is  worth  $19  million.  But  it's  d< 
little  to  ease  his  anxiety.  Pipeline  makes  I 
80%  of  Royal  Gold's  gold  producti  [ 
spurring  Dempsey  to  find  another  wa}| 
diversify  his  portfolio.  He's  ready 
pounce — the  company  has  $46  million 
cash,  no  debt  and  a  $10  million  linel 
credit;  six  months  ago  Dempsey  registel 
$300  million  in  shelf  securities.  Now  al| 
needs  is  one  big  lucky  strike. 
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[Joy  an  adaptable  software  solution  without  blowing  your  budget.  Get  a  free 
less  assessment  now  that  helps  show  how  you  can  streamline  accounting, 
)lf,  project  management,  financial  reporting,  budgeting,  and  human  resources 
?sses  and  get  a  rapid  return  on  investment. 

lalify  for  your  free  business  assessment  from  a  Microsoft"  Certified  Partner, 
vww.business-assessment.com/ledger  or  call  1-800-498-1494. 

Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered 
rks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


icros 
Business 
Solutions 


Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 


Think  Societe  Generate  and  speed  up  your  expansion 


Choosing  a  growth  bank  means  gaining  the  momentum  to  get  ahead.  Driven  by  its  dynamism,  Societe  Generate 
now  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily  stronger  in  its  three  key  fields, 
offering  its  customers  ever  more  opportunities  for  expansion.  With  16  million  customers'1'  in  retail  banking, 
315  billion  euros  <1>  managed  by  global  investment  management  and  services  and  a  confirmed  worldwide 
leadership  in  corporate  and  investment  banking  (euro  capital  markets,  derivatives  and  structured  finance), 
Societe  Generale  has  become  a  first  choice  partner  for  its  customers  around  the  world.  If  you  too,  have 
a  taste  for  growth,  you  will  soon  see  what  the  "Societe  Generale  red  and  black  effect"  can  do  for  you. 
(l)at  31/12/04.  www.socgen.com 


RETAIL  BANKING 


PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


GLOBAL  SECURITIES  CORPORATE* 
SERVICES  FOR  INVESTORS   INVESTMENT  BANKING 


GROUP 


& 


MONEY  MAN 


Hardheaded 
On  Software 


i/all  Street  is  cool  to  the 
tocks  lately,  and  prices 
re  lagging.  But  Bernstein's 
harles  Di  Bona  insists 
ome  of  them  are  ready 
)  catch  fire.  Did  someone 
ist  say  Microsoft? 
y  Victoria  Murphy 

OFTWARE,  THE  DARLING  OF 
investors  during  the  1990s,  is 
doing  as  badly  as  the  rest  of  the 
market.  Over  the  past  three 
years  the  software  index  perfor- 
ce has  been  essentially  flat  while  the 
P  is  up  an  annual  1.8%. 
The  market  is  not  entirely  wrong 
out  this  industry,  now  moving  out  of 
swift-budding  adolescence.  Software 
enues  are  shifting  from  high-margin 
nses  to  the  more  stable,  less  lucrative 
siness  of  servicing  already-sold  pro- 
tms  (see  Mar.  29,  2004  issue).  While  last 
ir  saw  a  decent  postrecession  spurt  of 
%  in  software  revenue,  that  is  slowing. 
Goldman  Sachs  survey  shows  tech 
ending  rising  just  2.9%  this  year,  with 
:k-offke  software  systems  ranking  low 
v  corporate  priority  lists. 
'  So  you'd  think  that  Sanford  C.  Bern- 
fin  software  analyst  Charles  Di  Bona 
uld  be  looking  at  another  line  of  work, 
ly  triumphs  are  few  and  far  between," 
pits  Di  Bona. 
Just  wait.  Di  Bona,  who  is  as  chatty 
1  enthusiastic  as  any  tech  analyst  circa 
'9,  thinks  good  buys  are  left  in  software 
cks  (see  table,  p.  76).  But  only  in  a 
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handful.  His  future  winners  have:  1 )  a  sig- 
nificant edge  in  still-growing  parts  of  the 
business;  2)  a  leeriness  about  unneeded 
acquisitions;  and  3)  relatively  high  returns 
on  equity,  often  due  to  low  sums  of  dead- 
weight cash  on  their  books. 

By  Di  Bona's  lights,  a  software  com- 
pany seldom  benefits  when  buying  a  com- 
petitor because  the  brainpower  exits,  the 
price  often  is  too  high  and  the  acquisition- 
related  debt  too  burdensome.  "I  get  skep- 
tical when  you  have  to  chase  weird  syner- 
gies because  you  paid  up,"  he  says. 

And  if  a  software  firm  is  sitting  on  a 
large  cash  stash,  he  thinks  the  money  is 
better  spent  rewarding 
investors  with  stock 
buybacks  or  divdends. 
That's  where  the 
hoary  old  metric  ROE  (net  income 
divided  by  shareholder's  equity)  comes 
in.  If  idle  cash  is  sitting  on  the  books,  it 
will  fatten  the  denominator  and  lead  to  a 
lower  ROE. 

Why  listen  to  Di  Bona?  One  reason  is 
his  intriguing  background.  Turns  out  that 
in  the  1990s  he  wasn't  a  cheerleading  ana- 
lyst. "I  didn't  get  paid  for  the  bubble,  and 
I  also  didn't  get  tainted  by  it,"  he  says.  Di 
Bona,  40,  only  joined  the  research  ranks 
in  August  2000,  after  the  bubble's  pop.  He 
brings  a  hands-on  perspective  to  soft- 
ware. Di  Bona  was  a  derivatives  trader  at 


Dean  Witter,  where  he  worked  with  soft- 
ware developers  to  customize  the  firm's 
database,  and  he  then  served  as  the  chief 
financial  officer  of  a  small  Boston  soft- 
ware company  that  went  broke. 

To  Di  Bona,  Siebel  Systems,  the  maker 
of  sales  automation  and  customer  man- 
agement software,  is  a  good  example  of  a 
stock  to  shun.  Siebel's  sales  of  software 
were  up  a  meager  1%  to  $487  million  in 
2004,  and  it  ousted  the  chief  executive  in 
mid-April  after  issuing  a  first-quarter 
warning  of  more  bum  performance.  The 
2004  sales  figure  is  better  than  2003's 
3 1  %  drop,  but  hardly  a  sign  of  rebirth.  The 


Oracle's  return  on  equity  has  dipped  ft 
its  predeal  37%,  indicating  the  purcr|| 
wasn't  a  good  use  of  cash.  PeopleS 
whose  applications  track  employee 
financial  data,  had  a  lower  margin  t 
Oracle — and  Di  Bona  expects  this 
end  up  eventually  zapping  earnings  . 
ROE.  An  Oracle  spokesperson  says  tl 
in  time,  the  PeopleSoft  deal  will  pr 
itself. 

For  Di  Bona  a  howlingly  obvious  y 
is  the  underappreciated  Microsoft,  wh 
price  has  not  moved  much  in  good  wl 
He  calls  it  the  "unsleeping  giant."  Ret 
on  equity  is  17%  (not  including  $30 


"Everything  but  Windows  is  a  freebie  for  investors/! 
says  Di  Bona  of  Microsoft's  valuation. 


company  has  a  growing  cash  pile  of  $2.2 
billion,  which  it  so  far  has  tapped  into  to 
make  a  few  small  acquisitions  of  Web- 
oriented  software  firms.  Its  ROE  is  an 
anemic  5%  and  trailing  price/earnings 
ratio  a  lofty  44.  Novell,  another  laggard, 
had  a  lousy  4%  ROE  until  it  got  a  recent 
$536  million  antitrust  setdement  from  Mi- 
crosoft. The  one-time  windfall  caused  an 
artificial  ROE  blip  to  37%. 

The  software  picture,  of  course,  is  not 
black  or  white.  Di  Bona  likes  Oracle  stock 
at  its  current  $12  price  and  33%  ROE. 
Nevertheless,  if  the  price  goes  to  $15,  he 
figures  you  should 
consider  selling; 
hence  we  didn't  in- 
clude the  company 
in  our  table.  After 
database  software 
maker  Oracle  finally 
won  its  fight  to  take 
over  PeopleSoft  for 
$10.3  billion,  many 
analysts  cheered  the 
February-ending 
quarter:  Earnings 
per  share  rose  by  4 
cents,  to  16  cents 
(before  merger-re- 
lated charges).  Yet 
Di  Bona  figures  the 
jump  had  nothing 
to  do  with  People- 
Soft;  it  came  from 
Oracle  products. 


lion  in  future  stock  buybacks  announ 
last  year,  which  will  boost  ROE  consic 
ably).  The  Windows  and  Office  desk 
franchises  still  account  for  69%  of  tl 
enues,  but  other  categories  are  grow 
faster.  The  $22.8  billion  (sales)  desk 
line  grew  10%  last  year  while  Microsc 
non-PC  software  sales  increased  16% 
$15.6  billion  (servers,  business  data  si 
ware,  mobile  phone  software,  Inter 
portal  MSN  and  home  entertainm 
technology  like  the  Xbox). 

This  burgeoning  growth  is  largely 
out  of  the  stock  price,  says  Di  Bona, 
estimates  the  two  desktop  divisions 
worth  $236  billion,  or  86%  of  the  mai 
cap.  Then  Microsoft's  five  other  divisic 
two  of  them  profitable,  are  valued  at  p[ 
nies  per  share.  Its  $64.9  billion  cash 
makes  up  the  difference.  "Everything 
Windows  is  a  freebie  for  investors,"  i 
Di  Bona.  Also  good:  Microsoft's  $32 
lion  one-time  dividend  in  late  2004. 

Among  other  software  makers 
admires  are  Intuit,  the  tax  preparat 
kingpin,  and  Germany's  SAP  with  its  s 
lar  array  of  data  management  softw 
ranging  from  finance  to  supply.  Tr 
ROEs  are  nice  and  P/Es  not  too  hi 
Another  good  one  is  Mercury  Interact 
despite  a  high  P/E  (52)  and  lackluster  F 
of  13%.  Di  Bona  respects  Mercui 
dominance  in  software  that  lets  corpoi 
info-tech  types  assess  how  efficiendy  tl 
systems  are  running  and  how  new  s« 
ware  would  fit  in. 
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100%  NO  LOAD 


Four  funds  on  MONEY" 
magazine's  "50  Best"  list 


MONEY  magazine  chose  four  T.  Rowe  Price  funds  to  be  included  on  the  MONEY  50"  list,  "an  elite 
group  of  proven  funds  you  can  use  to  build  a  rock-solid  portfolio."  MONEY  chose  its  50  "best" 
funds  based  on  low  cost,  management  integrity,  and  a  consistent  investment  approach.* 

At  T.  Rowe  Price,  we  apply  the  same  disciplined,  long-term  approach  to  all  of  our  funds.  And  we 
keep  costs  low.  All  our  funds  for  individual  investors  have  expense  ratios  below  their  Lipper  category 
averages.  *  And  we  offer  funds  with  no  loads,  commissions,  or  sales  charges.  So  no  matter  which 
T.  Rowe  Price  no-load  fund  you  choose,  you  can  be  confident  that  your  investment  will  go  further. 


As  of  12/31/04 

1  Year 

5  Year 

10  Year 

Expense 
Ratio 

Blue  Chip  Growth  Fund 

Moderate-risk  approach  to 
long-term  growth  potential 

9.25% 

-2.17% 

12.03% 

0.88%2 

Equity  Income  Fund 

Lower-risk  approach  to 
long-term  growth  potential 

15.05% 

7.67% 

13.00% 

0.74%2 

International  Discovery  Fund1 

High-risk  approach  to 
long-term  growth  potential 

23.76% 

1.73% 

11.72% 

1.32%3 

New  Era  Fund 

Moderate-risk  approach  to 
long-term  growth  potential 

30.09% 

13.32% 

13.01% 

0.69%2 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee 
future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing.  To  protect  the 
interests  of  long-term  shareholders,  the  fund  charges  a  2%  redemption  fee  on  shares  held  for  three 
months  or  less.  The  performance  information  shown  does  not  reflect  the  deduction  of  the  redemption  fee. 
If  it  did,  the  performance  would  be  lower. 

All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 

To  find  out  which  of  over  90  T.  Rowe  Price  mutual  funds  is  right  for  your  goals  and  tolerance  for 
risk,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site  today.  And  discover  why  more 
and  more  investors  are  choosing  low-cost  T.  Rowe  Price  funds. 


TROWEPRICE.COM/MUTUALFUNDS 


1-877-872-5486 


TRoweRice 


INVEST  WITH  CONFIDENCE 

Source:  MONEY  magazine.  The  funds  on  the  MONEY  50  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  slaff  of  MONEY  magazine.  Some  of  the 
criteria  included:  consistent  investment  approach,  solid  performance,  low  expenses,  and  a  history  of  integrity  on  the  part  ol  management.  The  ending  date  lor  performance 
was  1 2/1 6/04.  The  publication  dale  ol  the  MONEY  article  was  2/05.  MONEY  and  MONEY  50  are  registered  trademarks  of  Time,  Inc.  Used  with  permission.  :  Based  on  the 
liscal  year-end  data  available  as  ol  12/31/01  All  funds,  excluding  institutional  and  bank  institutional  funds  as  defined  by  Lipper,  more  than  six  months  old  are  included. 
(Source  for  data:  Lipper  Inc.)  Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  'As  of  12/31/04. 
!As  of  10/31/04.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MP4M07I300 
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REAL  ESTATE 

Unreal  Returns 

Here's  a  dubious  new  investment:  REITs  with  fat  dividends  not  covered  by  profits. 
Who  are  they  kidding?  j  By  Stephane  Fitch  with  Amanda  Schupak 


Their  properties  are  pretty,  but  their  numbers  aren't:  CNL's  Hilton  in  La  Jolla,  Calif,  and  Behringer's  office  buildings  in  Washington  and  St.  Loui 


WITH  THE  HOTEL  INDUSTRY 
finally  bouncing  back, 
CNL  Hotels  &  Resorts  has 
been  on  a  buying  spree. 
The  high-flying  Orlando, 
Fla.  real  estate  investment  trust  paid  $  1 .4 
billion  last  year  for  a  collection  of  six 
hotels,  including  the  comely  780-room 


Grand  Wailea  Resort  Hotel  &  Spa  in 
Wailea,  Hawaii.  CNL's  holdings  now  total 
132  hotels  worth  $5  billion. 

Investors  seem  to  like  CNL  and  its 
enticing  7.4%  dividend.  Last  year  they 
bought  $660  million  in  newly  offered 
shares.  REIT  dividends  traditionally  are 
fat,  but  this  payout  exceeds  the  average  by 


a  tidy  1.8  percentage  points. 

Unfortunately,  behind  CNL's  gleami 
facade  is  worrisome  dry  rot.  This  trust's 
come  covers  only  60  cents  of  its  $  1 .49  yea 
payout.  CNL  makes  up  the  rest  by  borro 
ing  from  banks  and  selling  new  shares 
the  public.  To  put  it  bluntly,  89  cents  of  i 
dividend  gives  off  a  Ponzi-ish  odor. 


REIT  or  Wrong? 


These  real  estate 
investment  trusts  offer 
alluring  dividend  yields  by 
paying  out  to  investors 
more  cash  than  they  get 
from  operations.  The 
disquieting  shortfall  is 
made  up  by  borrowing 
money  and  selling 
more  shares. 


Funds  from  operations  persh  in  ^Dividend  deficit 


Apple  Hospitality 
Five/hotel 

8.0%  yield 


Apple  REIT 
Six/hotel 

5.0%  yield 


ARC  Corporate 
Realty  Trust/ret; 

8.0%  yield 


$0.88 
payout 


$0.55 

payout  $0.26 


Behringer  Harvard 
REIT  l/office 

5.8%  yield 


$0.58 
payout 


$1.49 
payout 


$0.70 


CNL  Hotels 
&  Resorts/hotel 

7.4%  yield 


$0.60 


$0.96 
payout 


^0.03 


Dividend  Capital 
Trust/industrial 

6.1%  yield 


$0.64 
payout 


$0.49 
payout 


$0.50 


$0.93 


Wells 
REIT  ll/office 

4.9%  yield 


[$0.01 


$0.46 


Sources:  Compar, 
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You've  always  known  that 

windows  of  opportunity  open 

only  for  companies  unafraid  to  fly. 


That  staying  ahead  Of  the  Curve  happens 
solely  by  traveling  the  road  a  few  thousand  times. 

That  the  things  keeping  you  awake  at  night 
are  the  only  things  keeping  you  awake,  period. 

You've  always  known  the  next  big  thing  won't 
come  from  the  same  old  thinking. 

Which  is  why  you've  never  given  your  choice 

of  bank  a  second  thought. 

You  put  a  lot  of  thought  into  the  company  you  run.  Fortunately,  you  put 
equal  thought  into  the  company  you  keep.  That's  why  more  and  more 
decision  makers  like  you  are  deciding  on  KeyBank  for  the  people,  plans 
and  products  needed  to  help  your  companies  reach  their  destinations, 
one  smart  step  at  a  time.  Which,  after  all,  is  how  you  got  them  here  in 
the  first  place. 

Achieve  anything. 

Call  1-800-KEY6070,  or  visit  Key.com/corporate 

KeyBank 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorp. 

©2005  KeyCorp 


To  be  sure,  you  don't  expect  a  REIT 
to  cover  dividends  with  its  net  income, 
strictly  defined — meaning,  net  after 
depreciation  charges.  For  CNL  last  year 
that  net  was  negative  $87  million  on  rev- 
enue of  $1.3  billion. 

But  a  REIT  should  be  able  to  cover 
dividends  from  its  "funds  from  opera- 
tions," or  FFO — that's  net  income  with 
every  dime  of  depreciation  added  back, 
reserving  nothing  for  necessary  mainte- 
nance capital  spending.  At  CNL  the  funds 
from  operation  per  share  fell  43%  last 
year.  The  $88  million  in  FFO  wasn't  even 
close  to  funding  CNL's  $218  million  div- 
idend payout. 

To  make  matters  worse,  you  can't 
unload  CNL  shares  with  a  phone  call  to 
your  broker.  CNL  is  not  publicly  traded. 
You  must  redeem  your  shares  with  the 
company,  at  the  $20  you  paid  for  them — 
no  appreciation,  sorry.  If  the  company 
gets  more  redemption  requests  than  it 
can  afford  this  year,  tough  for  you.  That's 
one  reason  we've  raised  doubts  about 
nontraded  REITs  before  (Sept.  1,  2003). 

Yet  the  new  wrinkle  is  that  many  pri- 
vate REITs  are  hooking  investors  with 
enticing  dividends  that  aren't  covered  by 
FFO  (see  chart,  p.  78).  They  do  this  either 
because  they  are  small  or,  like  sizable 
CNL,  are  on  a  spending  binge  and  need  to 
attract  equity  capital.  Like  CNL,  they 
bridge  the  gap  with  borrowing  and  share 
offerings.  Our  previous  story  focused  on 
sym  Leo  F.  Wells,  who  at  least  isn't 
amoiiL,  ist  serious  offenders  in  pay- 
ing unaffc.  ■  dividends.  His  Wells 
REIT  II  pays  [y  a  penny  per  share 

more  than  FFO. 

Brokers,  who  lii  t         tyle  REITs  for 
the  fabulous  7%  f<  nates, 
argue  that  private  Rl  I 
money — an  assertion  that 
things  will  stay  in  business  a 
that  if  you  get  in  line  at  the  exit 
will  eventually  be  permitted  to 
Aside  from  the  rich  yields,  the  other  s< 
ing  point  is  these  REITs'  tax  treatment. 
Since  a  large  chunk  of  the  dividend  is  not 
income  at  all  but,  in  effect,  just  your  own 
money  coming  back  to  you,  it  currently 
isn't  taxed  as  income.  Of  course,  if  that's 
what  you  want,  you  don't  need  to  buy  an 
illiquid  REIT.  You  could  buy  Treasury 


bonds  and  just  cash  in  4%  of  the  bonds 
every  year  for  spending  money. 

Paying  dividends  filled  with  sawdust 
and  promises  is  rampant  among  private 
REITs.  Consider  Behringer  Harvard  REIT  I. 
This  tiny  Addison,  Tex.  outfit  owns  $200 
million'  of  interests  in  eight  office  build- 
ings, including  a  handsome  24-story  struc- 
ture at  250  West  Pratt  Street  in  downtown 


Five  publicly  traded  REITs  offering 
well-covered  dividend  yields  over  6%. 

422  senior  housing  properties. 


mobile-home  parks  around  the  U.S. 


286  office  buildings  around  the  U.S. 

700 

industrial  properties  around  the  U.S. 

270  office  buildings 
n  suburbs  near  New  York  City. 


\  The  buildings  produced  $16.8 
revenue  for  Behringer  last  year. 
:st  payments,  taxes  and  prop- 
ses,  Behringer's  FFO  stood  at 
aid  out  a  hefty  $3. 1  million  in 

d 

8  cents  each  share  paid, 
only  i  ie  from  the  company's 

FFO.  Tht  ler,  admits  Behringer 

Harvard,  was  cash  raised  from  the 


company's  investors. 

Behringer's  president,  Robert  Aisl  t 
says  his  trust  shouldn't  be  compared  v  i 
established  public  REITs  because  o  - 
year-old  Behringer  is  only  beginning  \ 
must  grapple  with  fixed  costs  i  ; 
uncommitted  capital  that  has  yet  to  I  i 
income-producing  properties,  he  s;  \, 
Aisner  insists  that  the  dividend  deficit 
narrow  greatly  as  the  REIT  acquires  m 
buildings  this  year.  Roughly,  that's  w 
all  the  overpayers  say. 

If  you'd  like  a  current  yield  th 
shenanigan  free,  turn  to  publicly  trai 
REITs  like  Mack-Cali  Realty.  They're  liq 
and  they  get  extensive  analyst  coven 
unlike  the  private  kind.  Mack-Cali's  5. 
yield,  or  $2.52  per  share,  is  well  coverec 
the  company's  $3.60  a  share  in  FFO.  Ma 
Cali  hasn't  sold  a  single  share  in  the  p 
lie  markets  since  1998.  Without  boost 
debt  or  issuing  new  stock,  this  comp; 
can  keep  paying  its  dividend  for  year: 
come,  simply  by  carefully  reinvesting 
$1.08  per  share,  or  $74.2  million,  in  1 
not  disbursed  to  shareholders.  "Even  in 
worst  times,  we  never  paid  out  more  tt 
92%  of  our  cash,"  says  its  chief  execut 
Mitchell  Hersh. 

Further,  Mack-Cali's  fortunes  are 
concentrated  in  a  handful  of  buildings 
Behringer's  are.  Mack-Cali  of  Cranfc 
N.J.  owns  270  buildings,  including  hi: 
rent  properties  across  the  Hudson  Ri 
from  Manhattan.  The  company  is  f 
lowed  by  a  dozen  Wall  Street  analysts. 

Should  the  travel  industry  res 
boom  again,  CNL  Hotels  might  rake  in 
much  profit  that  it  fully  earns  its  di 
dend.  The  acquisition-happy  compt 
insists  it's  simply  "opportunistic;: 
investing"  at  a  time  when  its  rivals  ca 
outbid  it  for  large  hotels  like  Gral 
Wailea.  CNL  insists  it's  focused  on  "int 
nal  growth"  and  may  even  sell  so 
hotels  in  the  future. 
•  A  few  disgruntled  CNL  Hot 
investors  aren't  content  to  wait.  Last 
two  shareholders  filed  suit  against  i 
company,  saying  the  REIT  and  its  spon 
used  improper  accounting  practices 
inflate  earnings  so  it  could  support  i 
payout  and  bolster  the  share  price.  C 
has  said  the  suit  is  "without  merit."  S 
the  dividend. 
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The  Battle  of  th 


David  Boies  is  going  up  against  Eliot  Spitzer. 
The  prize:  Hank  Greenberg.  By  Daniel  Fisher, 
Carrie  Coolidge  and  Neil  Weinberg 
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HE  SHOWDOWN  WAS 
bound  to  happen  one 
day — as  inevitable  as 
Godzilla  squaring  off 
against  King  Kong. 
David  Boies,  supreme 
private-sector  litigator, 
takes  on  New  York 
Attorney  General  Eliot 
Spitzer,  consummate  prosecutor  and  politi- 
cian. They  will  slug  it  out  over  the  fate  of 
Maurice  (Hank)  Greenberg,  the  ousted 
chairman  of  American  International 
Group.  It  would  be  tough  to  find  two  more 
ambitious,  controversial  litigators.  Or  a 
couple  of  opponents  more  alike  in  some 
ways.  "Wc  know  each  other,  we  like  each 
other,  we  respect  each  other,"  says  Boies.  "I 
am  a  political  supporter."  Both  men  tend 
to  try  their  cases  in  the  press,  to  push  until 
they  overreach  and  to  rely  on  questionable 
tactics  that  sometimes  backfire. 

On  one  side,  64-year-old  Boies,  an 
Illinois  native  with  disarming  manners 
and  a  boyish  smile — and  a  talent  for  neu- 
tralizing very  powerful  adversaries.  He 
defeated  Vietnam-era  General  William 
Westmoreland  in  a  1982  libel  suit  against 
CBS,  largely  by  quoting  the  commander's 
own  words  back  at  him.  Acting  on  behalf 
of  the  U.S.  government,  he  destroyed  the 
credibility  of  Bill  Gates  in  the  2000 
antitrust  case  by  goading  the  Microsoft 
chairman  into  making  broad  statements 
that  were  contradicted  by  internal  e- 
mails.  His  opponent,  Spitzer,  45, 
has  used  his  office  as  a 
launching  pad  to  run  for 
governor  of  New 
York  next 
year.  Since 
taking  over 
as  AG 


in  1999,  he  has  terrorized  Wall  Street, 
bloodying  Merrill  Lynch,  mutual  fund 
companies  and  Marsh  &  McLennan,  and 
forcing  reforms  on  the  '  financial 
community. 

But  in  going  after  Hank  Greenberg,  at 
80  still  no  pushover  himself,  Spitzer  may 
have  met  his  match.  Greenberg  hasn't  yet 
been  charged  with  anything.  Spitzer's  case 
is  focusing  on  a  few  arcane  areas  of 
accounting — including  an  allegedly  bogus 
deal  by  AIG  with  General  Re,  a  unit  of 
Berkshire  Hathaway,  to  bulk  up  AIG's  bal- 
ance sheet.  It  involves  the  acquisition  of  a 
$500  million  loss  portfolio  from  General 
Re  along  with  $500  million  in  assets  to  pay 
the  claims.  That  had  the  effect  of  boosting 
AIG's  premiums  and  also  its  reserves  to 
pay  future  claims.  Was  there  a  genuine 
transfer  of  risk  from  General  Re  to  AIG?  If 
there  was  no  risk  transfer  at  all,  then  the 
transaction  should  have  been  booked  as  a 
loan,  not  as  reinsurance  (see  box,  p.  90). 

On  the  face  of  it,  Spitzer  appears  to 
have  the  upper  hand.  After  forcing  out 
Greenberg  in  March,  AIG  conceded  a  host 
of  accounting  irregularities  at  offshore 
entities  that  could  result  in  a  $1.8  billion 
writedown.  Spitzer  claims  there  is  a  smok- 
ing e-mail:  memos  between  two  midlevel 
managers  at  General  Re  suggesting  the 
company's  former  chief  executive,  Ronald 
Ferguson,  and  Greenberg  knew  it  was  a 
riskless  transaction.  Then  there's  Green- 
berg's  pleading  the  Fifth  Amendment 
under  questioning  by  Spitzer  &  Co.,  saying 
he  did  not  have  access  to  the  relevant  doc- 
uments. Innocent  or  not,  Greenberg  didn't 
win  many  points  for  credibility  in  a  civil 
case.  Nor  did  his  transferring  the  bulk  of 
his  $2.3  billion  in  AIG  shares  to  his  wife. 

Spitzer  is  relying  on  a  strategy  he  has 
used  so  successfully  in  the  recent  past: 
Find  a  long-established  but  shady-sound- 
ing practice  in  an  industry,  expose  it  as  a 
scandal,  single  out  a  villain  and  threaten 
criminal  prosecution,  flushing  out  the 
scapegoat  and  extracting  a  sizable 
settlement.  He  did  it  to  hypo- 
critical Wall  Street  analysts, 
to  insurance  brokers 
who  collected  fees 
from  both  insurers 
and    their  cus- 
tomers  and  to 


fund  operators  that  allowed  favored  clie 
to  trade  their  way  in  and  out  of  mut 
funds.  Time  magazine  in  2002  narr 
Spitzer  "Crusader  of  the  Year,"  a  cha 
pion  of  the  little  guy.  To  businesses  on 
receiving  end  of  subpoenas,  he  is  the  Ii 
del  of  the  Century,  a  zealot  way  out 
bounds.  "The  reason  companies  fi 
themselves  in  untenable  positions,"  coi 
ters  David  Brown,  who  has  run  Spitz< 
mutual  fund  and  insurance  investigate 
"is  they've  engaged  in  crimes  that  bre; 
their  fiduciary  duty." 

Spitzer  has  clearly  put  the  fear  of  G 
if  not  Armageddon,  into  AIG.  On  Frici 
Mar.  11,  soon  after  Spitzer  told  the  co 
pany  about  those  memos,  panic  set  in 
the  Manhattan  headquarters.  Attorn 
from  at  least  four  different  law  firms  m 
dered  the  halls,  says  a  source  close  to  I 
company,  as  executives  hopped  from  c 
conference  room  to  the  next.  "There  v 
no  discipline  and  no  orderly  process 
moving  forward,"  says  this  source.  "It  vj 
utter  and  complete  chaos  in  the  compa 
that  day."  Upstairs  in  his  office  on  the  18 
floor,  Greenberg  was  (remarkab 
unaware  of  the  crisis,  says  the  source,  ai 
not  invited  to  the  meetings  that  woi 
determine  AIG's  response  to  the  probe. 

That  day,  says  an  adviser  to  AIG  wi 
was  present,  the  board  considered  what 
do  about  its  besieged  leader.  To 
between  loyalty  to  Greenberg,  who  h 
handpicked  his  directors,  and  fear  of  p 
sonal  liability  in  a  shareholder  or  crimii 
suit,  board  members  discussed  bringi 
in  a  new  chief  executive  to  take  the  he 
off  the  company.  According  to  tl 
source,  a  few  members  pushed  the  idea 
ousting  Greenberg.  After  a  weekend 
back-and-forth  phone  calls,  the  boai 
confronted  Greenberg  on  Sunday,  M. 
13  and  forced  him  to  resign. 

Backed  into  a  corner,  Greenberg  call 
on  Boies,  who  had  to  get  a  waiver  fro 
AlG,  previously  a  client.  Within  days  a  pi 
emerged.  First,  separate  C.V.  Starr  ai 
Starr  International,  the  private  Bermu 
entities  that  Greenberg  controlled,  fro 
AIG,  the  public  company  he  was  in  tl 
process  of  losing.  The  Starr  compani 
held  billions  of  dollars  in  AIG  stock  ai 
the  compensation  of  executives.  They  al 
held  another  valuable  asset:  files  th| 


t 


3  active  pursuit  of  life  is  something  we  all  strive  for.  To  help  keep 
ir  joints  healthy,  millions  have  turned  to  dietary  supplements  like 
)ndroitin  and  glucosamine  pills.  One  nutritional  company  saw 
opportunity  in  making  a  drinkable  version  of  these  supplements 
i  turned  to  Cargill  for  help.  Our  scientists  created  a  good- 
ting  liquid  form  of  chondroitin  and  glucosamine  that  made  their 
emulated  product  possible.  The  result  is  a  supplement  for  joint 
ilth  that's  easy  to  swallow. . .  providing  a  new  choice  for  consumers 
he  marketplace.  This  is  how  Cargill  works  with  customers. 

.Elaborate     >    create    >  succeed 


UR  SOLUTION  FOB 
ROMOTING  HEALTHY 


INTS  HELPS  PEOPLE 
bOK  AHEAD  TO  ACTIV 
IVES,  NOT  JUST  BACK 
N  THEM. 


Cargill,  Incorporated 


Nourishing  Ideas.  Nourishing  People: 


explained  many  of  the  deals  Spitzer  was 
investigating.  Boies  wanted  them. 

A  slight  wrinkle.  At  that  point,  accord- 
ing to  a  source  close  to  the  company,  AIG 
started  collecting  documents,  presumably 
to  turn  them  over  to  the  government.  The 
insurer  sent  its  people,  says  this  source,  to 
its  Ireland  office,  seized  a  computer 
belonging  to  an  employee  of  Starr  Inter- 
national, took  her  keys  away  and  kicked 
her  out.  Shordy  thereafter,  in  an  attempt  to 
protect  the  remaining  documents  situated 
in  offices  in  Bermuda,  Boies  directed  their 
removal  and  placement  in  a  secured  loca- 
tion, then  worked  out  a  deal  with  AIG  to 
share  information  both  ways.  "We  said,  'If 
you  want  access  to  these  documents,  we're 
happy  to  give  them  to  you,  but  we  want 
access  to  your  documents,' "  Boies  recalls. 
Was  he  using  the  private  companies  and 
their  files  as  a  bargaining  chip?  "Sure,"  he 
says  matter-of-facdy. 


Boies  has  a  tough  job  on  his  hands.  He 
will  argue  that  Greenberg  helped  conceive 
the  deal  with  General  Re,  including  the 
transfer  of  risk,  but  "not  necessarily  [with] 
the  written  contracts."  As  for  his  subse- 
quent role,  "Was  something  done  after  the 
fact  to  limit  the  risk  inherent  in  the  deal? 
I  don't  have  any  reason  to  believe  it  hap- 
pened," says  Boies.  "I  don't  have  any  rea- 
son to  believe  that  is  something  Mr. 
Greenberg  orchestrated." 

Still,  it's  way  too  early  for  the  prosecu- 
tion to  declare  victory.  No  one's  ever  gotten 
rich  by  betting  against  Boies.  In  1986,  for 
example,  he  defended  Westinghouse  in 
what  appeared  to  be  a  clear-cut  case  of  brib- 
ing Ferdinand  Marcos,  the  Philippine  dic- 
tator. Boies  won,  despite  a  trail  of  incrimi- 
nating telexes  between  headquarters  and  a 
consultant  in  Manila.  "It  was  a  bet-the- 
company  case,"  says  Jonathan  Schiller,  57, 
who  worked  with  Boies  on  Westinghouse 


and  later  cofounded  the  firm  with  Bokl 
Moreover,  Boies  himself  is  a  brill: 
practitioner  of  Spitzer's  divide-and-c| 
quer  strategy  himself.  In  a  dizzying  pirl 
ette,  acting  for  shareholders,  he  plal 
Christie's  against  Sotheby's  in  the  2 
price-fixing  scandal.  First  he  negoticj 
with  Christie's,  which  was  cooperatinj 
a  government  investigation;  then 
offered  to  setde  with  Sotheby's  if  it  incrl 
inated  its  rival.  Boies  further  I 
Sotheby's  from  Alfred  Taubman,  its 
mer  chairman  and  largest  shareholder! 
invoking  the  directors'  fiduciary  dut 
sue  Taubman  for  the  scheme.  As  a  re« 
plaintiffs  collected  $512  million  in  the 
dement,  including  $115  million  fr| 
Taubman,  who  later  went  to  jail. 

Boies  also  knows  what  happens  w| 
a  powerful  chief  executive  is  flushed  I 
the  field  by  a  board  of  directors  witll 
own  agenda.  He  ran  an  $18  million  prl 


Lowdown  on  the  Showdown 
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for  the  board  of  directors  at  Tyco  Interna- 
tional that  dug  up  much  of  the  evidence 
that  led  to  the  indictment  of  former  chief 
executive  Dennis  Kozlowski  and  two  lieu- 
tenants in  2002.  One  of  those  charged, 
onetime  general  counsel  Mark  Belnick, 
says  through  his  lawyer  that  Boies  had  an 
incentive  to  go  after  management  because 
he  represented  the  board.  "Boies  didn't 
want  the  real  story,"  says  Belnick's  attor- 
ney, Mark  Hulkower.  Belnick  later  was 
acquitted  of  fraud.  Boies  denies  bias.  Bel- 
nick may  have  hired  his  firm,  but  "when  in 
our  view  Mr.  Belnick  was  not  cooperating, 
we  said  so,"  he  explains.  "You've  got  to  let 
the  chips  fall  where  they  may." 

A  passionate  gambler  who  ranks  craps 
as  his  favorite  game,  Boies  has  followed  an 
unpredictable  path.  He  was  born  in 
Sycamore,  111.  But  his  father,  a  high  school 
history  teacher,  moved  the  family  to 
southern  California  in  1954  on  a  whim. 
Boies  inherited  some  of  that  impetuosity. 
According  to  v.  Goliath  ($27,  Pantheon),  a 
new  biography  by  Karen  Donovan,  Boies 
met  his  first  wife,  Caryl,  on  the  high  school 
debating  team  and  married  the  16-year- 
old  in  a  Mexican  ceremony  they  kept 
secret  from  their  parents  for  two  months. 
He  spent  his  time  competing  in  bridge 
tournaments  and  working  in  a  bank. 

While  he  struggled  mightily  with 
dyslexia,  Boies  won  a  scholarship  to  the 
University  of  Redlands  in  Cali- 
fornia, where  he  majored  in 
listory.  He  studied  law 
at  Northwestern 
University, 
until  he 


Eliot 
Spitzer 
has  chased 
hififh-orofile 


was 


forced  to  leave  over  an  affair  with  a 
teacher's  wife  (who  later  became  his  sec- 
ond of  three  wives).  He  talked  his  way  into 
Yale  Law  School,  where  he  graduated  sec- 
ond in  his  class  in  1966. 

Right  afterward,  Boies  landed  at 
Cravath,  Swaine  &  Moore,  a  prestigious 
New  York  law  firm  diat  specialized  in  keep- 
ing corporate  clients  out  of  court.  Boies 
received  a  careermaking  break  at  the  age  of 
32  when  he  was  chosen  to  run  a  case  on 
behalf  of  IBM  in  California  after  the  firm 
Cravath  had  hired  for  the  job  was  forced  to 
back  out.  Boies  won,  and  later  played  a  big 
role  in  defending  IBM  against  a  decade-long 
antitrust  suit  brought  by  the  government. 

Boies  left  Cravath  in  1997  after  a  dis- 
pute over  representing  Yankees  baseball 
owner  George  Steinbrenner  in  his  suit 
against  Major  League  Baseball.  (Time 
Warner,  which  owned  the  Atlanta  Braves, 
was  one  of  Cravath's  biggest  clients.)  It 
didn't  help  that  Boies  had  a  history  of 
blabbing  to  the  press  and  taking  on  high- 
stakes  contingency-fee  cases,  anathema  to 
some  partners  at  Cravath. 

His  firm  started  small.  Using  an  office 
borrowed  from  his  third  wife,  Mary,  also  a 
corporate  lawyer,  with  a  small  practice  in 
Armonk,  N.Y.,  Boies  opened  his  doors 
with  six  attorneys.  Since  then,  Boies, 
Schiller  &  Flexner  has  become  a  197- 
lawyer  firm  with  offices  in  1 1  cities  and 
2003  revenue  of  $150  million,  reports  the 
American  Lawyer  magazine. 

If  Boies  has  pursued  wealth  and 
prominence,  Spitzer  has  chased  high-pro- 
file cases  that  have  political  impact.  The 
son  of  a  real  estate  investor,  Spitzer  was 
raised  in  the  upscale  Riverdale  section  of 
the  Bronx,  attended  the  Horace  Mann 
School,  and  collected  a  B.A.  in  public 
affairs  from  Princeton  and  a  law  degree 
from  Harvard.  Although  he  spent  eight 
years  in  private  practice,  Spitzer  has 
made  his  name  in  public  service, 
first  in  the  Manhattan  District 
Attorney's  office  under  Robert 
Morgenthau,  later  becoming 
head  of  its  Labor  Racketeering 
unit. 

The  hallmark  of  a 
Spitzer  trophy  is  vic- 
tory by  intimidation. 
Relying    on  the 


Martin  Act,  a  vaguely  worded  state  I 
that  enables  the  attorney  general  to  1 
civil  or  criminal  charges  in  a  broad  rar 
of  securities  cases,  he  targeted  varic 
investment  banks  in  2001,  accusing  th 
research  divisions  of  producing  ove 
optimistic  reports  on  investment  banki 
clients.  When  Merrill  Lynch  dug  in 
heels,  Spitzer  went  on  the  CBS  Even, 
News  and  warned  that  if  the  firm  cont 
ued  "to  maintain  that  what  happened  v 
inappropriate  but  wasn't  illegal,  there  \ 
be  no  settlement,"  adding  that  "th< 
could  be  criminal  charges."  Mer 
quickly  agreed  to  pay  a  $100  million  fi 
All  told,  Spitzer  squeezed  $1.4  billion  < 
of  Wall  Street. 

Last  October  Spitzer  called  anotl 
press  conference  to  announce  he  was  fil 
a  civil  fraud  complaint  against  Marsh 
McLennan.  It  accused  the  giant  insurai 
broker  of  bid-rigging  and  collecting  "cc 
tingent  commissions"  that  bilked  clie 
out  of  $800  million  just  in  2003. 
warned  that  Marsh  "very  possibly"  coi 
face  criminal  charges  and  called  for 
ouster  of  its  chief  executive,  Jeffrey  Gre< 
berg,  Hank's  son.  "You  should  think  lc 
and  hard,  very  long  and  very  hard,  ab» 
the  leadership  of  your  company,"  Spit 
told  the  board.  Marsh's  stock  lost  $10  1 
lion,  half  its  market  value.  Within  1 1  d 
Greenberg  was  gone,  replaced  by  Mich 
Cherkasky,  Spitzer's  former  boss  in  ' 
New  York  District  Attorney's  office  an 
contributor  to  his  political  campaigns. 

New  York  ethics  rules  prohibit  lawy 
from  threatening  criminal  liability 
negotiate  civil  settlements.  Spitzer  in 
past  has  denied  any  wrongdoing.  But  t 
time  his  strong-arm  approach  may  h. 
crossed  a  line.  "The  evidence  is  ov 
whelming  that  these  were  transactions  c 
ated  for  the  purpose  of  deceiving  the  m 
ket.  We  call  that  fraud,"  Spitzer  told  AS 
George  Stephanopoulos.  He  went  on 
add  that  AIG  "was  a  black  box,  run  with| 
iron  fist  by  a  CEO  who  did  not  tell  the  pi 
he  the  truth." 

Prosecution  by  press  conferen 
Where  are  the  papers?  Where  is  the  ind 
ment  or  the  civil  enforcement  action  re 
ing  Greenberg's  misdeeds?  There  aren't ; 
such  papers.  Hofstra  University  law  pro: 
sor  Monroe  Freedman,  an  ethics  expi 


cases  that  have 
political  impact. 
The  hallmark  of  his 


intimidation. 
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calls  Spitzer's  mouthing  off  on  ABC  "repre- 
hensible conduct."  Trying  Greenberg  on 
TV  "is  a  very  serious  violation  of  due 
process,  in  my  view,"  says  Freedman.  "A 
prosecutor  should  not  be  meting  out  pun- 
ishment without  going  to  court  to  make  his 
case."  Greenberg,  he  adds,  may  have  the 
makings  of  a  defamation  case.  "Eliot  is  well 
within  the  bounds"  of  ethical  conduct,  says 


Michele  Hirshman,  Spitzer's  first  deputy. 

Boies  has  had  his  share  of  over-the-top 
bravura — an  impulse  that  has  repeatedly 
landed  him  in  scalding  water.  He  and  his 
clients  have  been  sanctioned  at  least  three 
times.  "It's  fairly  unusual,"  says  Paul  Car- 
rington,  a  professor  at  Duke  University 
Law  School  and  author  of  current  rules  on 
sanctions  in  federal  courts.  "I  don't  think 


lawyers  get  sanctioned  very  often.  Peoj 
get  very  angry  first." 

In  one  1998  case  Boies  tried  to  £ 
New  York  Supreme  Court  Judge  Edwa 
Greenfield  removed  from  a  lawsuit — thi 
years  after  his  client,  New  York  landlo 
Sheldon  Solow,  had  setded  the  underlyi 
complaint.  Boies  cited  flimsy  allegations 
corruption  dug  up  by  Solow's  investi^ 
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[HUE  NO  CHARGES 
have  been  filed, 
the  case  against 
Hank  Greenberg 
hangs  on  the  ac- 
tuarial concept  of  risk  transfer. 
When  AJG  sold  reinsurance  cov- 
erage to  General  Reinsurance, 
was  there  much  chance  it  would 
lose  money  on  the  deal?  That's 
not  so  easy  to  answer. 

The  key  section  in  the  Gen 
Re  contract  exposes  AIG  to  as 
much  as  $100  million  of  losses 
should  claims  come  in  higher 
than  the  $500  million  it 
received  in  Gen  Re  premiums. 
But  these  are  for  payments 
stemming  from  workers'  comp 
losses  already  incurred,  not 
future  ones.  In  other  words,  a 
good  actuary  could  perhaps 
have  looked  at  the  claims  data 

and  had  a  very  clear  notion  of  how  much  AIG  was  going  to  pay 
out  on  the  policy  and  when.  David  Bradford,  executive  vice 
president  of  insurance  consultancy  firm  Advisen  Ltd.,  and  an 
expert  in  "finite"  reinsurance  (policies  that  cap  potential  losses), 
estimates  it  would  take  "at  least  25  years"  for  claims  on  this  post- 
loss,  retroactive  policy  to  be  paid  out.  By  then,  he  says,  the  inter- 
est earned  on  the  bulk  of  the  $500  million  premium,  guaranteed 
by  Gen  Re  at  3%  annually,  would  likely  cover  the  $100  million 
extra  hit. 

To  book  reinsurance  premiums  as  revenue,  the  Financial 
Accounting  Standards  Board  says,  there  must  be  a  "reason- 
able" chance  of  "significant"  losses;  any- 
thing less  must  be  recorded  as  a  loan.  But 
what  do  "reasonable"  and  "significant" 
mean?  One  commonly  used  rule  of 
thumb:  at  least  a  10%  risk  of  at  least  a 
10%  loss.  Even  if  this  transaction  failed 
utterly  in  that  regard,  it  is  far  from  clear 


It's  good  to  be  chairman:  Hank  Greenberg,  while  still  on  top  at  AIG,  at  the  World  Economic  Forum  in  Davi 

whether  Greenberg  knew  it  did. 

Another  rub:  unwritten  and  nonbinding  agreements  coi 
mon  in  the  reinsurance  industry  that  have  the  effect  of  loweri 
risk  to  the  reinsurer  by  allowing  it  to  wriggle  out  of  a  deal  wit 
out  a  loss,  in  the  event  claims  skyrocket.  Greenberg  says  he's  n 
aware  of  any  side  agreements  in  this  case,  according  to  a  soui 
who  has  spoken  with  him.  Can  Eliot  Spitzer  prove  otherwise; 

Of  course,  Greenberg  could  be  nailed  on  more  than  just  t 
Gen  Re  deal.  A  source  close  to  AIG  says  that  since  Spitzer  beg 
turning  the  screws,  every  day  it  finds  "20  more  little  items  tl 
have  to  be  looked  at,"  albeit  virtually  all  too  tiny  to  move  t 
needle  on  AIG's  books.  The  company  | 
already  confessed  it  secrefiy  controlled  tv 
offshore  reinsurers  but  improperly  li 
them  unconsolidated  in  its  financials.  A 
concedes  that  a  restatement  involving 
third  offshore  reinsurer,  Union  Exce 
could  lead  to  a  $1.1  billion  writedow 


Since  Spitzer  began 
turning  the  screws, 
AIG  finds  "20  little 
items  that  have  to  be 
looked  at"  every  day. 
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tors  involving  the  judge's  clerk,  which 
raised  at  least  "the  appearance  of  impro- 
priety" by  the  jurist.  But  in  a  testy  court- 
room exchange  Greenfield  accused  the  lit- 
igator of  ignoring  "basic  law  that  everyone 
knows  after  the  first  year  of  law  school." 
Still  another  judge  fined  Boies  and  his 
client  $46,000  for  filing  the  "barely  sensi- 
ble" motion.  "It  was  stardingly  unusual," 
says  Greenfield  of  the  incident,  which 
occurred  as  he  was  retiring  at  the  manda- 
tory age  of  76.  "I'd  never  seen  anything 
like  it  in  35  years  on  the  bench."  Solow 
appealed  the  sanctions  and  lost.  Even 
today  Boies  maintains  "we  had  a  bad 
judge"  who  should  have  recused  himself 
even  if  there  were  no  evidence  of  corrup- 
tion. Attacking  a  judge,  he  says,  is  "always 
the  last  resort." 

Boies  was  fined  again  in  2003.  This 
was  after  filing  a  federal  Racketeer  Influ- 
enced &  Corrupt  Organizations  suit 
against  a  doctor  who  had  sold  an  East 
Hampton,  N.Y.  waterfront  mansion  to 
Hard  Rock  Cafe  founder  Peter  Morton. 
Solow,  who  owns  a  house  nearby,  had 
already  lost  a  state-court  suit  seeking  to 


overturn  the  sale.  "Boies  was  brought  in  to 
have  more  artillery,"  says  Morton's  lawyer, 
Errol  Margolin.  The  Second  Circuit  Court 
of  Appeals  called  the  suit  "frivolous," 
however,  and  ordered  Boies,  Schiller  and 
another  firm  to  pay  double  costs. 

In  a' high-profile  price-fixing  case 
against  the  Click  modeling  agency  last 
year,  New  York  defense  attorney  Aaron 
Richard  Golub  convinced  a  federal  judge 
to  fine  Boies,  Schiller  $30,000  for  failing  to 
respond  to  discovery  requests — even 
though  the  court  insisted  it  do  so.  "No 
attorney  can  expect  an  exemption"  from 
court  rules  "simply  because  that  attorney 
chooses  to  take  on  more  work  than  he  or 
she  can  handle,"  said  U.S.  District  Judge 
Henry  Pitman  in  a  May  2004  opinion. 
"We  nailed  them  left  and  right,"  Golub 
says.  Boies  explains  that  despite  the  sanc- 
tions, all  the  modeling  agencies,  includ- 
ing Click,  settled  for  undisclosed 
amounts. 

Boies  narrowly  escaped  sanctions  in  a 
Florida  lawsuit  over  the  estate  of  celebrity 
jeweler  Harry  Winston.  He  and  partner 
Robert  Silver  agreed  to  pay  a  former  Win- 


ston employee  a  bonus  of  up  to  $1  milli< 
for  help  with  the  case.  The  Flori< 
Supreme  Court  called  it  paying  a  witnc 
and  suspended  for  90  days  the  license  o 
Florida  lawyer  who  worked  with  Boi< 
Boies  and  Silver,  who  are  licensed  to  pr; 
tice  in  New  York,  were  exonerated  last  yc 
by  the  New  York  State  Bar  Association. 

And  yet,  clients  say  they're  willing 
hire  Boies  for  $875  an  hour,  in  pa 
because  he  does  play  so  close  to  the  edj 
"He  is  chaotic,  but  that  chaos  is  wh 
makes  him  so  formidable,"  says  Leo  Hi 
dery,  a  cable-TV  executive  who  hir 
Boies  and  Schiller  to  force  Cablevisi< 
into  carrying  his  YES  Network  Yankt 
baseball  games.  (Boies  won.)  "If  I  wt 
on  the  other  side  I  would  find  him  intii 
idating,  because  I'd  never  know  what 
is  up  to." 

With  two  such  wily  opponents,  wl 
will  become  of  Hank  Greenberg?  H 
probably  hoping  for  a  quick  resoluti 
that  will  keep  him  out  of  court.  Bet  on  c 
thing:  Boies  will  end  up  a  little  richer,  a 
Spitzer  will  be  a  few  steps  closer  to  t 
governor's  mansion. 
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There's  worry  about  a 
wave  of  writedowns  by 
companies  that  will 
unwind  contracts  just 
to  avoid  investigation. 


part  of  a  possible  $1.8  billion  in  charges. 

Whatever  happens  to  Greenberg, 
finite  reinsurers  have  been  scattering  like 
roaches.  In  November,  when  Spitzer  and 
the  Securities  &  Exchange  Commission 
started  minting  subpoenas,  Platinum 
Underwriters  of  Bermuda  (net  premiums 
last  year:  $1.7  billion)  canceled  a  finite  policy  on  its  books  in 
order  to  avoid  "unwelcome  scrutiny,"  forsaking  $22  million  in 
quarterly  earnings  on  a  deal  that  "easily  met  and  exceeded"  the 
standards  for  risk  transfer.  In  February  Renaissance  Re  (net  pre- 
miums: $1.3  billion),  also  of  Bermuda,  said  it  would  restate  three 
years  of  financial  statements,  in  part,  to  undo  accounting  for  a 
piece  of  finite  reinsurance. 

Analysts  and  rating  agencies  v/orry  about  a  wave  of  write- 
downs by  companies  that  decide  to  unwind  contracts — simply 
to  avoid  investigation.  Most  vulnerable:  those  with  retroactive 
deals,  like  AIG's  with  Gen  Re.  U.S.  commercial  insurers  have  $26 
billion  worth  on  their  books,  or  17%  of  their  net  worth. 

Deals  between  insurers  are  sometimes  canceled  midstream 
by  invoking  contract  clauses  or  through  negotiation.  But  in  a 
climate  of  paranoia,  investors  are  more  likely  to  sell  first  and  ask 
questions  later.  Shares  in  Fairfax  Financial,  a  Toronto  insurer 


with  a  $2.4  billion  market  cap  and  loac 
with  finite  deals,  dropped  14%  in  fc 
trading  days  after  Merrill  Lynch  dou 
graded  the  stock  to  a  "sell"  in  March.  1 
analyst,  Bradley  Smith,  fretted  that 
number"  of  finite  deals  had  be 
unwound — even  though  Fairfax  h 
reported  the  moves  six  months  earlier. 

Lots  of  other  insurers  rely  heavily  on  finite  insurance  to  bo 
their  reported  results,  says  a  Fitch  Ratings  report.  Among  the 
CNA  Financial,  Kemper  and  the  Brandywine  subsidiary  of  Ace, 
insurer  run  by  Hank  Greenberg's  son  Evan.  Adantic  Mutual 
New  York  last  year  unwound  $67  million  of  retroactive  fir 
reinsurance,  one-fifth  of  its  net  worth.  (The  company  says  ind 
try  jitters  played  no  part.)  Finite  reinsurance  is  still  legal,  but  fc 
company  regulated  in  New  York,  state  rules  now  require  exe 
tives  to  attest  under  oath  that  their  deals  actually  transfer  risk. 

"If  you're  a  primary  insurer  entering  into  a  finite  deal, ) 
probably  want  to  hold  off  until  it's  clear  what  qualifies,"  s 
Standard  &  Poor's  analyst  John  Iten.  "The  market  is  shrinkin 
And  how.  Inter  Ocean  Re,  a  Bermuda  reinsurer  traffick 
mosdy  in  finite  deals,  announced  last  month  that  it  was  closed 
new  business.  — Bernard  Condon  and  Carrie  Cooli 
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A  sudden 
superstar 
in  a  world 
of  excess, 

Usher 

balances 
the  urge 
for  bling 
with  a 
desire  to 
build 
wealth. 

By  Brett  Pulley 


BEHOLD  THE  YOUNG  URBAN  MUSIC  SUPERSTAR:  HE  SELLS  MILLIONS  OF 
compact  discs  worldwide.  He  tours  the  globe  singing  and  dancing  before  sell- 
out crowds.  He  stars  on  the  silver  screen,  hangs  out  with  Hollywood  legends 
and  dates  supermodels.  When  he  enters  the  room,  young  girls  scream  just  as 
their  grandmothers  once  did  for  Elvis.  And  when  he  decides  to  spring  for  a 
new  car,  it's  a  $500,000  chauffeur-driven  Maybach.  This  is  the  world  of 
Usher  Raymond  IV,  the  top-selling  performer  in  the  music  business  today. 
He  is  all  of  26  years  old,  but  everything  he  could  ever  dream  of  already  sits 
right  at  his  Fred  Astaire  feet.  He  lives  in  Adanta  in  a  $2.8  million  mansion 
once  occupied  by  the  music  mogul  Antonio  (L.A.)  Reid,  who  signed  Usher 
to  his  first  record  deal  at  age  14.  He  owns  a  stake  in  the  NBA's  Cleveland 
Cavaliers,  occupying  a  courtside  seat  where  he  high-fives  the  phenom 
LeBron  James  after  spectacular  slam-dunks. 

His  record  company,  now  known  as  Sony  BMG,  has  paid  him  $20  mil- 
lion in  12  years.  He  earned  more  than  $20  million  on  a  64-city  tour  that 
just  ended,  and  he  now  has  deals  to  star  in  films,  at  a  fee  of  $8  million  each. 
And  Usher,  the  name  by  which  he  is  widely  known,  is  about  to  renegotiate 
his  music  contract,  aiming  for  a  rich  (and  pretty  much  nonrefundable) 
advance  of  more  than  $50  million.'Tm  coming  off  a  whirlwind  of  suc- 
cess," Usher  said,  right  after  completing  a  tour  in  the  U.S.  and  Europe.  Days 
later  he  headed  to  Hollywood  to  begin  shooting  Lions  Gate  Films'  Dying  for 
Dolly.  He  is  set  to  star  in  two  other  films,  including  an  updated  version  of 
the  Elvis  Presley  hit  Jailhouse  Rock. 

Usher  is  getting  very  rich,  very  fast — but  will  he  stay  rich?  With  flashy 
jewelry,  private  jets,  lavish  homes  and  huge  entourages  as  the  required  sym- 
bols of  success,  young  entertainers  can  go  bankrupt  as  quickly  as  they  go 
platinum.  It  takes  only  a  little  lavish  spending,  bad  financial  advice  or  deal- 
ings with  unscrupulous  financiers  to  leave  them  broke  even  before  their 
fleeting  fame  ends.  "I  know  how  shady  this  business  is,  how  cutthroat  it  is," 
Usher  says.  "I've  learned  so  many  lessons  from  other  entertainers.  I'm 
preparing  for  greater  things." 

M.C.  Hammer,  the  whirling-dervish  rapper  who  sold  30  million  records 
by  the  early  1990s,  ran  through  a  $30  million  fortune  and  filed  for  bank- 
ruptcy in  1996.  Usher's  own  label-mates  at  BMG,  the  hit  R&B  act  of  the  1990s 
known  as  TLC,  were  forced  to  file  for  bankruptcy  protection,  despite  being 
one  of  the  most  successful  girl  groups  ever,  with  23  million  records  sold.  (For 
years  Usher  dated  TLC  member  Rozonda  [Chilli]  Thomas.)  Michael  Jackson, 
Usher's  boyhood  idol  before  Jackson  was  shamed  by  child-molestation  al- 
legations, earned  more  than  half  a  billion  dollars  over  the  course  of  his  ca- 
reer but  has  been  forced  to  borrow  heavily  against  his  assets. 

Now  it  is  Usher's  turn  at  the  top.  Can  this  new  King  of  Pop,  who  hails 
from  a  working  class  southern  family  and  grew  up  without  knowing  his 
father,  avoid  the  temptation  to  gorge  on  the  good  life  like  some  cartoonish 
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character  in  a  music  video?  He  insists  he  can.  Contrary  to  the 
profligate  ways  of  many  performers,  Usher  says  he  has  spent  less 
than  10%  of  his  total  earnings,  squirreling  away  the  rest  in  fixed- 
income  investments,  blue-chip  stocks  and  real  estate. 
Recognizing  that  one's  years  as  a  teen  idol  are  fleeting,  the 
smooth  crooner  now  searches  for  bigger  business  and  investment 
opportunities,  aiming  to  create  wealth  long  after  anyone  cares  to 
hear  him  sing  or  watch  him  dance.  "He  doesn't  want  to  be  an  old 
performer  singing  in  lounges  in  Las  Vegas  for  the  rest  of  his  life," 
says  Reuben  McDaniel,  Usher's  investment  adviser  and  head  of 
Jackson  Securities  in  Atlanta. 

Or  as  the  star  puts  it:  "I'm  interested  in  opening  other  doors. 
Wealth  accumulation  is  at  the  top  of  the  list." 

Usher  leads  a  new  generation  of  black  artists  who  heed  the 
cautionary  tales  of  the  wild-spending  superstars  who  came 
before  them.  Many  white  enter- 
tainers have  failed  to  invest 
wisely  or  blown  their  entire  for- 
tunes, too,  but  when  that  occurs 
among  black  stars  it  resonates 
more,  because  such  a  huge  por- 
tion of  black  wealth  is  held  by  so 
few  athletes  and  entertainers. 

Usher  cites  as  role  models 
basketball  greats  Magic  Johnson 
and  Michael  Jordan,  who  have 
parlayed  their  NBA  fortunes  into 
substantial  business  stakes.  Rap- 
per Jay  Z  (a.k.a.  Shawn  Carter) 
has  done  well  on  this  score,  own- 
ing a  stake  in  the  New  Jersey  Nets 
and  co-owning  the  Rocawear 
clothing  line,  with  $350  million 
in  sales.  He  also  is  president  of 
Universal  Music  Group's  Def  Jam 
Recording. 

But  persuading  young  hot 
stars  like  Usher  to  forgo  bling-bling — urban  slang  for  the  flashy, 
bejeweled  accessories  that  scream  out  "Look  how  rich  I  am!" — is 
an  unending  struggle.  "The  typical  old  school-artist  believes 
wealth  is  displayed  in  the  number  of  cars  and  the  amount  of  jew- 
elry," says  Usher's  business  manager,  Solomon  Smallwood  of 
MadisonSmallwood  Financial  in  Atlanta.  He  says  one  client  pur- 
chased a  dozen  exotic  cars  in  a  single  year,  among  them  a  Ferrari 
and  a  Lamborghini.  Price:  $200,000  or  more  apiece.  "Every  time 
he  bought  one,  he'd  promise,  'This  is  my  last  one,' "  Smallwood 
says.  "The  thing  about  Usher  is,  he  gets  it.  He  understands  the 
difference  between  generating  cash  and  creating  wealth.  A  lot  of 
guys,  they  don't  want  to  hear  about  it." 

Smallwood,  whose  roster  includes  the  rap  duo  Outkast  and 
the  Atlanta  Falcons'  first-round  draft  pick,  T.  J.  Duckett,  tries  all 
kinds  of  tactics  to  educate  his  clients.  He  sometimes  makes  them 
fill  out  McDonald's  job  applications  "to  remind  them  that  they 
could  end  up  needing  one  if  they  aren't  careful."  When  a  star 
insists  on  making  a  frivolous  purchase,  Smallwood  makes  him 


Managing  success:  Usher  with  his  mom,  Jonnetta  Pafton, 
Solomon  Smallwood  (left)  and  Reuben  McDaniel. 


sign  a  "Stupid  Letter,"  acknowledging  that  it's  being  done  agaii 
his  advice.  Even  Usher  has  had  to  endure  this  small  humiliatic 
"Yeah,  I  once  had  to  sign  one,"  the  singer  admits.  He  refuses 
cite  the  item  at  issue,  then  confesses  that  he  once  spent  $100,0 
on  a  diamond-encrusted  custom  bracelet.  "I  know  those  thir 
don't  solidify  success,"  he  says  apologetically.  "You  build  a  bu 
get,  and  you  have  to  live  within  it." 

"Somebody  has  to  show  that  you  can  do  smart  things  wi 
your  money  and  still  be  hot,"  says  Smallwood.  "If  Usher  does 
people  will  respect  it.  You've  got  to  be  on  top  of  the  food  chain 
deliver  that  message." 

Usher's  mellifluous  urban  sound  has  broad  appeal,  spawni 
such  hits  as  the  dance  tune  "You  Don't  Have  to  Call"  and  t 
mournful  ballad  "Burn."  Onstage,  he  pulls  off  acrobatic  dar 
moves  and  cool,  sexy  poses  rendered  playful  by  his  boyish  con 

tenance.  He  has  sold  more  th 
25  million  records;  Confessio 
his  fourth  and  latest  albu: 
accounts  for  half  the  total.  1 
had  4  songs  at  number  one 
the  Billboard  100  and  becar 
the  third  artist  ever  to  have 
singles  simultaneously  in  the  t 
10  (after  the  Beatles  and  the  E 
Gees).  This  year  he  also  w< 
three  Grammy  Awards  and  fc 
American  Music  Awards. 

It  is  as  if  he  had  planned  it 
along.  Usher  was  raised  in  Ch 
tanooga,  Tenn.  His  parents  sp 
when  he  was  an  infant.  He  h 
little  contact  with  his  fatr 
afterwards.  "We  don't  speak  f 
quently  at  all,"  Usher  says,  r 
father,  Usher  Raymond  III,  si 
lives  in  Chattanooga,  where 
has  had  recent  petty  run-i 
with  the  law  and  could  not  be  reached  for  comment.  The  foui 
Usher  knows  nothing  of  his  paternal  grandfather  or  great-grar 
father.  "Thank  you  for  the  name,"  he  says  sarcastically.  "I'm  gla 
made  it  mean  something." 

Usher's  mother,  Jonnetta  Patton — who  still  manages  his « 
reer — remarried  and  had  another  son,  James.  While  she  work 
as  a  senior  claims  examiner  at  Blue  Cross/Blue  Shield,  Usher  beg 
performing  with  a  local  group.  Jonnetta  decided  in  1993  to  bre 
him  out  on  his  own.  She  moved  the  family  to  Atlanta,  where  th< 
was  a  humming  new  urban  music  scene,  and  by  age  1 3  Usher  £ 
his  first  check,  winning  $500  in  a  talent  show. 

His  stepfather  tired  of  the  demands  Usher's  career  was  pi; 
ing  on  the  family;  the  couple  split  when  Usher  was  16.  "He  ji 
couldn't  deal  with  it,"  Jonnetta  says  of  her  second  husband.  "O 
day  he  told  me  to  make  a  choice — and  I  told  him,  'Bye-bye.'  I  v 
devastated  because  he  was  a  great  man.  I  suffered  for  about  v 
years."  Today  she  also  manages  Usher's  20-year-old  half-broth 
an  aspiring  producer  and  rapper  who  is  set  to  release  his  fi 
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compact  disc  in  January.  "I'm  not  a  mama's  boy,  but  I've  got  a 
great  partner,"  Usher  says.  "I've  seen  my  mother  make  sacrifices. 
She  taught  me  at  a  young  age  that  if  you  see  it,  you  can  do  it." 

At  age  14,  after  singing  in  a  Star  Search  competition,  Usher 
signed  with  BMG's  LaFace  Records,  which  was  headed  by  L.A. 
Reid.  Usher  got  a  small  first  advance  and  went  shopping  at  a  mall. 
"There  was  one  specific  pair  of  Reeboks  out  at  the  time,  and  I 
bought  every  color  I  could  get  them  in,"  the  singer  admits.  His 
debut  album  came  out  in  1994  and  sold  more  than  500,000  copies, 
respectable  for  a  first-lime  artist.  Then  in  1997  came  My  Way,  his 
second  album,  and  sales  rose  tenfold  to  5.3  million  copies.  A  year 
later  Usher,  who  is  a  songwriter  as  well  as  a  singer,  landed  his  first 
"major  check" — for  $1  million — in  a  deal  with  EMI 
Music  Publishing,  agreeing  to  evenly  split  publishing 
rights  to  all  of  his  songs.  He  ran  through  the  money 
so  fast  it  frightened  him.  "I  bought  a  lot  of  jewelry,  a 
lot  of  unnecessary  stuff,"  he  says.  Busted  and  repen- 
tant, he  sat  down  with  Solomon  Smallwood  and 
solemnly  pledged:  "I  don't  ever  want  to  be  broke." 

The  money  kept  piling  up.  My  Way  was  so 
hot  he  talked  BMG  into  a  $10  million  advance 
for  the  next  CD,  which  he  didn't  release  until 
2001.  That  album,  8701,  sold  6.2  million  copies. 
That  brought  another  $10  million  advance  and 
led  to  Confessions,  which  debuted  in  2004  and 
sold  1.1  million  copies  in  the  first  week. 

Now  Usher  is  about  to  go  back  to  Sony  BMG 
and  demand  a  fivefold  increase:  a  multirecord 
deal  worth  well  over  $50  million.  The  fat  pay- 
check officially  would  be  classified  as  an  advance 
against  future  record  royalties.  In  reality  it  is  a  payoff  for  past  suc- 
cess. "I  have  built  careers,"  Usher  insists.  "I'm  one  of  the  people 
who  makes  the  BMG  system  look  as  good  as  it  does."  Like  book 
authors,  most  artists  never  receive  royalty  checks,  because  advances 
are  large  and  accounting  is  byzantine;  Usher  hasn't,  either,  but  he 
has  raised  his  cut  to  as  much  as  23%,  just  in  case. 

Sony  BMG  executives  won't  discuss  the  matter,  but  they  will 
feel  pressure  to  appease  one  of  the  few  hot-selling  artists  in  a 
business  turned  upside  down.  Usher  will  likely  get  an  upfront 
check  of  $20  million  to  $30  million  as  part  of  the  long-term  deal. 
Usher  says  he  will  keep  his  spending  under  control,  continue  to 
invest  in  business  ventures  and  focus  on  upcoming  films  and  his 
next  album,  due  late  next  year. 

Still,  the  temptation  to  spend  persists.  The  singer  is  looking  at 
new  homes  in  New  York,  Los  Angeles  and  Cleveland.  When  he  is 
onstage  or  at  public  events,  he  drips  with  furs  and  gaudy  jewelry 
but  insists  it  is  "only  part  of  my  costume,  not  the  endgame."  Yet 
he  also  admits:  "I  buy  too  many  clothes."  As  for  that  $500,000 
Maybach,  replete  with  a  "luxury  saloon"  and  mobile  office  inside, 
"That  was  something  I  had  my  eye  on  for  a  long  time,"  he  says,  as 
if  contemplation  justifies  dubious  spending.  Over  the  years  Usher 
has  bought  two  cars  for  his  mother  and  two  for  himself.  "He 
deserves  it,"  says  Smallwood,  Usher's  business  manager,  who 
uncharacteristically  approved  the  Maybach  purchase. 

Usher  and  his  mom  also  own  a  14,000-square-foot  office  com- 


"I  know  I  have 
the  talent  to 
entertain.  Now 

I  just  want  to  be 
a  great 

businessman." 


plex,  worth  an  estimated  $3  million,  in  Atlanta.  It  houses  Jo 
netta  Patton's  management  firm  as  well  as  their  own  sm; 
recording  label,  Us  Records.  Usher  has  signed  three  new  ac 
with  releases  slated  for  next  year.  Usher's  payroll,  includi 
lawyers,  bodyguards  and  agents,  totals  25  people.  But  inside 
complex,  where  8  full-timers  work,  Usher's  office  is  spartan,  wi 
a  large  desk,  a  black  velour  sofa,  dim  lighting  and  a  couple  of 
mote-controlled  toy  Porsches  shoved  into  the  corner.  No  sig 
hint  that  a  pop  star  is  here,  but  right  across  the  hall  is  Jonnett 
office,  where  the  walls  and  shelves  are  covered  with  awards  a 
framed  records. 

On  a  recent  afternoon,  in  between  an  interview  a 
a  string  of  meetings — including  one  with  executh 
from  a  clothing  maker — Usher  tried  in  vain  to  cat 
a  nap.  Rising  creakily  from  the  sofa,  he  explain 
that  he  had  been  lifting  weights  all  morning  to  ma 
sure  his  muscles  were  teeming  for  upcoming  phc 
i   shoots.  A  smooth  voice  isn't  enough.  His  c 
phone  rang  incessantly,  and  cooing  women  col 
be  heard  on  the  other  end.  "I'm  in  the  m 
die  of  an  interview.  I'll  call  you  back?"  he  tt 
one  caller.  "You  gonna  call  me  back?"  s 
demands.  "Yes,"  he  promises.  Affable  a 
polite,  he  hangs  up  and  apologizes  for  t 
phone  calls.  Asked  later,  he  insists  his  pub 
appearances  with  the  supermodel  Nao 
Campbell  amount  to  nothing  more  th 
friendship.  He  won't  talk  about  his  lat 
adornment,  statuesque  British  model  Eisl 
Brightwell.  "I'm  looking  for  a  wife,"  he  sa 
"I  have  no  kids,  but  I  want  some." 

A  new  world  of  opportunity  has  opened  up,  and  he  see 
determined  to  capitalize.  Last  February  in  Los  Angeles,  wh 
rehearsing  for  a  live  concert,  he  rattled  off  the  names  of  1 
moguls  he  knows.  "Spielberg,  Geffen,  Scorcese — I've  met  thi 
all,"  he  marveled.  "I'm  like  a  sponge  around  them.  When  I 
down  with  Donald  Trump,  I  take  notes."  During  the  reheai 
Tom  Cruise  and  some  of  the  actor's  relatives  came  to  wat 
Usher  personally  introduced  Cruise  to  each  of  his  band  me 
bers,  background  singers  and  dancers.  After  observing  one  c 
vaceous  dancer  jiggling  with  eye-blurring  speed,  Cru 
exclaimed,  "That  girl's  dangerous!" 

Usher  has  just  provided  seed  capital  of  $1  million  fo 
bank  that  will  open  this  year.  MasterCard  has  issued  an  Usl 
prepaid  debit  card;  he  is  in  talks  for  an  Usher  clothing  line;  a 
he  may  become  a  principal  partner  in  a  sportswear  maker. 
February  he  invested  an  estimated  $9  million  for  a  small  st; 
in  the  Cleveland  Cavaliers.  "He  has  surprised  us  a  bit.  I  did 
know  how  serious  he  was,"  says  his  Cavs  partner,  Dan 
Gilbert,  who  put  up  more  than  half  of  the  $375  million  p. 
for  the  team.  He  says  Usher  already  is  working  to  create  brar 
ing  opportunities  and  enhance  the  fans'  entertainment  ex] 
rience  in  the  Cavs'  arena. 

"I  know  I  have  the  talent  to  entertain,"  Usher  says.  "No' 
just  want  to  be  a  great  businessman." 
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$3  Gas?  We'll 
Shrug  It  Off 

Wm  F  YOUR  CAR  RAN  ON  UNREFINED  S42-A-BARREL  CRUDE  AND 
I  got  20  miles  per  gallon,  fuel  would  cost  you  a  nickel  a  mile. 
I  But  add  in  the  cost  of  turning  crude  into  gasoline  and  gaso- 
5  line  into  miles — i.e.,  the  amortized  cost  of  refinery  and  car, 
I  plus  taxes  (which  pay  for  the  highway,  among  other  things) 
and  insurance — and  the  mile  runs  you  30  cents  to  50  cents.  The 
IRS  lets  you  expense  37.5  cents  per  mile  for  business  travel  in 
your  own  car.  The  American  Automobile  Association  estimates 
that  it  cost  an  average  of  56  cents  per  mile  to  drive  a  new  car  in 
2004.  Or  to  put  it  another  way,  driving  would  be  only  15% 
cheaper,  at  most,  if  crude  oil  were  free,  or  if  your  car  engine 
delivered  1 ,000  miles  per  gallon. 

Grumble  though  we  may  at  the  pump,  drivers  buy  miles,  not 
barrels.  And  when  the  price  of  crude  doubles — rising  from,  say, 
$28  a  barrel  to  $56 — the  price  of  the  average  mile  rises  only  10% 
to  15%.  That  just  isn't  enough  to  impel  most  of  us  to  change  our 
behavior  very  much.  People  who  drive  expensive  cars  that  burn 
lots  of  gas  are  the  least  sensitive  to  rising  fuel  costs.  Most  of  the 
cost  of  quality  miles  lies  in  fancy  leather  and  such — what  sur- 
rounds the  gas  tank,  not  what  gets  pumped  into  it. 

Similarly,  the  higher  the  fuel  taxes,  the  less  drivers  notice 
or  react  to  any  change  in  the  price  of  crude.  Taxes  add  45  cents 
on  average  to  the  cost  of  a  gallon  in  the  U.S.,  and  as  much  as 
$2  in  Europe  and  Japan.  These  taxes  of  $20  to  $80  a  barrel 
lower  consumption,  but  they  create  economic  rigidity.  Oil 
producers  see  little  change  in  demand  for  crude  when  they 
kick  up  the  price  by  $10  or  $20  because  consumers  see  only  a 
small  change  in  the  price  of  gasoline. 

The  most  cogent  economic  rejoinder  is  that  while  the  costs 
of  the  hardware  are  real,  they're  also  sunk — once  you've 
bought  the  car,  the  marginal  cost  of  the  mile  is  mainly  the  cost 
of  fuel.  That's  correct,  up  to  a  point — higher  fuel  prices  should 
indeed  deter  some  discretionary  driving  and  encourage  some 
carpooling.  But  when  you're  deciding  what  kind  of  fuel  econ- 
omy you  want  in  your  next  car,  you  are  looking  at  all  the  costs, 
and  that  gets  you  right  back  to  cents  per  mile  that  just  don't 
depend  much  on  dollars 
per  barrel. 

The  length  of  your  I 


daily  commute  is  the  other  key  factor  that  strongly  affei 
how  much  gas  you  burn.  But  if  living  10  miles  farther  frc 
your  workplace  saves  you  $5,000  a  year  in  property  taxes  a 
other  carrying  costs  on  the  house  you  want,  that  transla 
into  a  dollar  a  mile  in  savings.  If  it  takes  an  oversize  g; 
guzzler  to  make  those  extra  miles  bearable,  or  even  pleasa 
you'll  buy  it. 

Wal-Mart  makes  similar  calculations  and  passes  the  savir 
on  to  its  customers.  The  retailer  sharply  lowers  its  costs  by  s 
ting  up  shop  out  in  the  middle  of  nowhere.  Its  customers  h;: 
pily  jump  in  their  cars  to  take  their  cut.  Even  at  50  cents  a  mill 
doesn't  take  much  of  a  discount  on  the  television  or  fridge 
pay  back  10  miles  on  the  highway. 

You're  a  lot  more  sensitive  to  fuel  costs  if  you  drive  a  trt 
or  run  an  airline,  because  the  ratio  of  fuel  costs  to  equipmt 
amortization  is  much  higher  here.  Truck  and  jet  engines  ; 

expensive,  well  maintain 
and  built  to  last.  Once  aga 
that  creates  a  lot  of  econon 
inertia.  Over  the  long  ter 
however,  these  industries  a 
their  suppliers  have  work 
hard  and  successfully  to  bd 
fuel  economy,  year  after  ye 
Same  with  people  who  dr 
mopeds  in  Shanghai 
ancient  Fiats  in  New  Del 
They  stuff  in  cargo  and  p; 
sengers  and  thus  tie  their  p; 
load-miles  a  lot  more  tigh 
to  the  price  of  crude.  But  tr 
account  for  a  relatively  sm 
share  of  global  demand. 
Some  analysts  point  to  the  experience  of  the  early  1 94 
as  evidence  that  automobile  demand  for  oil  is  more  elastic 
that  is,  more  responsive  to  price  hikes — than  we  might  thii 
OPEC  slashed  its  output  in  1979,  and  the  price  of  crude  so 
peaked  above  $90  per  barrel  (current  dollars).  By  1985  U.S. 
consumption  had  dropped  by  about  15%.  But  utilities  si 
plied  about  two-thirds  of  the  savings  by  shifting  from  oil 
coal-fired  facilities;  industrial  users  accounted  for  almost 
of  the  rest. 

All  of  these  factors  collapse  into  a  single  economic  meti 
The  demand  elasticity  for  crude  is  very  low  among  the  or 
nary  drivers  whose  behavior  is  most  reviled  by  people  w 
think  they  know  better.  In  the  short  term  low  elasticity  mei 
consumers  can't  easily  change  their  habits — they  are  sti 
with  the  car  engine  and  the  commuting  pattern  they  had  y 
terday.  In  the  long  term  it  means  that  when  you  buy  a  c 
and  the  house  you've  always  wanted,  the  capital  costs  you 
incurring  are  so  large  that  alongside  them  the  oil  is  aim 
too  cheap  to  meter. 


If  living  10  miles 
farther  from  your 
job  saves  $5,000 
a  year  in  carrying 
costs  on  the 
house  you  want, 
that  translates 
into  a  dollar  a 
mile  in  savings. 


Forbes 


Peter  Huber,  a  Manhattan  Institute  senior  fellow,  is  the  author  of  Hard  Green:  Saving  the  Environrr 
From  the  Environmentalists  and  the  Digital  Power  Report.  Visit  his  home  page  at  www.forbes.com/hub 
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STAMPS 

Another  reason  to  pay  bills  automatically  with  your  Visa  card. 


V 


Stop  hunting  for  postage  and  start  using  your  Visa"  check  card  or  credit  card  to 
pay  your  bills  automatically.  Simply  schedule  payments  for  monthly  bills  like 
phone,  cable/satellite  and  gym  membership  dues.  Bills  are  securely  paid  on  time 
every  month,  while  the  hassle  of  writing  checks,  finding  stamps  and  addressing 
envelopes  is  virtually  eliminated.  To  get  started,  go  to  visa.com/billpay. 


it's  everywhere 
you  want  to  be. 


THE  WATER  UTILITY  INDUSTRY,  WITH  $64  BILLION  OF  REV- 
enue  divided  among  53,000  systems,  is  fragmented  for  a 
reason.  There  are  no  national  interconnecting  grid  sys- 
tems like  those  found  in  electric  utilities  and  not  much  in  the 
way  of  economies  of  scale.  It's  no  way  to  get  rich  quick,  either. 


A  small  water  utility  has  to  move  a  mountain  of  paperworl 
get  a  raise  from  a  state  utility  commission,  and  by  the  tim 
gets  permission  for  new  rates  they're  sometimes  obsolete 
Nicholas  DeBenedictis,  chief  executive  of  water  uti 
Aqua  America  in  Bryn  Mawr,  Pa.,  is  making  the  most  of 
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TOSHIBA 

Don't  copy.  Lead. 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources— sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


situation.  Starting  with  a  base  that  used 
to  be  known  as  Philadelphia  Suburban 
Corp.,  he  has  built  up  a  patchwork  com- 
pany serving  2.5  million  customers  in 
13  states.  It  made  $80  million  last  year 
on  revenue  of  $442  million.  Since  1992 
Aqua  has  bought  175  small  and 
medium-size  systems.  Reflecting  the 
mediocre  economics  of  regulated  utili- 
ties, Aqua  was  able  to  buy  these  proper- 
ties at  rate  base — or  plant,  property  and 
equipment  less  contributions  by 
builders  and  customers  to  construc- 
tion— or  below. 

Despite  the  evidently  high  return  on 


sales,  that  $80  million  is  in  fact  rather 
meager,  given  that  the  business  is  an 
intense  consumer  of  capital.  For  every 
$1  Aqua's  operations  generated  over  the 
last  five  years,  the  company  spent  $1.19 
upgrading  the  equipment.  It  adds  up: 
Remotely  readable  meters  save  man- 
power but  cost  $60  apiece;  an  ultravio- 
let disinfecting  system  that  can  handle 
10  million  gallons  a  day  runs  $2  million. 

How  did  Aqua  cover  the  negative 
free  cash  flow,  to  say  nothing  of  its  div- 
idends ($46  million  last  year)?  By  going 
into  hock.  Aqua  owes  (counting  only 
interest-bearing  debt)  $920  million  to 
bondholders  and  other  creditors,  a  sum 
that  has  climbed  212%  since  DeBene- 
dictis  took  over.  "They  do  these  deals 
with  the  precision  of  a  GE  assembly 
line,"  says  Michael  Gaugler,  an  analyst 


at  investment  firm  Boenning  8c  Scatter- 
good  outside  Philadelphia. 

Helping  Aqua's  top  line  are  rate 
increases.  Last  year  they  averaged  4%, 
but  then  the  rate  petitions  are  spaced 
two  years  apart.  The  result  was  average 
revenue  of  $529  per  customer  in  2004 — 
which  includes  fees  for  both  drinking 
water  and  wastewater — up  8%  from  the 
year  before. 

DeBenedictis,  59,  has  a  sharp  eye  for 
a  bargain.  After  getting  a  B.A.  in  busi- 
ness administration  and  an  M.S.  in  envi- 
ronmental engineering  and  science  from 
Philadelphia's  Drexel  University,  he  ran 


his  family's  insurance  business  follow- 
ing the  death  of  his  father.  He  learned 
to  deal  with  bureaucracies  by  holding 
two  cabinet  jobs  in  the  1980s  under 
Pennsylvania  Governor  Richard  Thorn- 
burgh.  He  then  served  as  a  vice  presi- 
dent of  what  used  to  be  called  Philadel- 
phia Electric  Co.  (a  utility  now  part  of 
Exelon)  before  joining  Aqua,  as  its  chief, 
in  1992. 

Eighty-six  percent  of  the  market  is 
served  by  municipal  governments,  but 
occasionally  utilities  come  up  for  sale 
in  privatizations.  Typically,  a  small  city 
that  wants  to  outsource  the  water  util- 
ity— and  pick  up  some  cash  in  the  bar- 
gain— will  sell  the  assets  outright;  larger 
cities  tend  to  offer  long-term  manage- 
ment contracts  to  a  for-profit  utility 
company.  Competing  with  Aqua  on 


the  smaller  transactions  are  some  Eur 
pean  firms  with  bigger  purses  and  ev 
bigger  ambitions. 

In  the  late  1990s  companies  li 
Germany's  RWE  and  France's  Suez  spe 
billions  of  dollars  buying  U.S.  wat 
assets,  including  American  Water  Wor 
and  United  Water.  (At  one  point  Viver 
owned  20%  of  Aqua,  before  selling  it » 
in  2002.)  Such  deals  were  spurred,  in  pa 
by  a  1997  change  in  the  federal  tax  co 
that  allowed  cities  to  finance  water  pip 
with  tax-exempt  bonds  while  allowing 
profitmaking  firm  a  management  co 
tract  for  up  to  20  years.  Foreign-own 
companies  now  serve  an  estimated 
million  U.S.  customers,  raking  in  anni 
revenues  of  $3.5  billion  or  so. 

Suez  and  RWE  seem  mainly  intc 
ested  in  pursuing  management  contra 
with  large  cities,  a  business  Aqua  wai 
no  part  of.  Sometimes  those  deals  tu 
sour — as  when  Atlanta  broke  a  20-ye 
contract  with  Suez  over  who  w 
responsible  for  $80  million  worth 
infrastructure  repairs.  The  critical  eff« 
of  competition  has  been  to  drive  up  I 
price  of  large  water  systems,  but  it 
starting  to  affect  medium-size  ones 
well.  Last  fall,  for  example,  DeBenedic 
walked  away  from  Tecon  Water  Ho 
ings,  in  eastern  Texas,  with  26,000  ct 
tomers,  refusing  to  pay  $63  million 
the  assets,  or  11%  above  the  rate  basi 

Aqua  manages  $1.9  billion  worth 
plants  and  equipment,  and  it's  going 
need  more  capital.  (Good  thing  its  stc 
trades  at  30  times  trailing  earnings,  r 
for  a  regulated  utility.)  The  Envirc 
mental  Protection  Agency  estimates  tl 
$500  billion  in  repairs  and  upgrac 
around  the  country  will  be  needed  o 
the  next  two  decades.  Congress  may  e 
some  of  the  pressure;  a  bill,  not 
introduced  in  the  House,  would  lift 
federally  mandated  state  volume  cap 
private-activity  bonds  for  water  a 
sewer  improvements,  relieving  priv 
owners  of  some  expenses  for  upke 
and  repairs.  Downside:  The  law  wc 
probably  bring  Aqua  face-to-face  w 
its  more  formidable  foreign  rivals.  1 
now,  DeBenedictis  just  plans  to  k« 
buying.  "All  I  can  do,"  he  says,  "is  ro 
my  sandbox  as  large  as  I  can." 


By  the  Numbers 

Water,  Water  Everywhere 

It's  a  commodity  everyone  needs,  but  it's  still  tough  to  make  a  buck  on  water. 

$1  trillion  What  municipal  governments  have  spent  on  drinking  and 
wastewater  treatment,  supply  and  disposal  over  the  last  two  decades. 


120  years  The  life  expectancy  of  major  cast-iron  water  mains  laid  in 
the  19th  century,  most  of  which  need  replacement  now. 

$275.64  The  amount  a  typical  U.S.  household  paid  for  drinking  water 
(not  including  disposal  of  wastewater)  in  2003,  the  most  recent  year  studied. 

1%  The  portion  of  U.S.  waterworks  that  serve  more  than  100,000  customers. 

Sources:  EPA;  International  Water  Association;  American  Water  Works  Association. 
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UNLESS  YOU  OUTSOURCE 
WITH  HEWITT. 


HR  Outsourcing    Retirement  &  Financial  Management    Health  Care    Talent  &  Organizational  Change 


eat  Driver  Jerry  Flint 


GM's  Next 

General 


G RICHARD  WAGONER  GETS  THE  AWARD  FOR  GUTS.  IN 
April  he  named  himself  boss  of  General  Motors' 
North  American  operations.  That's  where  the  trou- 
ble is.  As  chief  executive  of  the  whole  corporation, 
$  he  could  have  set  up  new  fall  guys,  but  instead  he 
put  himself  on  the  line.  If  he  can't  fix  GM  North  America,  well, 
it's  reasonable  to  figure  that  he'll  step  down.  But  he's  bought 
himself  some  time. 

I  hope  he  rescues  this  company.  If  he  doesn't?  It's  not  too 
soon  for  the  board  to  start  pondering  who  might  be  the  next 
chief  executive.  The  situation  is  dire.  In  the  combined  13  years 
under  Rick  Wagoner  and  his  predecessor,  Jack  Smith,  GM  has 
lost  30%  of  its  market  share  in  light  vehicles.  That  share  is 
now  26%. 

What  does  General  Motors  need?  A  chief  executive  with  the 
fighting  spirit  of  Lee  Iacocca,  the  determination  of  Carlos 
Ghosn,  the  car  talents  of  Dieter  Zetsche  (who  has  brought 
American  Chrysler  back  from  the  brink),  plus  the  financial 
inspiration  of  the  great  Alfred  Sloan,  who  ruled  over  the  empire 
from  1923  to  1946. 

The  first  candidates  that  come  to  mind  are  people  who 
might  be  wonderful  but  ain't  gonna  get  the  job: 

John  F.  Welch  Jr.,  the  GE  retiree.  While  a  case  may  be  made 
for  an  outsider,  Jack's  day  is  past. 

Lee  Iacocca.  He's  past  80,  but  they'd  take  Methuselah  if  he 
could  do  the  job.  Forget  it.  Lee  climbed  to  the  top  of  Ford  and 
saved  Chrysler,  but  he'll  never  get  to  run  GM.  His  bridges  are 
burned  in  Detroit. 

Carlos  Ghosn.  He  heads  Renault  and  Nissan,  a  huge  opera- 
tion by  itself,  and  be  frank,  would  you  rather  be  in  Paris  or 
Detroit? 

Dieter  Zetsche.  The  wurst  he  wants  to  eat  is  in  Stuttgart,  in 
the  Daimler  executive  dining  room.  The  job  he  has  done  at 
Chrysler  gives  him  a  shot  at  the  top  job  in  Germany,  so  he's  not 
going  to  leave  Chrysler  for  GM. 

Now  here  are  some  plausible  alternatives. 

J.T.  Battenberg,  62,  has  been  chief  executive  officer 
of  Delphi,  the  parts  giant  that  was  split  off  from  GM. 
J.T.  was  a  GM  officer,  one  of  the  best,  even  a  president 
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of  GM  (when  it  had  three  presidents).  He  ended  up  with  tl 
thankless  job  of  saving  Delphi,  which  meant  constant  choppii 
and  rebuilding.  Recently  he's  been  tarred  by  accounting  tricke 
that  I  doubt  he  was  aware  of,  which  probably  eliminates  hit 
Good  man,  though. 

Robert  Lutz,  GM's  vice  chairman  in  charge  of  products,  m 
be  in  the  midst  of  being  tossed  to  the  wolves.  But  he  wou 
make  a  good  president  and  chief  operating  officer.  He's  73,  b 
so  what!  He  still  flies  his  own  chopper  and  would  be  a  grc 
wingman  for  a  chief  if  he  can  fly  through  today's  storm. 

Fritz  Henderson,  46,  the  chairman  of  GM  Europe  has  seric 
potential.  He  seems  to  be  straightening  out  GM  Europe.  But  t 
job  isn't  done  yet  so  he  might  not  be  ready  for  Detroit. 

Gary  White,  54,  who  is  responsible  for  GM's  big  trucks,  t 
business  that  kept  GM  going  the  past  few  years,  and  Mi 
Grimaldi,  53,  head  of  GM  Canada — two  smart  fellas. 

Another  good  candidate 
Mark  Hogan,  53,  a  former  fa 
tracker  at  General  Motors  w 
was  exiled  to  the  minors  to 
him  away  from  the  union,  wh 
didn't  like  his  ideas.  He  can 
back  but  then  resigned  to  t 
come  president  of  parts  suppl 
Magna.  So  he  knows  GM  and  1 
the  right  experience.  Good  gi 
John  Devine,  60,  was  i 
chief  financial  officer  of  Fc 
and  left  when  he  didn't  get  j 
top  job.  He  was  recruited  to 
same  position  at  GM  and  is  v 
chairman  now.  He's  more  of  a  car  guy  than  most  financiers  a 
would  be  trusted  by  Wall  Street.  Imagine  Devine  as  chief  exe< 
tive  and  Lutz  as  president — two  Ford  men  would  be  working 
save  GM.  Payback  time.  You  see,  a  half-century  ago  a  GM  m 
Ernest  Breech,  came  over  with  a  handful  of  GM  men  and  sa1 
Ford.  "I  was  the  cleanup  man  for  GM,  but  this  one  was  reall 
mess,"  he  said  of  Ford.  Maybe  it's  time  that  Ford  repaid  the  fa\ 
What  does  Wagoner  or  his  replacement  have  to  look  forw 
to?  GM's  product  reputation  will  grow  with  cars  like  the  r 
Buick  LaCrosse  to  the  coming-in-summer  Pontiac  Solsti 
Eight  new  ones  in  a  year.  But  it's  tough;  first-quarter  sa 
1,003,000  cars  and  trucks,  were  down  5%  from  last  year. 

A  serious  problem,  one  that  Wagoner  has  not  been  sh> 
publicizing,  is  its  $5  billion-plus-a-year  medical  bill,  mostly 
retirees  and  dependents.  (I  guess  I  can't  blame  him  for  that: ' 
United  Auto  Workers  first  got  coverage  of  retiree  medical  cc 
decades  ago.)  He'd  like  the  UAW  to  open  the  current  contr 
which  expires  in  2007,  for  a  cutback  in  this  benefit.  His  movi 
take  center  stage  with  the  North  American  operation  will 
him  some  credibility  with  the  union,  but  still  it's  going  to  t 
tough  sale  for  him.  It  won't  be  any  easier  for  his  successor. 


Where  can  they 
find  the  fighting 
spirit  of  Iacocca, 
the  resolve  of 
Ghosn,  the 
expertise  of 
Zetsche  and  the 
brains  of  Sloan? 


FOrbCS    '  *'erry  F''nt'  a  f°rmer  Forbes  Senior  Editor,  has  covered  the  automi 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint 


(Chnology  changes.  Communication  lasts. 


In  today's  fast  changing  world  we  all  need  partners  to  reach 
our  full  potential.  At  Huawei,  however,  we  are  more  than  just 
good  partners. 

At  Huawei  we  actually  work  hand  in  hand  with  our  customers 
to  develop  high  quality  technology  solutions,  delivered  swiftly 
and  at  low  cost  to  satisfy  real  consumer  needs. 

As  a  result  of  this  emphasis  on  customer-driven  R&D  and 


Technology  is  changing  faster  and  faster  every  day,  but  at 
Huawei  our  pursuit  of  better  communications  and  better 
results  through  partnership  and  understanding  never  ceases. 


Today,  Huawei's  products  are  enjoyed  in  over  90  countries  across  the  world,  including  the  UK, 
Germany,  France,  Spain,  Portugal,  Russia,  Brazil,  Singapore,  Thailand,  Egypt,  UAE  and  South  Africa. 


/vei  Technologies  Co.,  Ltd 

+86-755-2878  0808 

+86-755-2835  6406 
il:  information@huawei.com 


Huawei  Technologies 


/w.  huawei.  com 


Warning:  litis  digital  SLR  is  so  professional, 
the  purchaser  may  be  asked  to 
photograph  weddings  and  other  social  functions. 


When  you  purchase  the  *istDS  from  PENTAX,  you  will  be  going  to  an  endless  stream 
of  engagement  parties,  company  picnics  and  family  gatherings.  In  fact,  just  about  any- 
where beautiful  pictures  need  to  be  taken. 

This  is  fairly  typical  when  someone  buys  the  *istDS.  A  digital  camera  that  not  only 
handles  like  a  professional  camera,  but  is  easy  to  use  and  has  incredible  features  in  a 
compact,  lightweight  body. 

For  instance,  the  *istDS  has  a  sophisticated  16-segment  multi-pattern  metering  sys- 
tem that  will  solve  even  the  most  complicated  lighting  conditions.  Plus,  it  offers  a  bright, 
high-precision  viewfinder  with  an  exclusive  glass  pentaprism.  This  PENTAX  advantage 
gives  you  both  brighter  and  larger  views  of  your  subjects. 

Armed  with  a  remarkable  6.1  megapixels,  the  *istDS  from  PENTAX  is  perfect  — r.     . , 
for  the  professional  or  amateur  who  hates  to  misra  shot... or  a  party,  pentax  digital 

for  more  information  visit  pentaximaging.com  The  Official  Digital  Camera  of  the  Internet 

-  N  AX  IMAGING  COMPANY,  A  Div.sion  of  Pentax  America.  Inc.  PENTAX  and  Opuo  are  registered  trademarks  of  PENTAX  Corp  The  Official  Digital  Camera  of  the  Internet  is  a  trademark  of  PENTAX  IMAGING  COMPANY,  A  Division  of  Pentai  C 


he  Best  &  Worst  Bosses 

5ome  chief  executives  really  earn  their  pay.  Some  don't.  Some  are  so  bad 
they  should  be  paying  the  shareholders.  I  y  ocott  ueuario 


NVESTORS  SHOULD  WISH  THEY  HAD  MORE  EXECUTIVES 
like  Robert  K.  Cole  working  for  them.  Since  taking  his 
New  Century  Financial,  a  real  estate  investment  trust, 
public  in  1997,  he  has  delivered  a  25%  compound 
annual  return  to  shareholders.  For  this  he  gets  a  pay- 
ck  that  has  averaged  $1 .6  million  a  year  over  the  past  six 
rs.  At  the  other  end  of  the  spectrum:  Peter  Cartwright  of 
lpine,  a  firm  that  develops  and  runs  gas-fired  power 
nts.  This  is  not  a  profitable  venture  at  the  moment,  and 
average  annual  return  to  shareholders  over  the  past  six 
rs  has  been  -7%.  For  this  unelectrifying  performance 
rtwright  has  pocketed  an  average  annual  $  1 3  million. 
Our  annual  scorecard  of  the  best  and  worst  chief  exec- 
ves  starts  with  the  500  largest  U.S.  companies  as  mea- 
ed  by  a  composite  of  sales,  profits,  assets  and  market 
lie.  Among  these  are  189  companies  whose  bosses  have 
n  in  place  for  at  least  six  years.  These  bosses  are  scored 
how  well  their  performance  stacks  up  against  their 
You  can't  compare  performance  to  pay  for  a  single 
r:  Both  numbers  are  far  too  volatile  to  yield  a  mean- 
ful  ratio. 

In  our  analysis,  "pay"  consists  of  salary,  bonus,  exer- 
d  options  and  vested  stock  grants.  This  approach 
sses  the  tricky  business  of  evaluating  stock  options  that 
y  or  may  not  ever  vest,  much  less  wind  up  in  the  money. 

grading  uses  four  factors.  One  is  the  company's  stock 
formance  (including  dividends)  relative  to  that  of  its 
ustry  peers  over  six  years.  Two  others  are  annualized 
k  performance  during  the  leader's  tenure  and  per- 
nance  relative  to  the  S&P  500  during  that 
e.  The  last  factor  is  total  compensation 
■  the  past  six  years.  The  ten  best  bosses 
3ur  scorecard  are  listed  on  page  116. 
newcomers  to  this  year's  list  of  poor 
brmers  appear  on  page  1 18.  To  see  a 
scorecard,  go  to  forbes.com/ceos. 
On  page  1 14  we  profile  Jeffrey  Joer- 
of  Manpower,  one  of  the  best  per- 
ners,  and  on  page  1 18  Thomas  A. 
yi  of  the  Bank  of  New  York,  one  of  ( 
worst.  F 


Robert  K  Cole 

NEW  CENTURY  FINANCIAL 

36% 

6-year  annualized  total  return 


John  C  Martin 

GILEAD  SCIENCES 


CONSTELLATION  BRANDS 


6-year  annualized  total  return 


H  CHANGE  IS  A  BEAST. 
ARE  YOU  READY  FOR  IT? 


Permanent  Help 

Jeff  Joerres  retooled  staffing  giant  Manpower— and  didn't 

ask  for  a  fat  pay  package.  By  Peter  Kafka 


WHEN  JEFFREY 
Joerres  took  the 
reins  of  Man- 
power Inc.  in 
1999,  revenues 
at  the  staffing  company  had 
been  increasing,  but  profits 
stayed  flat  and  its  stock  price 
was  plummeting.  "We're  get- 
ting the  s—  kicked  out  of  us," 
he  told  the  board  that  had  just 
hired  him.  Six  years  later  Man- 
power's revenues  are  up  69% 
to  $14.9  billion,  and  profits 
have  tripled  to  $246  million. 
The  stock  has  doubled. 

With  that  result  sharehold- 
ers surely  wouldn't  begrudge 
Joerres,  45,  a  fat  pay  package, 
but  in  fact  he's  taken  a  modest 
check  Over  his  six-year  tenure 
he's  earned  an  average  of  $1.7 
million  annually,  propelling 
him  to  a  position  near  the  top 
in  our  survey  of  best  bosses  for 
the  money. 

Joerres'  ability  to  turn 
around  Manpower  was  impres- 
sive— especially  during  a  reces- 
sion, which  normally  kills  the 
cyclical  staffing  business.  He 
put  through  no  grand  overhaul 
at  the  suburban  Milwaukee 
company,  just  a  series  of  incre- 
mental changes:  tweaking  the  company's 
sales  mix,  gradually  updating  the  man- 
agement ranks  and  making  acquisitions 
to  add  new  product  lines.  His  biggest 
change:  He  had  his  sales  people  walk 
away  from  marginally  profitable  con- 
tracts. "Not  all  business  is  good  busi- 
ness" became  a  coi  |    xy  mantra. 


Joerres  measures  profitability  in  a 
curious  way  for  a  company  whose  sole 
product  is  labor — and  that  is  return 
on  capital.  Manpower  does  use  capi- 
tal: It  pays  temp  workers  every  week 
and  then  has  to  wait  an  average  68  days 
to  collect  from  customers.  Customers 
differ,  that  is,  not  only  in  their  prof- 


itability (which,  for  the  compan; 
comes  to  a  mere  2.7%  before  intere: 
and  taxes)  but  also  in  the  capital  the 
tie  up.  Joerres  measures  himself  an 
the  senior  executives  by  subtracting 
hypothetical  cost  of  capital  from  EBH 
The  "cost  of  capital"  is  a  blend  of  boi 
rowing  costs  and  a  putative  10%  co: 
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The  Promises  We  Keep  Make  Us  The  Company  You  Keep. 


Does  a  promise  come  with  an  expiration  date?  Is  it  good  for  a  month,  a  year  or  decades  from 
now?  At  New  York  Life  we  make  promises  that  have  no  expiration  date,  promises  that  we  live 
by.  It's  why  we  are  built  on  the  timeless  values  of  financial  strength,  integrity  and  humanity.  And 
why  no  matter  how  the  world  changes  around  you,  New  York  Life  is  The  Company  You  Keep.c" 
To  contact  a  New  York  Life  agent,  call  (888)  963-7946  or  go  to  newyorklife.com/promise 
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of  equity  capital.  For  2004  the  com- 
pany beat  its  cost  of  capital  by  several 
million,  Joerres  figures. 

Joerres  was  recruited  to  Manpower 
in  1993  by  Mitchell  Fromstein,  then  71,  a 
former  ad  executive  who  had  run  the 
company  for  22  years.  In  Fromstein's  last 
few  years  as  chief  executive  the  company 
had  begun  calcifying:  It  had  remained 
focused  on  hiring  office  and  light-indus- 
try workers,  missing  out  on  the  tech 
boom;  its  margins  were  slipping,  and 
Fromstein  had  developed  a  reputation  as 
an  autocrat  unwilling  to  examine  his 
firm's  weaknesses. 

Enter  Joerres,  the  quintessential 
local  boy  made  good.  He  grew  up  on 
Milwaukee's  blue-collar  South  Side, 
where  his  father  operated  a  drop  forge; 
basketball  skills  earned  him  a  scholar- 


ship to  a  prep  school  in  rural  Racine, 
Wis.  After  graduating  from  Marquette 
University,  he  spent  five  years  selling 
mainframes  and  systems  for  IBM.  From- 
stein, who  was  Joerres'  largest  customer, 
tried  to  hire  him  away,  but  Joerres 
instead  went  first  to  head  sales  at  a  small 
electronic  communications  firm  before 
coming  to  Manpower. 

When  he  replaced  Fromstein,  Joerres 
was  convinced  that  the  company  wasn't 
flawed,  just  underperforming.  "There 
was  a  sense  inside  that  said,  'Come  on, 
let's  go,  v/e're  better  than  this,'"  he  says. 

Joerres'  first  priority  was  to  move  the 
company's  focus  away  from  top-line 
growth  and  toward  profit,  pushing  his 
managers  to  spend  more  time  generat- 
ing small  accounts  from  one  of  the  4,338 
branches  and  less  time  going  after 


national  or  regional  contracts.  Elemen 
tary  enough — R.W.  Baird  analyst  Mar 
Marcon  estimates  that  the  smalle 
staffing  contracts  have  gross  profit  mar 
gins  of  20%  to  25%,  twice  the  averag 
for  national  accounts.  In  the  past  si 
years  Manpower  has  boosted  the  shar 
of  revenue  coming  from  small  contract 
from  35%  to  50%. 

Joerres  also  began  cleaning  house 
eventually  replacing  48  of  his  top  5 
managers.  "There  were  people  that  ha 
kind  of  hung  on  longer  than  they  shoul 
have  because  they  were  close  to  Mitche 
Fromstein,"  says  analyst  Marcon. 

And  Joerres  added  new  produc 
lines  to  Manpower's  mix,  buying  a  tec 
staffing  company,  a  financial  service 
staffing  company  and  a  firm  devote 
to  placing  fired  and  laid-off  worker: 


Rest-Performing  Rosses 


ANNUALIZED  TOTAL  RETURN  6-YEAR 


CHIEF  EXECUTIVE  OFFICER/COMPANY 


TENURE 

AS  CHIEF  DURING 
(YEARS)  TENURE 


6-YEAR 


AVERAGE 
COMPENSATION  STOCK 
($MIL)  OWNED 


Robert  K  Cole/New  Century  Financial  9  25%x  36%  $1.6  2.3% 

Restructured  the  nonprime  mortgage  lender  into  a  REIT  last  year;  earned  a  $2.4  million  cash-and-stock  bonus  in  2003. 


Mark  C  Pigott/Paccar  8  26  30 

In  2004  fourth-generation  chief  led  100-year-old  Paccar  to  its  most  profitable  year  ever. 


3.1 


1.0 


Mark  C  Pigott 

PACCAR 

30% 

6-year  annualized  total  return 


George  E  Bull  Ill/Redwood  Trust  11  221  37  2.2  0.9 

Since  taking  the  real  estate  investment  company  public  in  1995,  dividend  payout  to  shareholders  has  increased  250%. 


Richard  Sands/Constellation  Brands  12  21  28  1.5 

Snatching  up  rival  Mondavi  solidifies  Constellation's  position  as  the  largest  winemaker  in  the  world. 


8.2 


Joseph  R  Ficalora/New  York  Community  12  311  22  1.6  1.3 

The  40-year  thrift  company  veteran's  average  salary  was  3.7  times  lower  than  his  peers';  stock  worth  $61  million. 


Aubrey  K  McClendon/Chesapeake  Energy         16  261  59  4.5  3.9 

Started  natural  gas  exploration  company  in  1989  with  an  initial  $50,000  investment;  market  cap  now  $6.1  billion. 


Charles  W  Ergen/EchoStar  Commun  25  311  16  4.0 

Forbes  400  member  and  EchoStar  cofounder  holds  91%  of  voting.shares;  stock  worth  $7  billion. 


Frank  C  Lanza/L-3  Communications  8  281  21  3.3  2.8 

Increased  sales  36%  at  defense  systems  company  in  2004;  early  government  contracts  make  2005  look  promising. 


Thomas  P  MacMahon/Laboratory  Corp  Amer      8  27  49  7.1 

Recent  acquisitions  allow  the  clinical  lab  company  to  inch  closer  to  industry  leader  Quest  Diagnostics. 


Charles  W  Erger 

ECHOSTAR  COMMUN 

16% 

6-year  annualized  total  return 


John  C  Martin/Gilead  Sciences  9  29 

Ph.D.  led  biopharma  Gilead  to  its  first  $1  billion  year  in  sales  in  2004. 


37 


8.0 


0.2 


Returns  as  of  Mar.  31.  'Return  is  for  period  less  than  tenure.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 


Frank  C  Lanza 

L-3  COMMUNICATIONS 

21% 

6-year  annualized  total  return 
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AT& 
and 
Entenmann's 
Bakeries 


T 


Can  your 
network 
make  a  really 
smart  cookie? 


When  the  Bakers  of  Entenmann's 
needed  to  make  sure  the  shelves  were  stocked  full  with  only  the  freshest 
product,  they  headed  straight  for  the  world's  networking  company.  Now, 
with  networking  solutions  from  AT&T,  Entenmann's  Bakeries  can  receive 
detailed  sales  information  from  thousands  of  retail  stores,  utilize  that 
information  to  identify  the  products  needed,  transmit  the  data  to  regional 
bakeries,  and  dispatch  trucks  to  fill  the  shelves  with  fresh  pastry  even 
before  it  has  a  chance  to  cool. 


101 1.10,01 101  i 


1.1 0.1 100 


AT&T 

The  world's  networking  company5 


To  find  out  how  AT&T's  networking  solutions 
helped  Entenmann's  transform  its  business,  go  to: 

att.com/cookie 


Bosses  for  the  Buck 


Though  the  timing  for  the  acquisitions 
hasn't  been  perfect — Manpower 
bought  Elan,  a  European  tech  staffing 
outfit,  shortly  before  the  bubble  burst 
in  2000,  for  instance — the  new  services 
now  account  for  30%  of  Manpower's 
operating  profit. 


Joerres  has  also  caught  some 
breaks  during  his  tenure.  The  weak 
dollar  helped  buck  up  results,  since 
82%  of  Manpower's  work  is  done  out- 
side the  U.S.  And  after  purchasing  a 
company  that  specialized  in  financial 
staffing,  Manpower  received  a  gift 


from  Congress  in  the  form  of  the  S 
banes-Oxley  Act,  which  may  not  pr 
vent  the  next  Enron  but  has  certair 
boosted  demand  for  accountants  ai 
other  number  crunchers.  It  doesr 
appear  Joerres  will  be  needing  a  j< 
anytime  soon. 


Crying  All  the  Way  To 
The  Bank 

YOU  CAN  FEEL  SORRY  FOR 
thomas  A.  renyi,  who  has  been 
running  the  Bank  of  New  York 
since  1997.  A  $6  billion  Russian 
money-laundering  operation,  run  by 
bank  employees  before  he  arrived, 
remains  under  investigation.  The  U.S. 
Attorney's  Office  is  looking  into  bank 
employees  on  Long  Island  who  may 
have  helped  a  leasing  company  bilk 
hospitals  out  of  $200  million  for  medical  equipment.  A  newly 
acquired  financial  services  company  faces  lawsuits  over  mutual 
fund  market  timing.  Over  his  tenure  the  bank's  stock  has 
returned  6%  a  year,  tying  the  S&P  500  and  falling  far  behind  the 
13%  annual  return  of  other  banking  firms  in  our  executive 
compensation  survey. 

But  not  too  sorry.  Renyi,  59,  since  1999  has  averaged 
$13.8  million  a  year  in  compensation.  That's  seven 
times  what  SunTrust  Banks  pays  L.  Phillip  Humann  and 
twice  what  National  City  pays 
David  A.  Daberko  for  very 
similar  jobs. 

For  this  combination  of 
mediocre  results  and  gilt-edged 
paychecks  Renyi  ended  near  the 
bottom  of  our  annual  ranking 
of  189  chief  executives  in  per- 
formance relative  to  pay. 

When  Renyi  took  over,  he 
followed  his  predecessor's  plan 
to  turn  the  enterprise  from  a 
commercial  bank,  making  most 
of  its  money  on  deposits  and 
business  loans,  into  a  securities 
clearing  firm  and  money  man- 
ager. Renyi's  biggest  move  was 
the  2003  acquisition  of  Credit 
Suisse  First  Boston's  securities 


clearing  unit,  Pershing,  for  $2  billion.  Soon  after,  Pershi 
got  hit  with  three  class  actions  seeking  unspecified  damad 
for  its  role  in  the  mutual  fund  timing  scandals.  The  Ba: 
of  New  York  and  Credit  Suisse  are  fighting  over  who  shou| 
be  liable  for  any  damages. 

This  year  Renyi  declined  to  take  $1.7  million  of  r| 
$4.7  million  cash  bonus,  citing  in  the  proxy  statement  issul 
such  as  the  hospital  bilking  scam.  Still,  he  took  $4  million 
cash  and  $4.9  million  in  stock.  Earnings  last  year  were  up  241 
to  $1.4  billion. 

Who  is  setting  Renyi's  pay?  The  board's  compensate 
committee  is  supposed  to  be  made  up  of  independent  direl 
tors  only,  but  "independent"  is  defined  expansively.  Among  tl 
four  members  is  media  mogul  John  Malone.  The  Bank  of  N» 
York  has  lent  a  combined  $25  million  to  three  Malone-coj 
trolled  companies.  So  far  it  has  had  to  write  off  $7  milliJ 
(these  were  all  separate  corporations  owned  by  Malone's  Lil 
erfy  Media  but  responsible  for  their  own  debts),  and  it  warl 
that  it  could  lose  another  $10  million  to  a  third,  insolvent  M; 
one  company. 

A  bank  spokesman  declines  to  answer  questions  aboj 
compensation  but  offers:  "The  business  model  is  working,  ai| 
the  company  is  once  again  delivering  strong  results." 

— Michael  MaieX 


Bad  Buys 


ANNUALIZED  - 

rQTAL  RETURN 

6-YEAR 

TENURE 
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(SMIL)  0W| 

CHIEF  EXECUTIVE  OFFICER/COMPANY 


Peter  Cartwright/Calpine  21  4%1         -7%  $13.0 

Calpine  posted  net  loss  of  $243  million  for  2004;  Cartwright  earned  $11  million  in  total  compensation. 


Steven  R  Appleton/Micron  Technology  11 

Took  pay  hiatus  from  Oct.  2001  to  Dec.  2003;  stock  down 


-13 


9.3  O.C 


49%.  Earned  $1.5  million  in  2004;  stock  still  off  -2 


Thomas  A  Renyi/Bank  of  New  York         8  6  -2  13.8  0.J 

The  bank's  mutual  funds  are  being  investigated  by  the  SEC.  Renyi  took  home  $13  million  in  total  compensation 


Martin  G  McGuinn/Meilon  Financial       6  -1  -2  5.5 

Mellon  sold  off  weak  personnel  consulting  unit  in  2005;  McGuinn  earned  a  $1.4  million  cash  bonus  in  2004. 


o.; 


Lee  R  Raymond/ExxonMobil  12  15  11  22.8  0.1 

Since  1999  Exxon's  stock  returned  less  than  the  average  company's  on  our  scorecard;  Raymond's  pay  was  2.3  times  i 


Returns  as  of  Mar.  31.  'Return  is  for  period  less  than  Tenure.  Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 
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THAN  THE  AVERAGE  BEAR.  OR  BULL. 


Challenge  the  ordinary. 

Be  E  >traordinary 
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5  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


Big  Bosses,  Big  Checks 


mam  he  ch  i  ef  executives  of  America's 

500  biggest  companies  (as  measured 
■  by  a  composite  ranking  of  sales, 
profits,  assets  and  market  value)  got  an  ag- 
gregate 54%  pay  raise  last  year.  Total  com- 
pensation: $5.1  billion.  That  easily  out- 
paced 2003's  8%  pay  raise.  Main  reason: 
stock  gains.  Terry  S.  Semel,  chief  executive 


of  Yah'oo,  was  this  year's  top  earner. 
Semel's  $230.6  million  in  total  pay  came 
almost  entirely  from  exercised  stock  op- 
tions. For  this  group  as  a  whole,  aggregate 
stock  gains  accounted  for  53%  of  total 
compensation  versus  39%  a  year  ago.  Av- 
erage gain:  $5.5  million. 

When  calculating  a  chief  executive's 


pay,  FORBES  measures  the  following  i 
the  company's  latest  fiscal  year:  sala 
and  bonuses;  other  compensation,  su 
as  vested  restricted  stock  grants;  ai 
stock  gains,  the  value  realized  by  ex< 
cised  stock  options. 

Below,  we  list  the  250  bosses  w 
earned  the  biggest  paychecks  last  ye 
For  paychecks  of  other  bosses  and  mc 
data  on  chief  executive  pay,  go 
forbes.com/ceos. 


COMPANY/CHIEF  EXECUTIVE 


COMPENSATION 
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Adobe  Systems/Bruce  Chizen 

70 

2,217 

20 

8 

15,780 

18.005 

49,990 

e 

Aetna/John  W  Rowe 

54 

3,634 

12 

377 

18,208 

22,219 

57,758 

c 

Affiliated  Computer/Jeffrey  A  Rich 

97 

2,084 

-7 

93 

11,447 

13,624 

50,406 

Aflac/Daniel  P  Amos 

157 

3,396 

7 

146 

5,016 

8,558 

78,600 

23- 

Albertsons/Lawrence  R  Johnston 

184 

3,250 

68 

3,729 

6,9794 

21.9543 

i: 

Alcoa/Alain  J  P  Belda 

212 

2,825 

12 

418 

2,748 

5,991 

47,628 

2! 

Allstate/Edward  M  Liddy 

41 

4,798 

-3 

4,801 

17,123 

26,721 

53.820 

2: 

Alltel/Scott  T  Ford 

238 

3,060 

12 

1,810 

4,870 

13.1873 

Altria  Group/Louis  C  Camilleri 

192 

4,750 

14 

1,928 

6,678 

29.0333 

4 

American  Express/Kenneth  1  Chenault 

67 

7,000 

56 

3,262 

8,021 

18,284 

82,749 

American  Natl  Ins/Robert  L  Moody 

152 

5,000 

2 

3,829 

8,829 

35,855 

101 

See  footnotes  on  page  132. 


The  Top  Earners  in  2004  i-year  total  compensation  ($mii) 


Terry  S  Semel 

YAHOO 

$230.6 


Barry  Diller1 

IAC/INTERACTIVECORP 

$156.2 


William  W  McGuire 

UNITEDHEALTH  GROUP 

$124.8 


Howard  Solomon 

FOREST  LABS 

$92.1 


6< 


'  l 


m 

Lew  Frankfort 

COACH 

$86.5 

'Prior-year  data. 
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Edwin  M  Crawford 

CAREMARK  RX 

$77.9 


Ray  R  Irani 

OCCIDENTAL  PETROLEUM 

$64.1 


Angelo  R  Mozilo1 

COUNTRYWIDE  FINANCIAL 

$57.0 


Richard  D  Fai 

CAPITAL  ONE  FINA 

$56. 


(SEMEL);  AP  WIDE  WORLD,  (DILLER)  BRYAN  BEDOER  '  GETTY  IMAGES,  (DAVID)  GREGORY  HEISLER  (FRANKFORT)  Y0SHIKATZU  TSUNO  /  GETTY  IN 
(CRAWFORO)  THE  BIRMINGHAM  NEWS:  (IRANI)   MEL  MALCON  /  NEWSCOM.  (FAIRBANK)   SHAUN  HEASLEY  /  GETTY  IMAGES 
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Introducing  New  E*TRADE  Complete 

...the  intelligent,  integrated  way  to  manage  all  your  money. 

Complete  view  of  all  your  accounts  -  all  in  one  place. 
^    Intelligent  Cash  Optimizer:  instantly  calculates  the  earning  potential  of  your  cash. 
Money  Market  Account  with  up  to  2.50%  APY  -  plus  free  checking  and  bill  pay.1 
Debit  Card  with  nationwide  ATM  refunds  -  aJJ  banks.2 


Secured  by 


ESS 


New  optional  Digital  Security  ID. 

It's  like  a  combination  lock  for  your  online  connection. 


E*  TRADE 

FINANCIAL® 

Call  1-800-998-8049  or  visit  etradecomplete.com 


"TRADE  Money  Market  Account  is  a  separate  deposit  account  offered  by  E'TRADE  Bank.  Annual  Percentage  Yield  (APY)  of  2.50%  as  of  4/04/05  and  applies  to  accounts  with  balances  of  $50,000  or  more. 
;  with  balances  of  $5,000-149,999  will  earn  1.80%  APY  and  accounts  with  balances  of  less  than  $5,000  will  earn  0.30%  APY,  A  $100  minimum  deposit  is  required  to  open  account  and  you  must  maintain  an 
I  monthly  balance  of  $1 ,000  or  $5,000  in  total  E'TRADE  Bank  deposits,  by  the  end  of  your  second  statement  cycle  to  avoid  a  $10  monthly  fee  on  the  account.  This  fee  is  waived  for  Priority  E*TRADE  and  Power 
I  customers.  Fees  may  reduce  earnings.  Yields  subject  to  change  daily. 

■  I  not  charge  you  a  fee  for  withdrawing  funds  from  any  ATM  but  the  owner/operator  of  some  ATMs  may.  In  those  cases,  E*TRADE  will  automatically  refund  your  account  foi  the  amount  of  the  fee.  Priority  E*TRADE 
er  E*TRADE  customers  get  unlimited  ATM  fee  refunds.  Other  customers  get  up  to  five  ATM  fee  refunds  per  month. 

ecunty  authentication  system  is  based  on  technology  from  RSA  Security  Inc.  RSA,  RSA  logo  and  SecurlD  are  either  registered  trademarks  or  trademarks  of  RSA  Security  Inc.  in  the  United  States  and/or  other 
i.  RSA  Security  Inc.  is  not  affiliated  with  E*TRA0E  FINANCIAL  Corp.  or  any  of  its  affiliates  and  is  not  a  sponsor  of  this  program. 

s  products  and  services  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC.  are  not  insured  by  the  FDIC,  are  not  guaranteed  deposits  or  obligations  of  E*TRADE  Bank,  and  are  subject  to  investment  risk, 
;  possible  loss  of  the  principal  invested.  Banking  and  lending  products  and  services  are  offered  by  E'TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are  FDIC  insured  up 
)00.  E'TRADE  Securities  LLC  and  E*TRADE  Bank  are  separate  but  affiliated  companies.  ©  2005  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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FOR  BU 


"Call  him  the  kii 
of  cable  news- 
Neil  Cavuto." 

-Daily  News 


u  eWorld. 

Your  World 

w/  Neil  Cavuto 

4pm  ET/Weekdays 


Sfcvbei  Nielsen  Media  Rftsoarch.  Persons  2+  fOOOj.  M  Su  6a  tip  FNCCNN.MSf  JBC.CfJbC. 


1 


CHOICE 


>S  NEWS 


11am  ET  Saturday 


05  '12/27/04-2/20/05).  Subject  to  qualifications  to  be  made  available  upon  request. 


VVllcll  U1C  DUM  IVlclKCb 
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COMPENSATK 


COMPANY/CHIEF  EXECUTIVE 


RANK 
AMONG 
500  CEOS 


1-YEAR  5-YEAR 
$thou  $thou 
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STOCI 
OWNE 
VALUll 

$mil  [ 


American  Standard/Frederic  M  Poses 

96 

3,025 

13 

10,628 



13.653 

34,691 

15 

Amgen/Kevin  W  Sharer 

219 

4,924 

38 

620 

] 

L41 

5,684 

59,493 

1 

AmSouth  Bancorp/C  Dowd  Ritter 

147 

2,632 

-8 

3,086 

3,5 

)22 

9,240 

38,823 

21 

Anadarko  Petroleum/James  T  Hackett 

103 

2,915 

NA 

10,347 



13,262 

NA 

14 

Analog  Devices/Jerald  G  Fishman 

31 

1,620 

67 

1,335 

31,2 

>65 

34,219 

109,256 

1 

Anheuser-Busch  Cos/Patrick  T  Stokes 

232 

4,601 

-6 

161 

321 

5,082 

34,7443 

20 

Apache/G  Steven  Farris 

216 

2,100 

6 

1,833 

u 

305 

5,838 

10.0383 

37 

Apollo-Education  Group/Todd  S  Nelson 

55 

5,213 

16 

177 

16,( 

399 

22.0888 

61.0943 

0 

■ 

Applied  Materials/Michael  R  Splinter 

158 

5,900 

NA 

2,611 



8,511 

NA 

4 

Archstone-Smith/R  Scot  Sellers 

247 

2,400 

-1 

2,322 



4,722 

20,004 

14 

AT&T/David  W  Dorman 

165 

3,295 

-16 

4,952 



8,247 

39.0882 

10 

Automatic  Data/Arthur  F  Weinbach 

175 

1,625 

75 

1,344 

4,' 

158 

7,427 

31,262 

26 

AutoNation/Michael  J  Jackson 

215 

2,389 

-14 

250 

3,2 

154 

5,893 

16,007 

3 

Avaya/Donald  K  Peterson 

116 

3,040 

54 

8,689 

50 

11,780 

44,566 

12 

Avon  Products/Andrea  Jung 

91 

3,650 

45 

127 

10,2 

>14 

13,991 

36,755 

5 

Ball/R  David  Hoover 

131 

2,576 

14 

1,722 

6,: 

576 

10,674 

25,619 

33 

Bank  of  America/Kenneth  D  Lewis 

176 

7,213 

5 

195 



7,408 

58,882 

74 

Bank  of  New  York/Thomas  A  Renyi 

105 

4,000 

-12 

4,943 

4,; 

>10 

13,153 

68,186 

42 

BB&T/John  A  Allison  IV 

227 

1,811 

104 

1,352 

2,; 

>21 

5.384 

19,641 

16 

Bear  Stearns  Cos/James  E  Cayne 

42 

10,281 

-8 

15,978 



26,260 

135,244 

65E 

Becton  Dickinson/Edward  J  Ludwig 

138 

2,134 

26 

109 

7,1 

300 

10,042 

18,185 

13 

BellSouth/F  Duane  Ackerman 

156 

4,066 

-6 

4,559 



8,625 

34,445 

15 

WR  Berkley/William  R  Berkley 

61 

5,934 

-2 

10,458 

3,; 

»12 

19.6044 

35,076 

457 

BJ  Services/J  W  Stewart 

56 

1,983 

26 

81 

19,i 

339 

21,903 

64,904 

25 

Black  &  Decker/Nolan  D  Archibald 

164 

4,458 

8 

3,851 



8,309 

61,370 

26 

Boston  Properties/Edward  H  Linde 

48 

1,600 

1 

13 

22,: 

582 

24,195 

28,785 

506 

Boston  Scientific/James  R  Tobin 

25 

1,850 

-4 

297 

36,( 

302 

38,149 

45,037 

3 

Brunswick/George  W  Buckley 

62 

4,154 

33 

3,638 

li,: 

320 

19,113 

35,859 

£ 

Burlington  Santa  Fe/Matthew  K  Rose 

142 

1.2197 

NM 

4,831 

3,- 

U8 

9,468 

15,765 

24 

Burlington  Resources/Bobby  S  Shackouls 

58 

2,358 

15 

10,076 

8,: 

324 

20,758 

42,619 

11 

Cablevision  NY  Group/James  L  Dolan 

241 

4,400 

175 

417 



4.8174 

26,231 

Ti 

Calpine/Peter  Cartwright 

127 

1,000 

-69 

120 

9,( 

372 

10,791 

74,582 

e 

Capital  One  Financial/Richard  D  Fairbank 

10 

 7 

NM 

175 

56,- 

185 

56,660 

226,268 

6c 

Caremark  Rx/Edwin  M  Crawford 

7 

5,615 

NM 

2,451 

69/ 

^98 

77,864 

93,563 

j 

Cendant/Henry  R  Silverman 

49 

18,582 

8 

5,415 

23,997 

276,692 

164 

Centex/Timothy  R  Eller 

88 

11,833 

NA 

2,411 



14,244s 

NA 

12 

Chesapeake  Energy/Aubrey  K  McClendon 

134 

1,615 

21 

453 

8,! 

530 

10,598" 

26,310 

266 

ChevronTexaco/David  J  O'Reilly 

166 

5,456 

22 

1,046 

1,1 

368 

8,170 

31,924 

1C 

Chubb/John  D  Finnegan 

218 

3,201 

-8 

2,597 

5,798 

11.7613 

1C 

Cigna/H  Edward  Hanway 

101 

3,630 

16 

7,989 

1,( 

393 

13,312 

62,768 

4' 

Cinergy/James  E  Rogers 

85 

2,508 

-21 

5,198 

6,f 

368 

14,574 

46,864 

26 

Cisco  Systems/John  T  Chambers 

18 

1,900s 

NM 

38,: 

»78 

40,178 

197,752 

36 
59 

Citigroup/Charles  0  Prince 

106 

10,673 

40 

1,410 

1 

965 

13,048 

NA 

City  National/Russell  Goldsmith 

205 

2,071 

4 

25 

4,; 

>28 

6,324 

21,981 

251 

Coach/Lew  Frankfort 

6 

2,034 

5 

327 

84,: 

L20 

86,481 

154,087 

n; 

Coca-Cola/E  Neville  Isdell 

217 

4.3651 

NA 

323 

1.3 

L38 

5,825 
17,964 

NA 

u 

29E 

Colgate-Palmolive/Reuben  Mark 

71 

3,240 

-36 

14,723 

185,827 

Comcast/Brian  L  Roberts 

87 

8,001 

11 

622 

5,( 

329 

14.2524 

NA 

33- 

Commerce  Bancorp/Vernon  W  Hill  II 

121 

3,000 

33 

222 

8,: 

L60 

11.382" 

19,125 

IOC 

Lose  the  fear. 


Lose  the  groupthink. 


Lose  the  yes-people. 


Lose  the  proper  channels. 


Lose  the  chain  of  command. 


Lose  the  consultants. 


Lose  the  focus  groups. 


Lose  the  safety  nets. 


Lose  consensus. 


Lose  the  happy  medium. 


Lose  the  compromises. 


Lose  Plan  B. 


The  New  BMW  750Li  V-8 

.  Somewhere  along  the  road  to  success  lie  the  cones  of  mediocrity,  urging  you 
to  take  the  expected  route.  To  this  we  counter  with  the  new  BMW  7  Series.the 
driver's  luxury  automobile.  Built  to  agilely  steer  clear  of  the  middle  of  the  road. 


With  improved  ergonomics  and  the  finest  |  The  driver's  luxury  car  is  now  even  more  potent.  At  BMW's  ingenious  Active  Roll  Stabilization 

premium  materials  on  everything  you  !  360  hp,  the  4.8  liter  Valvetronic  V-8  breathes  stronger  virtually  eliminates  body  roll,  striking  the 

touch  and  feel,  the  new  750Li  awes  and  reacts  instantaneously  for  a  0-60  time  of  just  j  perfect  balance  between  straight-line 

both  driver  and  passengers.  5.8  seconds'.  All  with  no  compromise  in  fuel  efficiency.  comfort  and  S-curve  agility. 


OMPANY/CHIEF  EXECUTIVE 


RANK 
AMONG 
500  CEOS 


COMPENSATION 


omputer  Sciences/Van  B  Honeycutt 


onAgra  Foods/Bruce  Rohde 
onocoPhillips/James  J  Mulva 
onsolidated  Edison/Eugene  R  McGrath 
ountrywide  Financial/Angelo  R  Mozilo 
ummins/Theodore  M  Solso 
^S/Thomas  M  Ryan 
Ban  Foods/Gregg  L  Engles 
sere  &  Co/Robert  W  Lane 
all/Kevin  B  Rollins 
bit  Disney/Michael  D  Eisner 
pminion  Resources/Thos  E  Capps 
pral  Financial/Salomon  Levis 
like  Energy/Paul  M  Anderson 
iton/Alexander  M  Cutler 
(ison  International/John  E  Bryson 
ectronic  Arts/Lawrence  F  Probst  III 
AC/Joseph  M  Tucci 
lerson  Electric/David  N  Farr 
tergy/J  Wayne  Leonard 
IG  Resources/Mark  G  Papa 
elon/John  W  Rowe 
xonMobil/Lee  R  Raymond 
nnie  Mae/Daniel  H  Mudd11 
derated  Dept  Strs/Terry  J  Lundgren 
dEx/Frederick  W  Smith 
ielity  National  Finl/William  P  Foley  II 
[th  Third  Bancorp/George  A  Schaefer  Jr 
•8t  American/Parker  S  Kennedy 
st  Data/Charles  T  Fote 
stEnergy/Anthony  J  Alexander 
terv/Les!ie  M  Muma 
iher  Scientitic/Paul  M  Montrone 
lor/Alan  L  Boeckmann 
3t  Locker/Matthew  D  Serra 
rd  Motor/William  Clay  Ford  Jr 
j-est  Labs/Howard  Solomon 
tune  Brands/Norman  H  Wesley 
|L  Group/Lewis  Hay  III 
unklin  Resources/Martin  L  Flanagan12 
leport  Copper/Richard  C  Adkerson 
|edman  Billings/Emanuel  J  Friedman13 
nnett/Douglas  H  McCorkindale 
neral  Dynamics/Nicholas  D  Chabraja 
neral  Electric/Jeffrey  R  Immelt 
leral  Motors/G  Richard  Wagoner  Jr 
izyme/Henri  A  Termeer 
orgia-Pacific/Alston  D  Correll 
sad  Sciences/John  C  Martin 


169 
161 

77 
170 

9 
244 

69 
118 
206 

22 
163 

59 
243 
196 
109 
183 


47 
191 
181 


128 
124 
119 

44 
182 
174 

27 

32 
126 
237 
228 
200 
153 

37 


90 
148 
221 


76 
204 
226 

51 
143 
236 

29 
110 
159 

65 
111 

84 


2,366' 
4,780 
5,600 
2,556 
22,157 
1,711 
4,800 
2,152 
3,080 
2,519 
8,250 
1,100 
4,800 

3,147 
2,765 
1,454 
2,881 
2,500 
2,629 
1,752 
2,916 
6,814 
2,002 
4,562 
3,886 
4,550 
1,815 
2,612 
2,183 
1,977 
1,606 
2,963 
3,135 
4,038 

 7 

1,541 

2,508 

2,520 

3,439 

1.2507 

9,458 

4,050 

3,950 

8,300 

5,060 

2,834 

4,168 

1,891 


1-YEAR 
CHANGE  % 


NM 

36 
12 
-1 
126 
30 
7 

-33 
30 
NA 
14 
-57 
33 
NA 
28 
37 
-19 

6 
25 
18 
28 
13 
26 
NA 
24 
75 
20 
-8 
68 
25 
181 
-3 
41 
28 
69 
NM 

8 
13 
11 
87 
NM 
53 

5 
10 
13 
NM 
92 
81 
15 


97 
3,647 
239 
3,462 
437 
3,074 
5,765 
111 
1,568 
8 
62 
2,292 
8 

6,506 
5,125 
3,844 
1 

518 
4,429 
8,109 
1,104 
4,733 
3,059 
5,113 
2,902 
1,560 
4,019 

221 
13 
3,187 
3,286 
14 

177 
8,991 
5,137 

277 
28 
5,718 
3,824 

754 
3,881 

848 
5,598 
647 
3,449 
32 
7,157 
13 


5,477 

10,950 
1,860 
34,361 

7,645 
9.254 
1,658 
35,942 

16,708 


4,375 
389 
22,785 
3,338 
226 

8,260 
3,854 
15,900 


30,963 
25,337 
8,934 
2,252 

1,227 
7,199 
28,685 
1,900 

5,327 
90,546 
8,688 

1,198 
18,543 


24,852 
3,631 

16,202 
1,187 
13,214 


16,789 
7,878 
56,956" 
4.785" 
18,210 
11,516" 
6,306 
38,469"s 

8,312 
20,100 
4,808 
6.50610 
12,647 
6,998" 
24,240 
6,736 
7,154 
10,738 
11,115 
11,503 
25,773" 
7,1154S 
7,464 
36,410 
33,905" 
10,970 
4,877" 
5,370 
6,491 
8,819 
31,825 
14,026 
9,175" 
5,603 
92,116 
16,914 
6,344 
5,391 
23,674 
9,458" 
4,898 
34,400 
12,578 
8,509" 
19,069" 
12,512 
15,118 


18,444 
25,894 
61,333 
23,300 
96,914 
14,274 
50,537 
26,603 
14,569 
NA 
95,576 
44,467 
18,054 
NA 
31,531 
19,097 
79,561 
15,358 
15,174 
34,955 
33,009 
29,355 
123,576 
NA 
14.5083 
48,752 
61,742 
31,249 
8,990 
54,2642 
NA 
39,241 
44,696 
24.6512 
21.3113 
10,5642 
294,895 
40,285 
15.8192 
NA 
NA 
21,598 
52,077 
76,589 
53,000* 
22,221* 
60,745 
20,657 
46,536 


STOCK 
OWNED 
VALUE 
Smil 

4.4 
9.5 
103.6 
7.3 
40.5 
8.7 
43.8 
49.8 
4.6 
0.7 
400.4 
36.0 
11.6 
4.8 
30.2 
9.8 
39.7 
8.1 
18.6 
13.4 
35.5 
31.2 
151.8 
2.6 
9.3 
1,855.2 
160.9 
509 
111.5 
5.5 
7.7 
23.7 
60.9 
17.7 
15.2 
98.4 
241.7 
10.2 
13.7 
45.0 
16.9 
164.0 
34.9 
76.5 
26.3 
8.7 
40.3 
15.1 
24.5 


itnotes  on  page  132. 
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Together,  We  Can 


Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


rETROBRAS 

When  Petrobras  needed  to  thoroughly 
modernize  its  organizational  operations, 
it  chose  BearingPoint  to  successfully  lead 
one  of  the  largest  SAP*  R/3*  software 
integrations  in  the  world.  The  new  system 
provides  a  single,  continuously  updated 
database,  increased  control  and  visibility 
of  operational  activities,  changes  in 
process,  and  support  of  new  management 
practices.  In  five  years,  the  system  is 
expected  to  deliver  a  savings  of  US$450 
million  to  one  of  the  world's  largest  oil 
and  gas  companies.  These  are  the  kinds 
of  results  that  make  the  difference. 

STRATEGIC  BUSINESS  INTEGRATION. 
EMPOWERED  BY  BEARI NGPOINT. 


©  2005  BearingPoint,  Inc.  All  rights 


Create  The  Future. 


F  k  n  Fy 

During  recent  acquisitions,  FedEx 
needed  to  optimize  areas  of  its 
subsidiary  operations.  More  than 
250.OOO  employees  and  contractors 
strong,  the  company  once  again  turned 
to  BearingPoint  to  implement  complex 
solutions  across  multiple  platforms. 
From  managing  critical  Business  Process 
changes  to  ERP  restructuring  —  all 
delivered  simultaneously.  These  are  the 
kinds  of  results  that  make  the  difference. 

STRATEGIC  BUSINESS  INTEGRATION. 
EMPOWERED  BY  B E A RI NCPOI  NT. 


*:  1 


U.S-  Army 

The  U.S.  Army  needed  a  faster  way  to 
gather  and  process  the  health  information 
of  its  soldiers  around  the  globe.  Within 
30  days,  BearingPoint  helped  the  Army 
put  mobile  systems  in  place  that  now 
collect  vital  data  within  48  hours  rather 
than  8  months.  These  are  the  kinds  of 
results  that  make  the  difference. 

MOBILE  HEALTH  SOLUTIONS. 
EMPOWERED  BY  BEARI NGPoi NT. 


^SULTING  •  SYSTEMS  INTEGRATION  ■  MANAGED  SERVICES 


EXPERIENCE  BearingPoint.COM    Business  and  Systems  Aligned.  Business  Empowered. 
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hat  the  Boss  Ma 


COMPANY/CHIEF  EXECUTIVE 


S  1-YEAR 
u  $thou 


■ 


ST 

owl 
va| 

$ 


Gillette/James  M  Kilts 

225 

4,463 

12 

RO? 

X' 

15 

5,409 

16.1022 

Golden  West  Flnl/Marion  0  Sandler14 

122 

1,442 

5 

1  9 

X  o 

Q  7< 

37 

11,252 

24,281 

1     1  O 

1    1  .o 

Goldman  Sachs  Group/Henry  M  Paulson  Jr 

213 

6007 

NM 

5,351 

5,951 

48,181 

Goodyear/Robert  J  Keegan 

230 

3,650 

142 

1,472 

1 1 

XI 

14 

5,226 

7,5883 

Guidant/Ronald  W  Dollens 

224 

735 

-35 

9.  7i 

1R 
to 

5,412 

20,098 

Halliburton/David  J  Lesar 

75 

4,730 

114 

1 1  75R 

XX,/  JO 

Ai 

tO 

16,931 

33,794 

Harley-Davidson/James  L  Ziemer 

140 

812 

NA 

5fi 

R  Q' 

JO 

9,800s 

NA 

Harrah's  Entertain/Gary  W  Loveman 

130 

3,323 

R3 

90R 
ouo 

7DJ 

?n 

5U 

10,711 

27,9463 

HJ  Heinz/William  R  Johnson 

114 

3,090 

20 

1  50fi 

1,JUU 

7  9/ 

11,845 

27,654 

Hershey  Foods/Richard  H  Lenny 

139 

3,425 

26 

3  112 

9  9f 

;r 

9.903 

22.1712 

Hewlett-Packard/Mark  V  Hurd 

208 

6.2001 

NA 

6,200 

NA 

Hilton  Hotels/Stephen  F  Bollenbach 

38 

3,251 

Q 
o 

9  49Q 

95  7/ 

in 

31,430 

67,356 

Home  Depot/Robert  L  Nardelli 

53 

7750 

1  Q 
IS 

1 5  n54 

lJ,Uj*f 

22,804 

90,296 

Honeywell/David  M  Cote 

144 

3,900 

Q 
o 

JiUlj 

9,419 

24,7293 

DR  Horton/Donald  J  Tomnitz 

112 

8,620 

4° 

TCI 

5n 

9  4C 

u 

12,090 

27,209 

Host  Marriott/Christopher  J  Nassetta 

198 

1,608 

_5 

4  RQR 

6.5044 

14.7002 

Hovnanian  Enterprises/Ara  K  Hovnanian 

99 

8,808 

4  pnn 

13,407 

43,318 

Hudson  City  Bancorp/Ronald  E  Hermance  Jr 

189 

1  5 

4  59P 

>R 

6,815 

24,2572 

* 

lAC/lnterActiveCorp/Barry  Diller 

2 

3  75D 

1  5 

1  41  9 
X,HX  <J 

151  nr 

101, Ul 

c 
O 

156,168" 

239,846 

 H 

Illinois  Tool  Works/W  James  Farrell 

36 

3  474 

Q 
O 

7  97/1 

91  RC 

4 

32,633 

59,527 

j 

Irnpac  Mortgage  Holding/Joseph  R  Tomkinson 

223 

4  Q?n 

57 

51  7 
OX  / 

/ 

1 

5.5184 

11,966 

Intel/Craig  R  Barrett 

102 

2,454 

1  R 
xu 

1  71 
X  /  X 

i  n  rf 

7 

13,292 

92,524 

IBM/Samuel  J  Palmisano 

86 

R  R?5 

A  75D 

9  or 

Q 

14,394 

36,2822 

International  Paper/John  V  Faraci 

193 

2,400 

4  1  55 

1 
J 

Q 

y 

6,573 

NA 

Intl  Steel  Group/Rodney  B  Mott 

17 

2  ROD 

1  59 

"57 

ACl  1  1 

n 

u 

42,747 

46.1613 

! 

iStar  Financial/Jay  Sugarman 

35 

r  nnn 

5nn 

i  n  n9n 

J-  U.U  c.  U 

i  r  on 

Q 

y 

32,929 

132,258 

13 

Johnson  &  Johnson/William  C  Weldon 

209 

9"? 

1  RQ9 

51 
01 

7 

6,168 

19.7652 

Johnson  Controls/John  M  Barth 

162 

9,  Q.4R 

94 
on 

/l  97R 

8,324 

23,9553 

JPMorgan  Chase/William  B  Harrison  Jr 

66 

o,juu 

CIO 

J.jlo 

a  on 
D,oU 

1 

18,814 

64,285 

KB  Home/Bruce  E  Karatz 

20 

6,000 

n 

u 

R  R9Q 

95  0)7 

7 

38,816 

98,751 

* 

Kerr-McGee/Luke  R  Corbett 

201 

9n 

9  RQR 

lU 

Q 

O 

6,435 

15,663 

- 

Kimberly-Clark/Thomas  J  Falk 

203 

9,  4R9 

OS 

1  1(M 

1,03 

4 

6,358 

11.0993 

KLA-Tencor/Kenneth  L  Schroeder 

93 

1  7R4 

1  97 
x£/ 

1 

13,886 

45,366 

Kohl's/R  Lawrence  Montgomery 

151 

i  n.99 

1 
X 

i  n 
iu 

7  7Q 

Q 

a 

8,830 

64,877 

Laboratory  Corp  Amer/Thomas  P  Mac  Mahon 

1  71 

X  1  X 

9  1  44 

_R 
O 

c  7nc 

7,8494 

41,826 

Lear/Robert  E  Rossiter 

168 

9  51  A 
t.,  Jin 

_R 

U 

5  /1R4 

7,978 

31,603 

Legg  Mason/Raymond  A  Mason 

60 

7599, 

_o 

91 
41 

111.  10 

o 

19,706 

59,125 

1 

Lehman  Bros  Holdings/Richard  S  Fuld  Jr 

1 1  nnn 

X  X,UUU 

4M 

1  C  O  /I  o 

13,88 

4 

40,132 

307,125 

4; 

Lennar/Stuart  A  Miller 

64 

1  R  1  Q1 

94 

9  Qfl7 

4,yu  / 

19,098 

70,465 

Lexmark  International/Paul  J  Curlander 

i  no 

9  oc^ 

-b 

O  A 

24 

10,44 

2 

12,821 

44,708 

<  I 

Eli  Lilly  and  Co/Sidney  Taurel 

1  7Q 
X  /  3 

9  QR7 

i  >i 

1  vl  O 

14d 

4,09 

1 

7,221 

37,922 

Limited  Brands/Leslie  H  Wexner 

194 

4,772 

T~ 

268 

1,51 

7 

6,557 

22,979 

12S 

Lincoln  National/Jon  A  Boscia 

120 

5,222 

2 

5,389 

79 

3 

11,404 

39,362 

Liz  Claiborne/Paul  R  Charron 

146 

4,375 

47 

3,763 

1,10 

3 

9,246 

36,460 

Lockheed  Martin/Robert  J  Stevens 

233 

3,371 

NA 

1,567 

4,939s 

NA 

Lucent  Technologies/Patricia  F  Russo 

246 

4,150 

-7 

589 

4,739 

12.8813 

Lyondell  Chemical/Dan  F  Smith 

231 

1,609 

53 

3,517 

5,127 

18,329 

M&T  Bank/Robert  G  Wilmers 

80 

1,045 

12 

15 

15,361 

16,426 

59,377 

4  I 

Marathon  Oil/Clarence  P  Cazalot  Jr 

240 

3,075 

14 

1,764 

4,839 

15.1932 
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:  Synchronised  thinking. 
rTerformance:  The  finest  minds  working 
together  to  create  the  next  success. 


have  a  plan.  You  believe  in  it.  And  in  the  spirit  of  true  teamwork  - 
eting  of  minds  with  a  partner  who  really  understands  your  needs. 


r  eutsche  Bank  we  share  your  passion  for  working  in  synch,  for 

5  ting  superior  solutions,  for  driving  new  successes. 

i  >ne  of  the  world's  leading  financial  institutions,  we  provide  both 
t  Drain  and  the  brawn  to  get  things  done  -  from  idea  generation  to 
[;  completion.  Whether  giving  strategic  advice,  leveraging  business 

6  |hts  to  drive  creative  solutions,  or  delivering  superior  execution.  We 
i  dinate  our  mutual  strengths'  to  take  your  business  even  further. 


jet  the  better  solution. 

r.db.com 


a  Passion  to  Perform.     Deutsche  Bank 


IZI 


he  Bank  Securities  Inc.,  »  subsidiary  of  Deutsche  Biink  AG,  conducts  invoSlmonl  bonkiriy  find  secuntins  activities  in  the  United  Stains.  IJnutsclin  Bunk  Soetinlies  Inc.,  is  fl  m'onitwi  ol 
NASD  and  SIPC.  ,  '     ■  ■ 


vnai  me  dosi>  iviaKe 


COMPANY/CHIEF  EXECUTIVE 


Marrioit  !nil/J  Willard  Marriott  Jr 

Marshall  &  llsley/Dennis  J  Kuester 

Masco/Richard  A  Manoogian 

Mattel/Robert  A  Eckert 

Maxim  Integrated  Prods/John  F  Gifford 

MBNA/Bruce  L  Hammonds 

McGraw-Hill  Cos/Harold  W  McGraw  III 

McKesson/John  H  Hammergren 

MDC  Holdings/Larry  A  Mizel 

Medtronic/Arthur  D  Collins  Jr 

Merck  &  Co/Raymond  V  Gilmartin 

MetLifo/Robert  H  Benmosche 

MGM  Mirage/J  Terrence  Lanni 

Morgan  Stanley/Philip  J  Purcell 

Motorola/Edward  J  Zander 

National  City/David  A  Daberko 

Natl  Semiconductor/Brian  L  Halla 

Newmont  Mining/Wayne  W  Murdy 

News  Corp/K  Rupert  Murdoch 

Nextel  Commun/Timothy  M  Donahue 

Norfolk  Southern/David  R  Goode 

North  Fork  Bancorp/John  Adam  Kanas 

Northern  Trust/William  A  Osborn 

Northrop  Grumman/Ronald  D  Sugar 

Nucor/Daniel  R  DiMicco 

NVR/Dwight  C  Schar 

Occidental  Petroleum/Ray  R  Irani 

OfficeMax/George  J  Harad 

Oracle/Lawrence  J  Ellison 

Owens  Corning/David  T  Brown 

Paccar/Mark  C  Pigott 

Peabody  Energy/lrl  F  Engelhardt 

JC  Penney/Myron  E  Ullman  III 

Pepsi  Bottling  Group/John  T  Cahill 

PepsiCo/Steven  S  Reinemund 

Pfizer/Henry  A  McKinnell 

Phelps  Dodge/J  Steven  Whisler 

PNC  Financial  Services/James  E  Rohr 

PPG  Industries/Raymond  W  LeBoeuf 

Praxair/Dennis  H  Reilley 

Procter  &  Gamble/Alan  G  Lafley 

Progressive/Glenn  M  Renwick 

ProLogis/Jeffrey  H  Schwartz 

Prudential  Financial/Arthur  F  Ryan 

Pulte  Homes/Richard  J  Dugas  Jr 

Qualcomm/lrwin  M  Jacobs 

Qwest  Communications/Richard  C  Notebaert 

RadioShack/Leonard  H  Roberts 

Redwood  Trust/George  E  Bull  III 


RANK 
AMONG 
500  CEOS 


81 
207 
177 
107 
123 
72 
78 
100 
28 
248 
26 
149 
57 
33 
195 
160 
68 
210 
74 
39 
133 
211 
178 
187 
245 

24 

8 
250 

14 
188 
229 
167 
234 
125 

95 

92 

94 
222 
172 
150 
113 
154 
249 
141 
173 

16 
235 
137 
185 


2,266 

2,122 

3,900 

1,884 

1,89516 

3,5457 

2,880 

3,245 

21,119 
2,040 
2,975 
4,900 
5,325 
8,204 
6,100 
2,500 
5,929 
1,649 

17,009 
2,805 
3,000 
5,636 
2,994 
4,383 
2,682 
3,400 
4,680 
2,604 
3,85418 
3,813 
2,344 
2,634 
1.9071 
2,402 
5,500 
6,211 
2,292 
3,286 
4,000 
3,234 
1.7007 
3,000 
923 
5,700 
5,770 
2,764 
4,070 
3,013 
1.794 


1-YEAR 
CHANGE  % 


7 
3 
29 
-50 
500* 
NM 
39 
-7 
78 
-15 
1 
9 
33 
4 
NA 
13 
361 
-15 
42 
-24 
12 
23 
209 
19 
144 
5 
6 
46 
NA 
72 
9 
11 
NA 
80 
15 
-7 
24 
19 
70 
34 
NM 
0 
NA 
14 
45 
12 
1 
10 
33 


COMPENSATION 
I 


1,907 
1,204 
3,506 
10,962 

4,282 
2,242 
10,126 
99 
70 
9 

4,156 

860 
7,446 

406 
3,000 
21 
1,581 

217 
9,303 
3,480 

387 
2,396 
2,527 
1,831 
11 
22,267 
1,475 

3,026 
1,248 
3,294 
3,009 
28 
176 
7,772 
1,704 
603 
293 
69 
10,387 
2,808 
918 
4,025 
1,367 
300 
836 
188 
611 


12.17815' 
2,974 


9,310 
9,612 
11,583 

13,343 
2,594 
34,803 

15,570 
18,063 

2,944 
12,316 
2,887 

19,047 
4,126 

1,873 


264 
34,823 
37,188 

621 
41,950 

1,698 
2,187 

8.577 
8,132 

9.857 


1,651 
3,229 
5,690 

2,893 
2,860 

381 
41,359 

6.960 
4,549 


16,350 


12.8464 

11,205 

17,438 

16,705 

13,371 

34,562 

4,704 
37,787 

9,056 
21,754 
33,713 

6,506 

8,444 
18,266 


31,155 
10,606 
6,023 
7,263 
6,910 
4,778 
38,234 
64,136 


45,804 
6,838 


8,115 
4,916 
11,007 
13,808 
13,983 
13,852 
5,540 
7,522 
8,993 
12,087 
8,701 
4,700s 
9,725 
7,517 
44,422 
4,906 
10,160 
6,954 


24,327 
19.5742 
56,918 
39,9842 

150,109 
NA 
39.446 
31,181 
91,240 
39.0622 
49,629 
43,502 
55,674 

177.794 
NA 
33,904 
37,530 
14.8462 
36,8763 
88,024 
24,778 
29,396 
25,977 
18.0553 
9,188 

210,812 

127,447 
12,978 

867,727 
14.0753 
16,300 
25,306 
NA 

15.7842 

52,9222 

73,946 

21,971 

30,384 

24,823 

16,911 

25,968 

22,669 

NA 
44,041 

NA 

131,785 
11.9543 
26,633 
12,400 


STOC 
OWNE 
VALU 

Smtl 

1,499 
17 

209 
11 

104 
52 
5C 
1C 

485 
44 
21 
1 
1C 

204 
1C 
2E 


6.513 
21 
26 
92 
34 
E 
4 

402 
29 
1C 

15,704 

126 
IE 
8 

3: 

c 

46 
2C 
26 

i: 

c 
21 
32 
1C 

M 
11 

1.08E 
C 
1 
111 


See  footnotes  on  page  132. 
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COMPENSATION 


COMPANY/CHIEF  EXECUTIVE 


RANK 
AMONG 
500  CEOS 


1-YEAR 
CHANGE  % 


Safeco/Michael  S  McGavick 

220 

o.UUU 

c 
O 

O  CC1 

i.bbl 

5,661 

17.1942 

Safeway/Steven  A  Burd 

89 

l.UUU 

Ol 
-C.JL 

1  O.  1 

14.041" 

32,764 

SBC  Communications/Edward  E  Whitacre  Jr 

73 

O  007 

boo  / 

1 

Q  Ol  C 

17,402 

115,406 

Sempra  Energy/Stephen  L  Baum 

98 

O  07/1 

o 
c 

Kyi  1 
D4i 

Q  C 
9,t 

13,512 

27,550 

Smith  International/Douglas  L  Rock 

o  n 

30 

O  COO 

i,b/i: 

CO 

bo 

C7C 

Oiu 

Ol  1 
01, . 

34,352 

52.663 

Smithfield  Foods/Joseph  W  Luter  III 

104 

7ilcn 
/,459 

OQO 

o/i  n 

□,t 

13,227 

34,662 

1  1 

1 

Staples/Ronald  L  Sargent 

132 

o  occ 
£,  Jbb 

O  II7C 

A  " 

4,  / 

10,618" 

15.5442 

Sun  Microsystems/Scott  G  McNealy 

180 

1UU 

n 
U 

A 

4 

7  r* 
',1 

7,185 

66,995 

O  1 

c  1 

Sunoco/John  G  Drosdick 

34 

O  OO/I 

1  7 

yl  OQC 

4,  Jab 

OK  C 

33.436 

49,792 

Symantec/John  W  Thompson 

j-  i*i 
50 

O  C1  o 

n 

-a 

ono 

01  1 

23,830 

61,018 

'  1 

Synovus  Finl/James  H  Blanchard 

202 

1  COO 

1  1  o 

1  Q7 

19  f 

A  C 

4,c 

6.380 

16,753 

Sysco/Richard  J  bchnieders 

04  il 

214 

o  onn 

oo 
CO 

i  ci  n 

1  c 

5,944 

12.0423 

Target/Robert  J  Ulrich 

52 

A  Q70 

1  Q 
-19 

1  Ol  o 

ICC 

lb.; 

23.0654 

78,781 

1 1 

Textron/Lewis  B  Campbell 

82 

O.lDD 

c 
b 

9,4bo 

O  y 

J, 

16,082 

42,071 

3M/W  James  McNerney  Jr 

IOC 

135 

c  1  iic 
D,14b 

Q 
O 

o  con 

o  c 

10,312 

28,5732 

Time  Warner/Richard  D  Parsons 

129 

y.buu 

n 
U 

<i99 

10,730 

21,770s 

TJX  Cos/tdmond  J  tnglish 

186 

o  i  m 
<:  ,1U1 

9 

o  nco 
J,Ub  J 

1  - 

6,938 

23.815 

Toll  Brothers/Robert  1  Toll 

4  O 

13 

oi  7no 

yt  o 

4a 

c  on7 

1  O  ' 

50,240 

99,273 

TRW  Automotive  Hldgs/John  C  Plant 

242 

yl  coo 

A 

-4 

ooc 
^ob 

4,810 

NA 

TXU/L  John  Wilder 

11 

l/,lbo 

NA 

07  700 

J/, /U9 

54,874 

NA 

i  "i 
l.i 

Tyson  Foods/John  H  Tyson 

136 

C  A  A  O 
b,44«T 

OA 

o4 

o  ocn 
J.obU 

10,292 

23,537 

Union  Pacific/Richard  K  Davidson 

45 

i  ocn 

1  obU 

Kill  il 

NM 

1  O  OC  ii 

iii 
11,. 

25,315 

46.019 

US  Bancorp/Jerry  A  Grundhofer 

21 

D.OUU 

il  c 

4b 

ooo 

OO  f 

oo. L 

38,584 

72,060 

t 

US  Steel/John  H  burma 

115 

o  ono 
Oi^Uo 

kl  A 

NA 

Q70 

9/o 

7  C 
'it 

11,793s 

NA 

United  Technologies/George  David 

5 

ii  inn 

4,700 

1  o 

18 

onn 
J90 

OO  c 

88,712 

210,793 

1 

U n i T c ci H c 3 1 T h  Group/William  W  Mcbuire 

3 

7,727 

o 

2 

2,494 

114, J 

124,774 

342,284 

1 1 

Unitrin/Richard  C  Vie 

199 

1,550 

1 

6 

4,£ 

6,497 

18.365 

c\ 

Valero  Energy /William  E  Greehey 

15 

ii  onn 

11 

i  n  7 on 

19,730 

20,S 

44,875 

103,725 

Of  1 

Verizon  Commun/lvan  G  Seidenberg 

117 

a  noo 

4,933 

15 

5,939 

11,543 

58.097 

Viacom/Sumner  M  Redstone 

63 

18,993 

-6 

108 

19,101" 

72,240 

b,8i 

Wachovia/G  Kennedy  Thompson 

145 

8,000 

28 

1,394 

9,394 

35.201 

Wal-Mart  Stores/H  Lee  bcott  Jr 

155 

5,392 

25 

352 

2,£ 

8.668" 

35,535 

Walgreen/David  W  Bernauer 

190 

1,714 

19 

1,059 

3,£ 

6,740 

14.5112 

Washington  Mutual/Kerry  K  Killinger 

83 

2,926 

-26 

9,356 

3,C 

15,671 

48,679 

WellPoint/Larry  L  blasscock 

46 

3,352 

1 

21,618 

24,970" 

46,7872 

Wells  Fargo/Richard  M  Kovacevich 

1  o 

12 

o,49b 

n 
U 

1    71  il 

1,/ 14 

jo  c 

53,083 

130,093 

1 

Weyerhaeuser/Steven  R  Rogel 

239 

3,224 

22 

12 

4,845 

14,372 

Wyeth/Robert  A  Essner 

197 

4,015 

17 

2,490 

6,505 

28,887 

Xilinx/Willem  P  Roelandts 

40 

1,107 

-2 

36 

28,C 

29,144 

48,147 

XTO  Energy/Bob  R  Simpson 

23 

5,834 

42 

19,140 

13,; 

38,335" 

80,544 

2C 

Yahoo/Terry  S  Semel 

1 

6007 

NM 

2 

229.S 

230.554 

258.2912 

Yum  Brands/David  C  Novak 

43 

3,785 

29 

716 

•21,4 

25.970 

46,654 

Zimmer  Holdings/J  Raymond  Elliott 

79 

2,175 

27 

303 

14,C 

16,523 

24,365 

Rank  is  based  on  total  compensation  for  latest  fiscal  year.  Market  value  of  chief  executives'  stock  is  based  on  Mar.  31  stock  price  and  includes  all  classes  of  common.  Compensation  per  I 
change  is  based  on  combined  salary  and  bonus.  'Annualized  salary  and/or  bonus.  JFour-year  total.  3Three-year  total.  "Prior-year  data.  sNew  chief  executive;  compensation  may  be  foi[ 
another  executive  office.  eLess  than  $100,000.  'Received  options  or  restricted  stock  in  lieu  of  portion  of  salary  and/or  bonus.  'Compensation  is  paid  by  Apollo  Group  for  services  renc| 
to  the  Education  Group  and  University  of  Phoenix  Online.  Stock  gains  include  value  of  Phoenix  Online's  exercised  options.  9At  his  request,  chief  executive  received  $1  in  salary.  '"Chief 
executive's  employment  agreement  establishes  compensation  will  be  provided  solely  in  the  form  of  stock-based  compensation,  in  lieu  of  salary  and  bonuses.  "Interim  chief  executive. 
l20ffice  jointly  held  with  Gregory  E.  Johnson.  ''Office  jointly  held  with  Eric  F.  Billings.  ''Office  jointly  held  with  Herbert  M.  Sandler.  l5Stock  gains  include  value  of  Host  Marriott's  exercisil 
options.  '"For  the  first  quarter  of  fiscal  2004  chief  executive  did  not  receive  salary,  in  support  of  companywide  cost  reduction  goals.  Beginning  with  the  second  quarter  of  fiscal  2004. 1 1 
received  50%  of  his  fiscal  2002  salary  level.  "Includes  shares  indirectly  held.  l8Chief  executive  was  not  paid  an  annual  salary  from  June  I,  2003  to  Aug.  31.  2003  and  was  paid  an  anml 
salary  of  $900,000  starting  on  Sept.  I,  2003.  '9Chief  executive  elected  to  forgo  bonus.  NA:  Not  available  or  not  applicable.  NM:  Not  meaningful.  Sources:  Latest  available  company  pr  | 
statements;  FT  Interactive  Oata  via  FactSet  Research  Systems;  Hemscott  (www.hemscottdata.com). 
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Accelerating  Deal  Value: 

New  Strategies  for  Merger  Integration 


April  28,  2005 

The  Forbes  Galleries 

New  York  City 


investments.  An  innovative  approach  to  merger  integration  can  directly 


add  to  the  bottom  line. 

Companies  that  quickly  realize  the  M&Adeal  value  are  better  able 
to  position  themselves  to  achieve  high  performance  and  stay  ahead 
of  the  competition. 


Hear  firsthand  about  Accenture's  collaborative  role  as  lead  integrator 
in  one  of  the  largest  mergers  in  telecommunications  history. 

i  Benefit  from  the  newest  research  and  best  practices. 
Learn  how  to  handle  critical  merger  issues. 

Admission  is  complimentary  but  extremely  limited.  Pre-registration  required. 

For  more  information  and  to  register  please  visit  www.forbesconferences.com, 
r  contact  Emily  Lord  at  212-367-2519;  elord@forbes.com. 
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Paychecks  on  Steroids 

Basing  the  boss'  compensation  on 
results  delivered  is  a  noble  concept. 
But  it  has  a  dark  side. 

By  Michael  K.  Ozanian  and 
Elizabeth  MacDonald 


FOR  YEARS  THE  MORTGAGE 
finance  giant  Fannie  Mae  deliv- 
ered consistent,  double-digit 
earnings  growth.  Wall  Street 
applauded:  During  the  five  years 
ended  last  August  Fannie's  shares 
climbed  a  cumulative  20%  versus  a  16% 
decline  in  the  S&P  500. 

Fannie's  board  cheered  on  chief 
executive  Franklin  Raines  with  rich 
bonuses.  Raines  raked  in  $52  million 
from  1999  through  2003— $32  million 
of  which  came  from  a  long-term  incen- 
tive plan  that  guaranteed  big  compensa- 
tion if  the  company  achieved  certain 
performance  yardsticks,  like  15%  annual 
earnings  growth. 

Then  Fannie's  roof  collapsed.  Last 
September  federal  regulators  discov- 
ered accounting  improprieties  at  Fan- 
nie, triggering  an  estimated  $9  billion 
profit  restatement  covering  2001  through 
June  2004.  Raines  was  forced  into  early 
retirement  in  December,  and  Fannie's 
stock  has  plunged  20%  during  the  past 
six  months.  Chastened,  Fannie's  board 
recently  eliminated  bonuses  tied  to 
financial  results  for  its  executives  for 
2005.  Instead  it  substituted  fuzzier  tar- 
gets, like  progress  on  financing  afford- 
able housing. 

It  hasn't  been  established  whether 
Raines  manipulated  the  numbers  to  rake 
in  a  bigger  paycheck.  But  the  debacle  at 
Fannie  illustrates  the  potential  danger  of 
dangling  a  big  carrot  in  front  of  the  boss. 

The  idea  of  basing  pay  for  bosses  on 
the  performance  of  the  companies  they 
run  has  been  around  for  years.  Eugene 
Grace,  president  of  Bethlehem  Steel  in 


1929,  earned  a  $1.6  million  cash  bonus 
on  a  salary  of  $12,000  (equivalent  in 
purchasing  power  today  to  a  $17.3  mil- 
lion bonus  on  a  $130,000  salary).  But 
performance  bonuses  became  all  the 
rage  in  the  1990s.  The  stock  market  was 
taking  off,  and  stock  options  were  the 
currency  of  choice  because  companies 
did  not  have  to  expense  them.  Incen- 
tive plans  would  typically  cover  two  or 
three  years  and  incorporate  such  met- 
rics as  profitability  and  the  company's 
stock  price. 

In  theory,  paying  for  performance 
aligns  the  interests  of  the  person  running 
the  company  with  those  of  the  share- 
holders. But  just  how  precisely  are  those 
interests  aligned?  The  proxy  statement  is 
often  so  vague  it's  impossible  to  figure 
out  what  targets  were  supposedly  met  by 


an  executive  to  qualify  for  a  bonus.  Plu 
it's  easy  to  play  with  how  you  meet  taj 
gets,  especially  earnings. 

Yet  a  large  portion  of  compensatic" 
is  typically  tied  to  meeting  earninj 
goals,  according  to  Baruch  Lev,  profe 
sor  of  accounting  and  finance  at  Ne 
York  University's  Stern  School  of  Bus 
ness.  Generally  accepted  accountir 
principles  are  an  art,  not  a  science.  Gil 
a  smart  boss  the  incentive  to  do  it,  ar 
he  can  push  the  earnings  envelope 
the  limit — or  beyond.  Delphi,  Offic 
Max,  Qwest  and  WorldCom  are  oth 
companies  that  heaped  big  performanc 
based  bonuses  on  their  bosses  but  sull 
sequently  had  to  restate  earnings  low 
after  accounting  shenanigans  we 
discovered. 

Paying  for  performance  "has  vast! 
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increased  the  number  of  accounting 
disasters,"  says  Paul  Hodgson,  a  senior 
research  associate  at  the  Corporate 
Library,  a  corporate-governance 
research  firm  in  Portland,  Me.  Accord- 
ing to  a  2003  study  by  the  comptroller 
of  New  York  State,  between  1995  and 
2002,  when  companies  were  increas- 
ingly tying  bonuses  to  earnings,  the 
number  of  earnings  restatements 
increased  from  44  to  240. 

Are  there  any  more  loaded  guns  out 
there?  We  went  looking  for  companies 
whose  earnings  were  of  low  quality  and 
whose  bosses  might  benefit  from  an 
enhancement  to  earnings.  "Low  qual- 
ity" here  means  a  significant  gap 
between  reported  earnings  and  so- 
called  cash  earnings.  Criterion  Research, 
a  financial  statement  analysis  firm  in 
New  York  City,  defines  cash  earnings  as 
operating  cash  flow  plus  the  effect  of 
investments  like  capital  expenditures 
and  acquisitions  (such  as  the  repurchase 
of  franchise  agreements  by  Krispy 
Kreme).  Low  quality  also  applies  to 
companies  that  have  habitually  booked 
restructuring  charges  and  asset  write- 
offs, which  often  have  the  effect  of 
undoing  overly  optimistic  accounting 
assumptions — and  overstated  earn- 
ings— in  earlier  years.  We  found  seven 
companies  with  poor  earnings  quality 
whose  bosses  received  payouts  in  2004 
from  long-term  incentive  plans  that 


were  more  than  their  annual  bonuses. 

"We  believe  the  accounting  items  we 
reviewed  boosted  earnings  and  could 
boost  executive  compensation  based  on 
earnings  performance,"  says  David 
Trainer,  president  of  New  Constructs,  an 
equity  research  firm  in  Nashville,  Tenn. 
New  Constructs  is  one  of  three  experts 
we  consulted  to  gauge  earnings  quality. 
The  others  were  Criterion  Research  and 
Corporate  Library.  To  make  the  list,  a 
company  had  to  have  a  below-average 
earnings  quality  score  from  at  least  two 
of  the  three  firms. 

In  2003  Theodore  Solso,  chief  exec- 
utive of  enginemaker  Cummins,  took 
home  $4.8  million  in  compensation,  of 
which  $3  million  came  from  his  long- 
term  incentive  pay.  The  latter,  according 
to  the  company's  proxy  statement,  was 
earned  by  meeting  unspecified  free  cash 
flow  targets  in  2001  and  2002.  During 
that  period  the  company's  free  cash  flow 
(Cummins  defines  it  as  cash  from  oper- 
ating and  investing  activities,  which 
includes  capital  expenditures  but 
excludes  cash  from  acquisitions,  among 
other  items)  soared  to  $94  million  from 
$53  million. 

How?  Largely  by  dint  of  a  $1 16  mil- 
lion cut  in  capital  expenditures  in  2002, 
to  $90  million.  Not  that  Cummins  was 
going  to  starve  its  factories  forever.  The 
next  year  the  company  raised  its  capital 
spending  to  $1 1 1  million,  which  cut  free 


cash  flow  to  $26  million.  (Cummins  sa} 
it  cut  cap-ex  to  conserve  cash  when  bus 
ness  slowed.)  Trainer  doesn't  like  ths 
from  1998  through  2004  Cummins  h; 
been  blowing  through  a  lot  of  share 
holder  capital,  as  it  has  written  off  a  tot 
of  $233  million  in  assets,  after  taxes,  fc 
things  like  unsuccessful  joint  ventun 
and  equipment. 

Trainer  says  Cummins  also  helpc 
its  free  cash  flow  along — and  its  chi 
executive's  incentive  pay — during  th 
period  with  its  heavy  use  of  operatirj 
leases,  an  off-balance-sheet  financir 
technique.  Such  leases  deliver  all  of  tl 
effects  of  a  heavily  mortgaged  asset  fr 
keep  a  company's  capital  expenditur 
low,  as  a  company  doesn't  have  to  sh< 
out  cash  to  buy  the  equipment  or  plan 
outright,  says  Charles  Mulford,  £ 
accounting  expert  who  runs  the  Georg 
Tech  Financial  Analysis  Lab.  Trainer  sa 
the  net  present  value  of  Cummins'  ope 
ating  leases  came  to  $257  million  at  tl 
end  of  last  year.  Cummins  said  its  ope 
ating  leases  did  not  affect  its  boss'  pe 
formance  pay. 

Charles  Fote,  chief  executive  at  Fii 
Data,  the  outfit  that  owns  Western  Unio 
received  a  $2.8  million  long-term  payo 
in  2004.  It  was  based  on  the  compam 
stock  performance  versus  the  S&P  5 
in  2000  and  2001,  and  return  on  equity 
2002  and  2003. 

Criterion  scores  First  Data  in  t 


The  Boost 


These  bosses  got  big  performance-based  payouts. 

Their  companies  reported  results  experts  deemed  of  poor  quality. 


• 

CHIEF  EXECUTIVE/COMPANY 

RECENT 
PRICE 

( 

TOTAL 
(SMIL) 

EARNINGS  QUALITY  CONCERNS 

JAMES  E  ROGERS/Cinergy 

$40.12 

$14.6 

deferred  tax  liabilities 

THEODORE  M  SOLSO/Cummins 

67.34 

4.83 

off-balance-sheet  financing 

CHARLES  T  FOTE/First  Data 

39.00 

5.4 

asset  writeoffs 

NORMAN  H  WESLEY/Fortune  Brands 

86.75 

16.9 

stock  options,  asset  writeoffs 

G  RICHARD  WAGONER/General  Motors 

28.33 

8.53 

consumer  finance  receivables  and  loans 

RAY  R  IRANI/Occidental  Petroleum 

68.58 

64.1 

writeoffs  and  deferred  tax  liabilities 

ALAN  G  LAFLEY/Procter  &  Gamble 

55.21 

12.1 

income  tax  payables,  receivables 

Prices  as  of  Apr.  13.  'Long-term  incentive  payout,  includes  amounts  paid  under  medium-term  performance  plan.  3Prior-year  data.  Sources.  Latest  available  company  proxy  statement 
Hemscort  (www.hemscot1data.com);  Corporate  Library;  Criterion  Research;  New  Constructs;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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WE  CAN  HELP  ANYTHING  GROW. 


Success  comes  naturally  in  Arkansas.  Especially  for 
aerospace.  Air  and  spacecraft  were  our  top  exports  in 
2004.  In  fact,  our  Dassault  Falcon  Jet  facility  is  the  main 
completion  center  for  all  Falcon  jets  worldwide.  We're 
also  proud  Raytheon  Aircraft  Services  chose  Arkansas 
to  house  its  newest  Hawker  Horizon  jet  facility.  Because 
we'll  do  anything  to  help  your  business  succeed.  For 
more  information,  visit  1 -800-ARKANSAS.com. 


ARKANSAS 

A  natural  for  business 

1  -800-ARKANSAS 
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NETWORK  ON 


■  com 


Join  the  nearly  8,000  senior  executives 
from  around  the  globe  who  have  restricted 
access  to  unique  and  critical  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network  is 
complimentary  to  qualified  applicants. 

Email  ceoinvite@forbes.net  to  request 
your  membership  invitation. 


Sponsored  by 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered. 


Muscular  dystrophy  must  be 

stopped —and  it  will  be. 
MDA,  the  Muscular  Dystrophy 
Association,  is  fundins  research 
to  find  treatments  and  cures. 
To  learn  more,  call  1-800-RGHT-MD 
or  cjo  to  ww'.ffidausa.org. 


bottom  decile  of  earnings  quality  ver- 
sus S&P  500  companies.  Trainer  is  also 
wary  that  First  Data  has  written  off  a 
total  of  $467  million  in  assets,  after 
taxes,  from  1998  through  2003.  Those 
writeoffs  had  the  effect  of  lowering  the 
company's  shareholder  equity.  Trainer 
says  that  in  turn  the  writeoffs  were 
responsible  for  3.4  percentage  points 
of  First  Data's  35%  ROE  in  2003,  an 
improvement  of  10%.  ROE  was  used  in 
setting  its  boss'  pay.  Did  Fote  give  back 


any  of  his  compensation  that  was  basec 
on  earnings  in  those  earlier  years?  Thi 
company  didn't  return  calls  for  com 
ment  on  the  issue,  and  its  filings  don* 
specify. 

All  of  the  companies  in  the  table  oi 
page  136  adamantly  deny  they  are  mak 
ing  accounting  maneuvers  to  boost  exec 
utive  compensation.  And  they  say  thei 
bookkeeping  is  in  line  with  general! 
accepted  accounting  principles. 
Statistics:  Scott  DeCarlo. 


It  Paid  to  Cheat 

Some  companies  that  used  heavy  closes  of  performance-based  pay  to 
compensate  their  chief  executives  have  also  been  involved  in  accounting 
scandals.  Here  are  three  egregious  examples. 

By  Maya  Roney 


Computer  Associates 

Chief  Executive  Charles  B.  Wang  was  the 
number  one  earner  on  FORBES'  list  in 
2000  for  pulling  in 
a  total  of  $650  mil- 
lion— of  which  all 
but  $1  million  was 
performance-based 
pay.  The  software 
company  had  seem- 
ingly performed 
well;  its  stock  price 
doubled  in  the  preceding  four  years.  But 
accounting  problems  related  to  deferred 
revenue  began  to  surface,  and  Wang  was 
booted  from  the  chief  s  post  in  2000.  In 
2004  the  company  announced  it  would 
restate  revenue  $2.2  billion  lower  for  2000 
and  2001. 

Qwest  Communications  Intl. 

Chief  Executive  Joseph  P.  Nacchio  had  the 
telecom  industry's 
second-fattest  pay 
in  fiscal  year  2001, 
totaling  $101.9  mil- 
lion— including  a 
long-term  incentive 
plan  payment  of 
$24.4  million  based 
on  an  increase  in 


Where  hope  begins 


the  value  of  Qwest.  But  in  June  200 
Nacchio  was  forced  to  resign  as  the  SE 
investigated  the  firm  for  accountin 
irregularities  that  would  soon  lead  to 
charge  of  financial  fraud.  The  compan 
later  restated  revenue  $2.49  billion  lowe 
for  2000  and  2001  and  has  lost  mone 
the  past  three  years. 

Tyco  International 

Chief  Executive  Dennis  Kozlowski  use 
acquisitions  to  turn  Tyco,  once 
sleepy  conglomerat 
into  a  growth  con 
pany.  Earnings  an 
stock  price  soarei 
Kozlowski  was  we 
rewarded,  gettir 
$77  million  in  n 
stricted  stock  froi 
1999  through  200 
based  in  part  a 
the  growth  in  pretax  earnings  and  ope 
ating  cash  flow  he  delivered.  Except  th 
those  earnings  were  manipulated  in  tl 
company's  treatment  of  acquisition 
and  Tyco's  earnings  and  stock  price  co 
lapsed  in  an  accounting  scandal  durir 
2001.  The  company  subsequent 
restated  prior  2001  earnings  lower  t 
$507  million. 


138     FORBES"  May  9,  2005 


e  I  e  v  a  t  e  , 


e  c  h  n  o  I  o  g  y 


Cleaner  fuels.  Advanced  fuels.  Liquefied  natural  gas.  Converting  gas  fuels  into 
liquids.  3-D  seismic  technology  for  the  discovery  of  new  fuels.  Ultra-deep  water 
drilling  and  production  technology  to  access  once  unreachable  sources  of  fuels. 
Shall  we  go  on?  When  it  comes  to  energy  technologies,  our  answer  to  that 
question  is,  "yes  we  will."  Because  at  ConocoPhillips,  discovering  and  innovating 
new  technologies  is  just  another  way  we  elevate. 


Makersousreakers 

For  more  financial  stats,  go  to  www.forbes.com/makers. 

What  Cola 
Wars? 

In  1986  Roger  Enrico,  then  PepsiCo's 
chief,  wrote  a  book,  The  Other  Guy 
Blinked:  How  Pepsi  Won  the  Cola 
Wars.  Pepsi  did  briefly  pull  ahead 
then  because  of  Coca-Cola's  ill-fated 
New  Coke.  Yet  Coke  reasserted  its 
dominance  by  yanking  New  Coke 
and  bringing  back  the  old  formula. 
And  today  Coke  is  still  the  soda 
champ.  Guess  what,  though?  It 
doesn't  matter  anymore.  Americans 
are  drinking  less  and  less  soda. 

Thanks  to  a  daunting  stable  of 
beverage  (Gatorade,  Tropicana)  and 
food  brands  (Frito-Lay,  Quaker 
Oats),  PEPSICO  (55,  pep)  has  raced  ahead  of  soda-centered  Coke 
in  overall  growth  rates.  PepsiCo  earnings  last  year  surged  18%  to 
$4.2  billion  on  revenues  of  $29.3  billion,  up  8.5%.  In  the  first 
quarter  PepsiCo  profits  expanded  15%  and  sales  7%.  Compare 
that  with  Coke's  11.5%  earnings  growth  to  $4.8  billion  and 
4.4%  revenue  growth  to  $22  billion  for  2004.  While  Coke  hadn't 
reported  its  first  period  at  press  time,  analysts  expect  negative 
6.5%  earnings  and  a  teeny  1.9%  revenue  advance. 

Pepsi  International  became  the  company's  largest  division  in 
2004,  with  revenues  of  $9.9  billion.  Citigroup  analyst  Bonnie 


Herzog  forecasts  strong  growth  abroad,  ranging  from  Asi; 
Europe  to  the  Mideast.  Meanwhile,  in  North  America,  Peps| 
has  shown  a  knack  for  innovation  that  should  continui 
propel  expansion.  Already  owning  65%  of  the  salty  snacks  n| 
ket,  Frito-Lay  is  launching  two  new  flavors  of  Lay's  Stax,  wl| 
should  further  boost  this  thriving  division.  Even  in  the  flagg 
soda  biz,  Mountain  Dew  Code  Red  (sales  surged  232%  in  Jal 
ary  and  February)  and  Diet  Sierra  Mist  (ahead  50%)  are  winrl 
At  23  times  earnings  PepsiCo  is  a  better  bet  than  slower-grov 
Coke  at  20.  — Christopher  Ste\ 


Drug  Test 


To  Wall  Street  TEVA  PHARMACEUTICAL 

industries  (32,  TEVA),  an  Israeli  generic- 
drug  maker,  has 
been  in  a  sweet  spot. 
Over  the  past  three 
years  its  American 
Depositary  Receipts 
more  than  doubled 
as  an  increasing 
number  of  drugs 
came  off  patent.  And 
last  year  (May  10,  2004)  we  recom- 
mended the  stock. 

Lately,  though,  we've  had  second 
thoughts,  in  spite  of  Teva's  strong  rev- 
enues, up  46%  to  $4.8  billion  last  year. 
At  the  same  time,  Teva  suffered  an  earn- 
ings slide,  down  52%  to  $332  million. 


(The  company  blames  that  on  higher 
R&D  expenses  and  acquiring  another 
drug  producer,  Sicor.)  But  the  bigger 
problem  is  quality  of  earnings. 

Michael  Krensavage,  a  drug  indus- 
try analyst  at  Raymond  James,  doesn't 
like  the  massive  cookie-jar  reserves  Teva 
is  booking — a  prop  that  will  become 
more  apparent  if  sales  slow.  The  reserves 
could  lead  investors  to  overestimate  the 
sustainability  of  Teva's  profits,  Krensav- 
age warns.  And  the  eventual  market 
reckoning  would  thus  be  cruel. 

The  reserves  cover  discounts  and 
product  returns,  among  other  things, 
Teva  says.  As  of  Dec.  3 1 ,  2004  they  came 
to  $591  million,  up  from  $251  million 
the  year  before.  And  Krensavage  says 
that  at  their  present  level  the  reserves 
would  be  enough,  after  taxes,  to  add 


between  26  cents  and  28  cents  per  t 
to  earnings  if  tapped  overnight. 
2005  Teva  says  to  expect  earni 
probably  between  $1.56  and  $1 
per  ADR. 

Krensavage  says  the  company's  p 
its  may  suffer  significantly  from  in 
ductions  of  rival  generic  version 
Neurontin,  an  antiseizure  drug,  and  / 
mentin,  an  antibiotic.  Others  are  d' 
ous  about  Teva's  prospects,  as  well.  V 
Line  forecasts  that  Teva's  growth 
slow  this  year  from  competition 
generic  epilepsy  drug  Gabapentin 
multiple  sclerosis  treatment  Copax< 
which  is  its  signal  proprietary  (tha 
nongeneric)  product.  Teva  won't  c 
ment  on  any  of  these  criticisms. 

We  say  short  the  stock,  cover  at 
— Elizabeth  MacDoi 
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You  will  meet  and  spend  personal  time 
with  these  practicing  leaders. 


LEADERS  LIVE 

There  is  no  substitute  for  personal  experience. 

2  days  for  you  with  14  of  the  most  powerful  leaders  in  Business  today 


DONALD  TRUMP 
RUDY  GIULIANI 
BARBARA  WALTERS 
ROBERT  REDFORD 
MARK  BURNETT 


LOUGERSTNER 
MALCOLM  GLADWELL 
TOM  PETERS 
DAVID  NEELEMAN 
SETH  GODIN 

Leaders  are  Born. 

loin  this  unique  event  to  unleash  your  inner 
leader  and  bring  your  team  to  generate 
change  throughout  your  organization. 


Media  Sponsors  forhos 
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Kennetn  l.  i-isner 


That  Wall 
Of  Worry 

MAYBE  I  WAS  WRONG.  MAYBE  THE  STOCK  MARKET  WON'T 
be  up  a  lot  in  2005.  The  year  sure  hasn't  started 
robustly.  It's  always  possible  to  be  wrong.  What  do  you 
do  when  your  plans  go  awry? 

First,  don't  panic.  On  Sept.  6, 1  detailed  why  having  been 
too  bullish  doesn't  necessarily  mean  that  you  should  change 
course.  Those  principles  apply  now. 

The  key  is  this:  You  should  sell  stocks  only  if  you  foresee 
trouble  that  other  people  don't  foresee;  don't  sell  in  fear  of  trou- 
ble that  everyone  else  is  already  anticipating.  The  only  reason 
for  a  defensive  posture,  in  other  words,  is  perceiving  risks  that 
are  little  noticed.  I  can't  find  many. 

So  what  might  be  bothering  you?  Inflation?  Rising  rates? 
A  weak  dollar?  Look  closely  and  you  will  find  that  such  worries 
are  (a)  widespread  and  already  priced  into  the  stock  market 
and  (b)  exaggerated. 

Inflation  is  not  as  bad  as  you  probably  think  it  is.  Over 
the  past  12  months  prices  (excluding  food  and  energy)  are 
up  2.4%.  As  for  rising  rates:  The  rise  is  pretty  much  limited  to 
the  U.S.  and  to  the  short  end  of  the  maturity  spectrum.  Rates 
are  not  going  up  abroad  (for  the  most  part)  and  are  not  going 
up  very  much  on  long-term  bonds.  The  30-year  U.S.  Treasury 
yields  4.7%,  down  from  5.2%  a  year  ago. 

Don't  worry  about  interest  rates  unless  you  have  an 
adjustable-rate  mortgage.  Rising  short-term  rates  by  them- 
selves don't  have  a  predictive  history  for  global  stock  prices. 

Weak  dollar?  The  dollar  is  actually  up  against  all  major 
currencies  so  far  in  2005.  Budget  and  trade  deficits?  They  are 
for  real,  but  they  don't  hurt  the  economy  or  the  market,  as  I've 
pointed  out  in  recent  columns. 

Or,  that  stocks  might  fare  badly  for  a  decade  as  is  cur- 
rently fashionable  to  presume?  Relax.  There  is  no  rational  way 
to  make  such  statements.  Those  who  do  are  telling  more 
about  what  they  don't  know  than  what  they  do.  Stock  levels 
a  decade  out  result  almost  solely  from  shifts  in  the  supply  of 
securities  six  to  ten  years  hence.  No  one  knows  how  to  esti- 
mate that.  So  don't  let  the  gloomsters  baloney  you. 

If  you  want  something  to  worry  about,  consider  long- 
shot  risks  that  other  people  are  overlooking.  One  on  my 


list  is  if  George  Bush  appoints  a  disaster  to  replace  Al 
Greenspan.  Another  is  if  budding  intracountry  social  tensic 
within  the  European  Union  cause  an  economic  disintegrati 
there.  Others:  a  large  terrorist  attack;  a  new  era  of  repression 
China  that  depresses  its  economy.  None  of  these  is  impossit 
but  I  think  the  odds  are  sufficiently  low  that  they  do  not  jusl 
an  exit  from  equity  investments. 

Here  are  four  stocks  to  consider  in  the  current  environme 
MBNA  (24,  krb)  is  the  world's  largest  credit  card  company,  is 
ing  under  the  Visa,  MasterCard  and  American  Express  brar 
and  focusing  on  affinity  groups  like  associations  and  financ 
institutions.  It  is  also  strong  in  consumer  and  home  equity  loa 
As  investors  eventually  learn  that  the  consumer  isn't  tapped  c 
(another  overblown  fear),  this  outstanding  firm  should  sel 
higher  valuations  than  its  current  12  times  trailing  earnings 
Comparably  cheap  and  also  the  world's  biggest  in  its  v« 

different  business  is  Bunge  I 
(51,  BG),  a  global  agribusin 
giant  headquartered  in  Wr 
Plains,  N.Y.  Behind  ev< 
health  nerd  is  a  soybean,  a 
when  you  think  soybean,  th 
Bunge.  Behind  Bunge's  succ 
is  the  enrichment  of  di 
worldwide.  It  is  the  worl 
largest  oilseed  processi 
strong  in  soybean  sales  to  ' 
less-developed  world  and  v 
strong  in  South  America.  Wj 
more  than  100  processi 
plants  worldwide  and  raj 
growth,  this  mid-cap  vaJ 
stock,  public  only  since  20 
is  going  to  attract  a  following  and  with  it,  a  higher  multiple 
Financial  services  is  the  hot  sector  in  much  of  the  woi 
and  what  drives  it  more  than  anything  else  is  information  te« 
nology.  Fiserv  (41,  F1SV)  sells  software  and  services  to  banks,  b 
ker-dealers,  credit  unions,  financial  planners  and  investm 
advisers,  insurance  companies  and  agents,  leasing  compan 
mortgage  banks  and  savings  institutions.  Through  acquisitic 
and  internal  growth  it  achieves  consistendy  high  growth  ra 
yet  at  19  times  2005  earnings  and  2.2  times  revenue,  it  sells ; 
significant  discount  to  the  average  IT  firm. 

I  recommended  Denmark's  TDC  (22,  TLB)  in  1997,  and  the  st< 
was  a  winner  all  the  way  up  the  technology  and  telecom  cycle  u 
2000,  when  I  urged  selling  tech.  Now  it's  buy  time  again.  TDC 
dominant  in  its  midsize  landline,  cell  and  Internet  market 
cheap  compared  with  global  peers  by  almost  any  standard.  Ea 
ings  have  been  poor  recendy  but  are  coming  back,  and  the  co 
pany  won't  stay  cheap  for  long.  It  currendy  sells  at  13  times  1 
year's  earnings  and  1 .2  times  revenue.  Buy  it  now  and  you  j 
probably  enjoy  a  dividend  yield  this  year  of  at  least  7%. 


Fearful  about 
the  rise  in 
interest  rates? 
It's  happening 
only  at  the  short 
end,  and  that's 
no  predictor  of 
trouble  in  the 
stock  market. 


J^Qj-ljgo  I  Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  mana 
Hi^icon<   I  Visit  his  home  page  at  www.forbes.com/fisher. 
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Outsourcing.  Software  Solutions.  Consulting. 
Our  thinking  bridges  cultures,  languages,  and  A 
yes,  even  departments.  We  have  thought  so  much  f 
about  the  things  we  do  for  global  companies  that,  f 
j  aturally,  we've  become  better  at  doing  them.  We  are  the 
orld's  leader  in  customer  care,  billing  and  HR  services.  W 


The  power  to  think. 


/  \  lultiplied  by  the  pow  er  to  do. 

y  So  is  it  any  wonder  that  more  companies  are  drawn  to  us 
f  for  what  we  know,  as  well  as  what  we  do?  We  offer  a  v  M 

/  unique  way  of  consulting  bom  from  actual  experience.  ^|| 
y  Contact  us.  You'll  see  that  great  thinking  is  even  more^rf 
valuable  when  you  know  what  to  do  with  it. 


1  800  344-3000  or  visit  convergys.com 


CONVERGYS 


Out/ funking.  Oi 


iviamyn  lonen 


The  Barbell 
Strategy 

BARBELLS  AREN'T  JUST  USED  FOR  BODYBUILDING.  THIS 
is  the  name  of  a  smart  bond  strategy  for  when  interest 
rates  are  rising,  like  now.  To  create  a  barbell  bond  port- 
folio, you  buy  obligations  with  maturities  clustered  at 
the  two  extremes  of  the  yield  curve — long  and  very 
short,  usually  a  50-50  split  to  start.  This  strategy  gives  you  good 
interest  from  the  long  end  (I'd  go  out  ten  years).  From  the  short 
end  you  get  the  flexibility  to  produce  quick  cash  for  eventually 
purchasing  other  longer-term  bonds,  whose  prices  will  be 
declining  amid  the  escalating  rates. 

Such  a  maneuver  is  best  accomplished  with  municipal  bonds, 
which,  for  high-bracket  taxpayers,  yield  more  after  taxes  than 
U.S.  Treasurys.  One  reason  to  use  munis  is  that  myriad  good 
ones  that  pay  well  are  available  these  days.  This  is  particularly 
true  for  short-term  munis,  whose  yields  fluctuate  to  jibe  with 
prevailing  rates.  What  I  have  in  mind  are  the  floating-rate  munis 
with  rates  that  reset  daily,  weekly  or  monthly.  Their  principals 
stay  at  par  value.  Minimum  purchase:  $100,000.  They  are  bless- 
edly without  bid/ask  spreads;  you  buy  them  and  put  them  back  at 
par  to  the  issuer  whenever  you  want.  (Brokers  handling  them 
take  a  negotiated  fee  from  the  issuer.) 

No  corporate  equivalent  to  munis  exists  for  retail  invest- 
ors looking  to  invest  short  term.  Commercial  paper  is  the  cor- 
porate equivalent  of  a  muni  floater,  but  it  usually  comes  in  slugs 
starting  at  $1  million.  While  you  could  park  your  short-term 
capital  in  Treasury  bills,  bought  directly  from  the  government 
to  avoid  brokers'  transaction  costs,  T  bills  yield  less  after  taxes 
than  munis. 

Money  market  funds?  They  have  expenses  that  annoyingly 
eat  into  your  return.  Tax-free  money  market  funds  stuffed  with 
munis  from  your  state  illustrate  the  problem.  (Out-of-state 
munis  are  exempt  from  federal  taxes  but  not  from  your  own 
state's  taxes;  in-state  bonds  are  free  of  both.)  The  Vanguard 
California  Tax  Exempt  Money  Market  fund  yields  2%  on  a 
seven-day  SEC  yield — the  Securities  &  Exchange  Commission's 
mandated  return  figure,  figuring  in  things  like  price  changes  to 
maturity,  thus  giving  you  a  better  picture  of 
what  you  are  earning.  The  Dreyfus  Califor- 
nia Tax  Exempt  Money  Market  yields  1.57%. 
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These  two  yields  are  between  four-tenths  and  nine-tenths 
percentage  point  less  than  the  yield  on  a  good  floater.  It's  n| 
huge  gap,  but  the  difference  belongs  in  your  pocket,  not  so| 

one  else's. 

Another  alternative  to  floaters — yet  one  best  avoided! 
monthly  auction  rate  munis,  whose  rates  reset  every  35  days  ol 
1  believe  you'll  get  better  returns  with  weekly  floaters,  which 
have  better  liquidity  and  are  more  responsive  to  market  cha  | 
because  they  are  shorter  term. 

Among  the  best  floaters  are  the  Metropolitan  Water  Disl 
of  Southern  California  weekly  floating-rate  bonds  matul 
July  1, 2020,  issued  in  2001.  They  yield  2.43%,  which  for  a  (I 
fornian  in  the  highest  federal  tax  bracket  translates  to  3.79°/| 
a  Treasury.  (Note:  The  top  federal  bracket  is  a  bit  more  than 
when  you  allow  for  the  itemized  deduction  clawback.)  Shoil 
rush  to  liquidate  occur  and  the  marketmaker  be  unabll 

handle  the  selling  onslaul 
Metropolitan  Water  and  ill 
have  credit  lines  with  the  b.| 
available  to  be  tapped. 

The  risk  of  floaters  defil 
ing  is  historically  minuscl 
Even  California's  Onl 
County  didn't  stiff  invesl 
during  its  1994  bankrutl 
Orange  County's  short-tl 
obligations  never  sank  in  \j 
or  skipped  a  beat  in  int«| 
payments. 

Like  most  other  floil 
Metropolitan  Water  hd 
superb  credit  rating.  Mod 
rates  its  floaters  Aa2/VM| 
Standard  &  Poor's  has  thel 
AA+/A-1  +  .  The  first  desi; 
tion,  the  one  you're  likely  familiar  with,  covers  the  borro\j 
ability  to  pay  interest  and,  in  time,  retire  the  principal.  Thel 
ond  rating,  VMIG1  or  A-1+,  evaluates  the  soundness  oil 
backup  credit  line.  Here  VMIG1  and  A-1+  denote  the  best  qui 
Another  good  short-term  muni:  New  York  City  Gerl 
Obligation  weekly  floaters,  maturing  Aug.  1,  2031,  rj 
Aa2/VMIG1  and  AA/A-1+.  These  carry  a  letter  of  credit  by 
Paribas.  They  yield  2.43%  versus  Vanguard's  New  York 
Exempt  Money  Market,  yielding  1 .99%,  and  the  Dreyfus 
York,  at  1.46%. 

The  longer  end  of  your  barbell,  ten  years,  will  fluctua  8CE( 
value  with  every  Federal  Reserve  leak,  inflation  bulletin 
unemployment  report.  The  short  end  of  your  barbell,  the  floi 
won't.  I  am  not  concerned  with  the  names  of  the  floaters 
purchase  as  long  as  they  have  sterling  credit  quality  and  ba< 
liquidity  lines.  Then  you  can  comfortably  wait  for  the  Fed 
bond  market  to  decide  the  fate  of  interest  rates. 


As  rates  rise, 
a  smart  move 
is  to  split 
your  bond 
portfolio 
between  very 
long  and 
very  short 
terms.  Munis 
do  this  the  best. 


Forbes 


Marilyn  Cohen  is  president  of  Envision  Capital  Management.  Inc.,  a  Los  Ar 
fixed-income  money  manager.  Visit  her  home  page  at  www.forbes.com/coh 
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100  MILLION-PLUS  CASE 
ND  THEY  CALL  IT  A  FLUKE 


IN  FOUR, 
ND  THEY  JUST 
ERIOD. 


YOU, 


Stephen  L.  Snyder 

Litigator  for  Hire 


en  L.  Snyder  has  won  four  cases  worth  well  over  $100 
i  each.  Two  of  the  four  he  beat  -  a  Big  4  accounting  firm 
ie  CEO  of  a  cable  company  -  recognized  Snyder's  unique 
and  turned  around  and  hired  him  for  other  cases.  Those 
put  aside  their  pride  and  made  a  smart  business  decision, 
the  federal  government  has  recognized  his  abilities  and 
him,  resulting  in  a  recovery  well  in  excess  of  $100  million. 

r  is  a  master  at  uncomplicating  the  complicated  and  getting 
'gest  result  in  the  shortest  amount  of  time.  He  has  a  chess 
master's  ability  to  think  several  moves  ahead;  a  gambler's 


willingness  to  sink  huge  money  into  case  preparation;  and, 
above  all,  an  actor's  instinct  for  his  audiences.  Juries  simply 
love  his  flair  for  the  dramatic.  For  those  victimized  by  fraud 
or  corporate  conflicts-of-interest,  nobody's  better. 

Snyder  only  works  on  contingency  and  has  the  resources 
to  handle  even  the  largest  case.  If  you  have  a  billion  dollar  set 
of  facts,  call  the  man  The  National  Law  Journal  has  recognized 
as  one  of  the  nation's  top  litigators. 

Call  1-877-SNYDER-LAW.  Or  go  to  SnyderWins.com. 


Each  case  is  different.  Past  record  is  no  assurance  that  the  lawyer  will  be  successful  in  reaching  a  favorable  result  in  any  future  case. 
Mr.  Snyder  is  licensed  in  Maryland.  For  cases  outside  of  Maryland,  Mr.  Snyder  can  be  specially  admitted. 
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Use  Those 
Gringo  Dollars 

MEXICO'S  PRESIDENTIAL  ELECTION  ISN'T  UNTIL  JULY 
2006,  but  Mexico's  investors  are  already  worried  to 
the  point  of  sleeplessness  over  the  electoral  out- 
come. And  worry  they  should.  Likely  outcome: 
The  winning  candidate  will  keep  in  place  the  coun- 
try's defective  monetary  regime. 

Even  though  Mexico  (no  less  than  the  U.S.)  has  benefited 
from  the  1994  North  America  Free  Trade  Agreement  and  from 
relative  economic  stability  during  President  Vicente  Fox's 
administration,  the  country  still  hasn't  fully  recovered  from  the 
"tequila  crisis"  of  1995.  In  the  ten  years  since,  annual  gross 
domestic  product  growth  has  been  an  anemic  2.6%.  This  is  not 
much  above  Mexico's  annual  population  growth  of  1.5%  and 
far  below  the  6%  you'd  expect  in  a  country  brimming  with 
eager  workers  and  bordering  a  nation  that  could  easily  supply 
the  capital  to  make  them  productive. 

A  key  culprit  contributing  to  Mexico's  malaise  is  its  mone- 
tary regime.  Following  the  tequila  crisis  the  Banco  de  Mexico 
adopted  Washington's  latest  monetary  fad:  inflation  targeting. 
Under  this  setup  the  central  bank  sets  an  inflation  target 
(2%-4%)  and  manages  a  "floating"  exchange  rate. 

At  first  glance  the  results  of  this  experiment  look  good. 
Consumer  price  inflation  has  come  down  from  34.4%  in 
1996  to  a  tame  4.3%  rate  now.  The  interest  rate  on  28-day 
Treasury  bills  has  fallen  from  31.4%  on  average  in  1996  to 
9.6%.  Mexican  government  bonds  are  now  rated  investment 
grade.  The  peso  has  avoided  a  meltdown  in  the  foreign- 
exchange  market,  depreciating  from  7.86  to  the  dollar  nine 
years  ago  to  11.1  now. 

Why  Mexico's  feeble  growth?  This  stems  from  the  central 
bank's  manipulation  of  the  peso.  It  has  sterilized  dollar  inflows. 
That  is,  as  dollars  come  into  the  country  and  the  central  bank 
issues  new  pesos  in  exchange,  it  simultaneously  issues  debt  to 
soak  up  the  peso  liquidity.  Accordingly,  the  dollars  build  up  at 
the  central  bank,  a  flood  of  new  pesos  in  circulation  is  avoided, 
and  the  peso's  exchange  rate  is  managed.  Even  though  the  mon- 
etary base  has  increased 
to  $27.8  billion  today 


$10.7  billion  in  1996,  net  foreign  reserves  have  increased  < 
matically,  to  $61.7  billion  from  $149  million. 

These  operations  are  not  costless.  The  interest  earned  on 
eign  reserve  holdings  is  less  than  the  interest  the  central  b 
must  pay  on  the  bonds  it  issues.  More  important,  stenliza 
causes  interest  rates  and  the  cost  of  capital  to  rise  above  wl 
they  would  otherwise  be. 

Inflation-adjusted  short-term  interest  rates  remain  pun 
ingly  high  at  5.3%,  well  above  Mexico's  growth  rate  over  the 
decade. 

In  the  face  of  Mexico's  malaise  the  peso  is  failing  to  meel 
market  test.  Mexicans  prefer  greenbacks  to  a  floating  pesc 
consequence  the  peso  is  rapidly  losing  market  share.  The  M 
can  economy  continues  to  spontaneously  dollarize.  Since  I 
remittances  of  dollars  have  totaled  $75  billion,  while  the  dc 
value  of  the  peso  supply  has  increased  by  only  $17.1  billion. 

With  the  peso's  import; 
shrinking  and  peso  inte 
rates  suffocating  the  econc 
it's  time  for  Mexico  to  cc 
clean  and  officially  dollarizt 
using  $27.8  billion  of  its  for 
exchange  war  chest,  it  cc 
retire  the  peso.  That  wc 
leave  $33.9  billion  in  for< 
reserves  to  spare.  Such  a  p; 
age  would  give  the  Mexic 
what  they  want:  the  green! 
and  U.S. -level  interest  r£ 
And  it  would  promote  gro\ 
But  officially  adopting  a 
sible  monetary  policy — one 
braced  privately  by  Mexicar 
is  probably  not  in  the  cards.  This  means  more  economic  mal 
It  also  means  a  continuation  of  Mexico's  labor-export  p 
cies.  Apparently  Mexico  learned  its  lessons  from  Yugoslav 
Marshall  Tito.  Tito  knew  that  Yugoslavia  couldn't  produce  j 
So  he  kept  the  Yugoslav  borders  open — at  least  by  commu 
standards — and  encouraged  the  export  of  Yugoslavia's  sur 
labor.  In  the  early  1970s  there  were  over  a  million  Yugosl 
10%  of  the  labor  force,  working  elsewhere  in  Europe.  And 
remittances  they  sent  back  home  amounted  to  as  much  as 
of  total  exports. 

Rather  than  monetary  reform,  Mexican  politicians  1 
embraced  Tito-inspired  labor-export  policies.  Mexican  la 
regulations  remain  outdated  and  ossified — the  most  rigi 
Latin  America  and  even  more  rigid  than  those  in  Frai 
Germany  and  Sweden.  No  surprise  that  28%  of  the  Mexi 
labor  force  is  working  in  the  U.S.  Until  Mexico  replaces 
peso  with  the  greenback  and  engages  in  massive  lat 
market  reforms,  you  can  expect  more  Mexican  malaise 
more  emigration. 


Mexicans  prefer 
greenbacks  to  a 
floating  peso. 
So  the  peso  is 
rapidly  losing 
market  share. 
And  Mexican 
economic 
growth  is  weak. 


from  the  equivalent  of 
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Steve  H.  Hanke  is  a  professor  of  applied  economics  at  The  Johns  Hopkins  University  in  Baltimore  £ 
senior  fellow  at  the  Cato  Institute  in  Washington.  D.C.  Visit  his  home  page  at  www.forbes.com/hanke 
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Please  join  Samsung,  Sears 
and  Boomer  to  help  the  children. 


Samsung's  Four  Seasons  of  Hope,  Sears  and  Boomer  Esiason  have  teamed  up 
to  make  a  difference  in  the  community.  The  funds  we  raise  help  to  find  a  cure 
for  cystic  fibrosis.  The  Boomer  Esiason  Foundation  has  raised  over  $35  million 
dollars  and  is  advancing  the  cause  through  partnerships  with  companies  like 
Samsung  and  Sears.  We're  proud  to  support  this  deserving  cause.  To  find  out 
how  you  can  help,  contact  the  Boomer  Esiason  Foundation  at  212-525-7777. 
Samsung's  Four  Seasons  of  Hope.  A  little  hope  can  make  a  big  difference. 
www.fourseasonsofhope.com 


NOW  ONLY  20  HOURS. 

Other  companies  insist  on  25-hour  mini- 
mums.  But  you  only  need  20  hours  to  get 
your  Vector  JetCard. 

The  all-inclusive  price  starts  at  $75,995*  - 
the  best  value  anywhere.  And  with  our 
simple  two-page  agreement  and  access  to 
the  industry's  youngest  fleet,  we  can  have 
you  flying  tomorrow. 

Call  today  for  Vector,  the  industry's  only 
20-hour  JetCard.  It's  never  been  easier 
to  fly  private.  1.877.832.8678. 


reach  our  mysterious  destination  of  Wrangel  Island,  where  musk  oxen  roam  freely  (left),  our  icebreaker  (below)  hugged  the  northeastern  coast  of  Siberia, 
aping  for  rare  glimpses  of  Provideniya,  Yttygran,  Novoye  Chaplino,  Yanrakynnot  and  Uelen.  Zodiac  boats  (center)  ferried  us  from  ship  to  shore. 


Calling  Ice  Station  Zebra 

Id  War  phantoms  haunt  a  former  Soviet  military  base  high  in  the  Siberian  Arctic  |  By  James  M.  Clash 


NE  EVENING  IN  MARCH  1979  I  TUNED  MY  HAM  RADIO  he'd  heard  me.  Through  the  static  came  again  his  wavering, 

to  a  weak  Morse  code  signal  emanating  from  Wrangel  ghostly  signal,  this  time  with  his  name — Alex. 

Island.  To  me,  in  suburban  Maryland,  this  seemed  the  Who  was  Alex  and  what  was  he  doing  on  Wrangel?  Surely 

remotest  place  on  earth — 350  miles  above  the  Arctic  the  Siberian  outpost  had  to  be  a  military  base,  maybe  with 

Circle,  at  71  degrees  north  latitude.  Sensing  an  oppor-  nuclear  missiles  pointed  toward  the  U.S.  Did  Alex  have  his 


ty  for  a  rare  contact,  I  tapped  back  the  sender's  call  sign,  finger  on  the  button?  As  for  surroundings,  I  imagined  an  Ice 
KAA,  followed  by  my  own,  WA3JID.  I  waited.  Sure  enough,     Station  Zebra-type  setup:  grey  metal  shack,  giant  drifts  of 
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snow,  lOOmph  winds,  70-below-zero  air,  polar  bears. 

Twenty-five  years  later,  the  Cold  War  long  over,  I  boarded  the 
Russian  icebreaker  Kapitan  Khlebnikov,  bound  for  this  strange 
island.  Since  1992  Quark  Expeditions,  the  Darien,  Conn,  adven- 
ture company,  has  run  Arctic  and  Antarctic  trips  aboard  con- 
verted Russian  icebreakers.  (For  this  trip  my  employer  paid  cost 
for  my  berth — $1,500 — plus  airfare.)  The  Wrangel  excursion — 
only  in  its  fourth  year — offers  travelers  a  look  at  the  other  side  of 
the  Bering  Sea,  across  from  an  Alaska  cluttered  with  cruise  ships. 

Like  all  trips  from  the  West,  Quark's  help  keep  an  ailing 
Russian  economy  afloat.  Since  the  collapse  of  communism, 
military  and  science  personnel  in  the  Arctic  receive  reduced  pay, 
if  any  at  all.  Quark's  hiring  the  ship  and  its  crew  of  60  for  two 
weeks  pumped  roughly  $480,000  into  Russia's  coffers. 

From  Anchorage  we  flew  a  Russian  TU-154  airliner  1,100 
miles  west  to  Anadyr,  a  depressing  city  of  a  few  thousand  Siber- 
ian souls.  Helicopters  then  took  us  to  the  390-foot-long  Khleb- 
nikov offshore.  On  board  was  a  well-stocked  bar,  dining  rooms 


flew  us  to  shore.  It  was  a  gloriously  clear  morning,  and  Vladi 
pointed  out  the  faint  coastline  of  Alaska  to  the  east, 
reminded  us  that  it  was  yesterday  over  there,  as  Alaska  is  on 
other  side  of  the  international  date  line.  Back  on  ship  and  tr 
eling  north,  we  crossed  the  Arctic  Circle.  The  ship  blew  its  h 
while  passengers  celebrated.  After  a  stop  at  Kolyuchin  Isla 
where  bleached-white  skulls  of  polar  bears  and  rusting  batte 
from  an  abandoned  weather  station  litter  the  ground,  we 
course  across  the  Chukchi  Sea  for  Wrangel. 

Now  we  began  to  encounter  serious  ice,  some  of  it  10 
thick.  The  Khlebnikov,  with  24,000hp,  was  able  to  smash  thro 
it  cleanly.  There  was  an  undulating  movement  as  the  ship's  t 
rode  up  onto  the  pack,  then  fell,  rode  up  again  and  fell.  At  ni 
this  motion  induced  sleep — helpful,  since  above  the  Arctic  ( 
cle  we  were  in  continuous  daylight. 

When  at  last  we  approached  Wrangel,  it  was  exactly  as 
envisioned  it — enveloped  in  dense  fog  and  as  forbidding  as  i 
mysterious  outpost  seen  at  the  beginning  of  Dr.  StrangelA 
Once  ashore  I  eagerly,  if  naively,  asked  a  Russian  soldier  ill 


A  Lenin  statue  still  stands  guard  in  Provideniya;  Cape  Dezhneva,  the  Siberian  side  of  the  Bering  Strait;  passengers  and  staff  prowl  for  polar  bears  and  walrus 


served  by  Austrian  gourmet  chefs,  a  gym,  a  pool  and  a  sauna. 
With  the  ship  only  half  full — 44  paying  passengers  from  Aus- 
tralia, Germany,  Japan,  the  Netherlands  and  other  countries — 
we  had  plenty  of  room  in  which  to  mill  about. 

Our  route  would  take  us  east  and  north,  through  the  Bering 
Strait  up  to  Wrangel,  with  stops  in  the  Chukotskiy  Peninsula 
towns  of  Yttygran,  Provideniya,  Novoye  Chaplino,  Yanrakynnot 
and  Uelen.  Vladimir  Bychkov,  a  crew  member  and  Siberian 
native  who  had  pull  with  local  communities,  saw  to  it  that  we 
were  welcomed  warmly  when  we  came  on  shore.  Yanrakynnot 
staged  a  gymnastics  show — jumping,  dancing  and  strength 
exhibitions.  At  Uelen  I  was  given  a  wild  ride  in  the  sidecar  of  a 
friendly  motorcyclist. 

At  sea  we  heard  lectures  by  Ellen  Bielawski,  dean  of  the  Uni- 
versity of  Alberta  School  of  Native  Studies,  who  described  the 
history  and  customs  of  Asian  and  Alaskan  Eskimos;  Arthur 
Ford,  a  geologist  and  polar  explorer  who  explained  Siberian 
plate  tectonics  and  the  colors  of  icebergs;  and  Roger  Lovegrove, 
a  British  ornithologist  who  introduced  the  bird  and  whale 
species  we  would  encounter. 

On  day  four  we  reached  the  Bering  Strait,  the  50-mile-wide 
stretch  of  water  separating  Asia  from  North  America.  Cape 
Dezhneva,  the  farthest  eastern  point,  was  our  goal.  Helicopters 


knew  anything  about  Alex  or  about  a  ham  radio  station  wn 
signals  I'd  heard.  Most  personnel,  he  said,  had  cleared  out  y 
ago.  If  Alex  was  still  alive,  he  likely  would  be  somewhere  on 
mainland.  As  for  the  ham  radio,  it  would  have  been  at  a  wea 
station  like  the  one  we'd  seen  on  Kolyuchin. 

I  was  informed  that  Wrangel  had  indeed  housed  sev 
hundred  troops,  but  never  nukes.  Today  it  serves  as  a  wile 
sanctuary.  Puffins  and  migrating  snow  geese  fill  its  skies  in  si 
mer;  walrus  and  musk  oxen  roam  over  it  in  winter.  Wrangl 
the  world's  biggest  refuge  for  denning  polar  bears.  I  was  amel 
at  its  beauty — the  tundra's  yellow  arctic  poppies  and  equl 
surprising  mosses.  Step  onto  the  stuff  and  your  feet  sirl 
inches.  Step  off  and  the  moss  bounces  back,  as  if  on  springs 

W  hile  some  of  my  youthful  fantasies  had  been  borne  I 
others  hadn't.  Wrangel  had  been  military,  and  the  locale's  wil 
weather,  I  was  told,  was  as  severe  as  I'd  imagined.  But  where  \l 
the  missiles?  The  red  button?  And  where  was  my  long-ago  frie 
Alex,  old  comrade,  if  you're  out  there,  send  back  a  signal. 
ESSENTIALS 

DATES:  July  7-20,  2005.  COST:  $8,000  to  $16,000  per  per: 
depending  on  cabin  (not  including  round-trip  airfan 
Anchorage).  MORE  INFORMATION:  www.quarkexpeditions.i 
or (203) 656-0499. 
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10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 
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$5,000,000 

40 
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$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 


0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

Call  right  now  for  free  quotes 
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On  the  Business  of  Life 


/  son  of  poor  immigrants,  Eugene  Lang  attended  a  Harlem  public  school  six  decades  ago.  He  graduated 

g^^^L  from  high  school  at  14,  received  a  college  scholarship  and  earned  a  Master's  degree  and  then 
JL  JLi  entrepreneured  a  great  fortune.  Five  years  ago  he  was  about  to  reail  a  commencement  talk  to  61 
graduating  sixth  graders  in  the  school  he'd  attended.  Shortly  after  he  started  to  wade  through  the  pages,  he  shoved 
them  aside  and  gave  words  to  an  exhilarating  thought — for  all  the  61,  if  they  went  on  through  high  school,  he 
promised  to  pay  their  college  tuitions.  Truly,  an  inspiring  philanthropic  inspiration.  — MALCOLM  S.  FORBES  (1986) 
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—WILLIAM  S.  BURROUGHS 
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of  paper,  from  a  passing  shape,  from 
a  spider's  web. 

—PABLO  PICASSO 


My  sole  inspiration  is  a  telephone  call 
from  a  director. 

—COLE  PORTER 


An  idea  ran  back  and  forth  in  his  head 
like  a  blind  man,  knocking  over  the  solid 
furniture. 

— F.  SCOTT  FITZGERALD 


Inspiration  is  a  farce  that  poets  have 
invented  to  give  themselves  importance. 

— IEAN  ANOUILH 


Beware  of  inspirations  that  take  wing 
on  the  vapors  of  your  second  martini. 

— ENO  PUTAIN 


Ideas,  like  individuals,  live  and  die. 
They  flourish,  according  to  their  nature, 
in  one  soil  or  climate  and  droop  in 
another.  They  are  the  vegetation  of  the 
mental  world. 

— MACNEILE  DIXON 


If  the  whole  human  race  lay  in  one  grave, 
the  epitaph  on  its  headstone  might  well  be: 
"It  seemed  like  a  good  idea  at  the  time. " 

—REBECCA  WEST 


Every  composer  knows  the  anguish  and 
despair  occasioned  by  forgetting  ideas 
which  one  has  not  time  to  write  down. 

—HECTOR  BERLIOZ 
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for  their  recurrence. 
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MidCap  Spiders  let  you  own  the  market's  middle 

with  just  one  trade. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering 
more  diversification  and  a  different  balance  of  upside  potential  and  risk. 


Meet  the  MidCap  SPDR:  A  smart  way  to  tap  the 
potential  of  the  sweet  spot  of  the  market.  With 
every  share,  this  exchange  traded  fund  (ETF)  rep- 
resents the  entire  S&P  MidCap  400,  middle  mar- 
ket companies  that  have  matured  to  achieve  $1-4 
billion  in  market  cap.  While  mid-cap  securities  are 
subject  to  greater  risk  than  large-caps,  mid-cap 
companies  are  less  volatile  than  companies  in  the 
often  uncertain  start-up  phase. 

MidCap  SPDRs  trade  just  like  stocks  throughout 
the  trading  day.  So  they're  flexible  enough  to  accom- 
modate a  range  of  investment  strategies.  And  low 
fees  make  MidCap  Spiders  a  cost-effcient  way  to 
invest.  (Your  usual  brokerage  commission  applies.) 

Want  to  learn  more?  Ask  your  advisor.  And  see 
if  MidCap  Spiders  could  be  a  sweet  addition  to 
your  portfolio. 


Over  the  last  five  years  MidCap  Spiders 
delivered  a  cumulative  return  of  nearly  56%. 
Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns 
have  been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/05 

One 
Year 

Five 
Years 

Since 
Inception 
(5/4/95) 

Based  on 
NAV 

10.11% 

6.55% 

14.56% 

Based  on 
Market  Price 

9.96% 

6.63% 

14.47% 

Total  returns  are  calculated  quarterly  using  the  daily  4.00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance  data 
quoted  represents  past  performance  and  is  no  guarantee  of  future  results. 
Current  performance  may  be  lower  or  higher  than  quoted.  The  investment 
return  and  principal  value  of  an  hwestrnent  will  fluctuate  so  that  an 
investor's  shares,  when  sold  or  redeemed,  are  subject  to  market  volatility. 
They  may  be  worth  more  or  less  than  their  original  cost.  MDY  shares  are 
bought  and  sold  at  market  price  (not  NAV)  and  are  not  individually 
redeemed  from  the  fund.  Brokerage  commissions  will  reduce  returns.  To 
obtain  most  recent  month-end  performance,  please  call  l-SOO-THE 
AM  FX  or  visit  www.MidCapSPDR.com. 


www.MidCapSPDR.com     Ticker  symbol  Amex:MDY 

MidCap 
AMERICAN 

STOCK  EXCHANGE* 


ore  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.MidCapSPDR.com 
future  results.  S&P  MidCap  400®  and  MidCap  SPDR®  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use 
>r's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC. 


Forbes 


Editor 

William  Baldwin 
Managing  Editor 

DENNIS  KNEALE 

Executive  Editor  and  Editor,  Forbes.com 

Paul  Maidment 

Executive  Editor  and  Editor,  Forbes  Global 

Tim  w.  Ferguson 
Deputy  Managing  Editor 

Stewart  pinkerton 

Assistant  Managing  Editors:  Jean  A.  Briggs,  Steve  Kichen,  Tom  Post,  Larry  Reibstein 
Art  and  Design  Director:  Robert  Mansfield 
Editorial  Counsel:  Lynn  B. 1  Iberlander 

Editorial  Director.  Foreign  Editions:  K.iturzyna  Wandycz  Moreno 
Editorial  Director,  Forbes  Global:  Karl  Shmavonian 
National  Editor  Robert  Lenzner 

Senior  Editors:  William  P.  Barrett,  Phyllis  Berman,  Alan  Parnham,  Daniel  Pisher, 
Robert  I.angrcth,  Larry  Light,  Daniel  Lyons,  Elizabeth  MacDonald,  Robyn  Meredith 
(Asia),  Richard  C.  Morais,  Peter  Newcomb,  Michael  K.  Ozanian,  Brett  Pulley, 
Matthew  Schifrin,  Bruce  Upbin,  Merrill  Vaughn,  Neil  Weinberg,  Melanie  Wells 
Coiimbufmg  Editors:  Justin  Doebcle,  Lydia  Porbes,  Joanne  Gordon,  Joshua  Levine, 
Dana  Wechslcr  Linden,  Dyan  Machan,  Toni  Mack,  Stephen  Manes,  Richard  Phalon, 
Dan  Seligman 

Associate  Editors:  Susan  Adams,  Peter  Anthony,  Kurt  Badenhausen,  Scott  Bistayi, 
James  M.  Clash,  Bernard  Condon,  Mary  Ellen  Egan,  Andrew  T.  Gillies,  Nikhil 
Hutheesing,  Deborah  Markson-Katz,  Luisa  Kroll,  Deborah  Orr,  Penelope  Weiss 
Staff  Writers:  (  arrie  Coolidge,  Ashlca  Ebeling,  Jonathan  Fahey  (Detroit), 
Lea  Goldman,  Peter  Kafka,  Tomas  Kellner,  Daniel  Kruger,  Michael  Maiello, 
Brett  Nelson,  Chana  R.  Schoenberger,  Nathan  Vardi 

Senior  Reporters:  Nicole  Ridgway,  Deputy  Chief;  David  Armstrong,  Heidi  Brown, 
Monte  Burke,  Allison  Pass,  William  Hcuslein,  Susan  Kitchens,  Matthew  Miller, 
Dirk  Smillic,  Rob  Wherry 

Reporters:  Kiri  Blakeley,  Helen  Coster,  Elizabeth  D.  Gravitt,  Suzanne  Hoppough, 
Patricia  Huang,  Megan  Johnston,  Peter  Lattman,  Amanda  Schupak,  Tatiana  Serafin, 
David  Serchuk,  Andy  Stone 

Editorial  Assistants:  Michele  Anderson,  Suzanne  Dottino,  Lucretcia  McFadden, 
Victoria  Somers,  Olivia  Wilson 

Washington  Bureau:  lanet  Novack,  Manager;  Ira  Carnahan,  Matthew  Swibel, 
Cristina  von  Zeppelin 

West  Coast:  Scth  Lubove,  Manager;  Scott  Woolley,  Stephane  Fitch, 
Zina  Moukheiber,  Dorothy  Pomerantz,  Evan  Hessel 

Silicon  Valley:  Quentin  Hardy,  Manager;  Elizabeth  Corcoran,  Kerry  A.  Dolan, 

Senior  Editors;  Erika  Brown,  Victoria  Murphy,  David  Whelan 

Midwest  Mark  Tatge,  Manager;  Emily  Lambert,  Christopher  Steiner  (Chicago); 

Joann  Muller,  Manager  (Detroit) 

Southwest:  Christopher  Helman 

Europe:  Michael  Freedman,  Manager 

Pacific  Kiyoe  Minami  (Tokyo);  Russell  Flannery  (Shanghai) 

Columnists:  Laszlo  Birinyi  Jr.,  Marilyn  Cohen,  David  Dreman,  Kenneth  L.  Fisher, 

lerry  Flint,  loseph  R.  Garber,  James  Grant,  Steve  H.  Hanke,  Peter  Huber, 

Richard  Lehmann,  John  W.  Rogers  Jr.,  A.  Gary  Shilling 

Art  Department:  Ronda  Kass,  Deputy  Art  Director;  Charles  Brucaliere, 

Anton  Klusener,  Senior  Associate  Art  Directors;  David  Lada,  Steven  Ramos, 

Associate  Art  Directors;  Mitsuyo  Niwa,  Art  Assistant;  Michele  Hadlow,  Senior 

Photo  Editor;  Stephen  Aviano,  Meredith  Nicholson,  Janice  Pikey,  Photo  Editors; 

Leslie  Kippen,  Contributing  Photo  Editor;  Gail  Toivanen,  Special  Photography 

Projects  and  Research;  Robin  Regensburg,  Traffic 

Digital  Imaging:  Mark  Decker,  Director;  Richard  Nobile,  Assistant;  Elena  Torres, 

Gavin  Aghamore;  Carmen  Ramos,  Migdalia  Barreto 

Statistics:  Scott  DeCarlo,  Editor;  Shlomo  Reifman,  Deputy  Editor; 

Ann  C  Anderson,  Jody  Yen,  Senior  Editors;  Fei  Mei  Chan,  Jack  Gage, 

Lesley  Kump,  Brian  Zajac,  Associate  Editors;  Cleveland  Johnson, 

Database  Manager;  John  J.  Ray,  Samantha  N.  Wong,  Researchers 

Director  of  Editorial  Programming:  Mitchei  Rand;  John  Chamberlain, 

Senior  Programmer;  Carl  Subick 

Copy  Desk:  Tracy  Fiske,  Deputy;  Susan  R.  Goldberg,  Richard  Hyfler, 
Suzanne  O'Neill,  Craig  Silver 

Information  Center:  Natalie  Cannestra,  Assistant  Director;  Clarita  Jones,  Information 

Specialist;  Luis  Collazo  Jr.,  Jacqueline  Daniel,  Queenie  Flake,  Staff 

Manufacturing  and  Production:  Mary  S.  Nemeth,  Director  of  Manufacturing; 

Emili  Alaburic,  Michelle  Ciulla,  Donald  R.  Conway,  Alison  Kotch,  James  Morrow, 

Joanna  Mikolajczuk;  Nur  Terpis,  Production  Manager,  Forbes  Global 

Information  Technology:  Louie  Tories,  Bradford  Campeau-Laurion, 

Peter  Menoni,  Managers;  Carolyn  Agro-Buonocore,  Supervisor;  Philip  Blake, 

Esad  Becaj,  Joseph  Lodato,  Tim  Martin 

Online:  Han  Bigman,  Charles  Dubow,  Michael  Noer 

FOUNDED  IN  1917 

B.C.  Forbes,  Editor-in-Chief  (1917-1954) 

Malcolm  S.  Forbes,  Editor-in-Chief  1 1954-1990) 

PAID  CIRCULATION  OVER  900.000     Printed  in  U.S.A. 


Side  Lines 


Credit  Where  It's  Due  Here's  a  busine; 

model  we  could  all  wish  for:  Sell  a  lavishly  prepared  person, 
service,  and  make  sure  the  bill  for  the  service  goes  not  to  the  pel 
son  enjoying  it  but  to  some  stranger.  Charge  accordingly. 

That's  the  basic  economic  theory  of  hospitals,  and 
explains  why  hospital  bills  are  out  of  sight.  It  also  describes  th 
credit  card  business, 

Average  Visa  and  MasterCard 
per  $100  purchase1 


$2.00 


AM 


AM 


0.80 


0.40 


and  it  explains  why 
American  Express  has 
been  coining  money. 

Until  now.  As 
Bernard  Condon  ex- 
plains on  page  52,  the 
card  business  is  in 
flux.  Some  big  retail- 
ers are  evidently  ex- 
tracting reductions  in 
card  fees. 

At  the  moment 
price  is  no  object,  at  — °|  , 

least  for  the  user.  You        74         '80       '85       '90  '95 

whip  OUt  your  Super    'P°n,on  remitted  to  card-issuing  bank.  Source:  Nilson  fl 

Palladium  card  at  the  department  store.  It  earns  you  poinl 
toward  the  purchase  of  a  yacht,  and  so  what  if  it  costs  the  store 
3%  fee?  That  cost  is  passed  along  to  all  of  the  store's  customer: 

Assisting  in  this  cozy  arrangement  are  rules  against  sui 
charges.  Under  terms  set  by  the  card  systems  the  merchant  ca 
refuse  to  accept  any  or  all  varieties  of  plastic,  but  if  it  takes  a  car 
it  can't  make  the  user  pay  the  card  fee.  A  rare  exception  is  th 
IRS,  which  seems  to  have  more  leverage  than  the  average  sho 
store  in  negotiating  with  the  card  industry.  If  you  put  a  $1,00 
tax  payment  on  a  card,  you  have  to  pay  $25  extra. 

Card  issuers  used  to  be  nastier.  Until  they  came  unde 
antitrust  attack  three  decades  ago,  they  had  rules  forbidding  di 
counts  for  cash. 

The  next  stage  in  this  evolution  toward  price  transparenc 
would  be  a  court  case  or  federal  regulation  exterminating  th 
no-surcharge  rules.  Lloyd  Constantine  is  one  of  the  lawyers  wh 
argued  that  MasterCard  and  Visa  were  gouging  retailers  on  deb: 
card  fees  and  won  a  $3  billion  settlement.  He  says  the  Feden 
Reserve  Board,  acting  as  arbiter  of  the  bank  settlement  systerr 
should  outlaw  no-surcharge  rules. 

Even  if  they  could,  most  stores  will  not  risk  offending  thei 
clientele  by  slapping  surcharges  on  cards.  But  don't  be  surprise 
if  they  come  up  with  clever  ways  to  persuade  customers  to  us 
the  cheapest  cards  in  their  wallets.  Card  executives  must  be  los 
ing  a  fair  amount  of  sleep  over  this.  Such  things  could  lead  to 
price  war  at  the  cash  register.  Heaven  forbid. 

IS"  EDITOR 
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Hit  the  Brakes  on  Gas 

Your  cover  story  about  GM's  bet  on  a  hydrogen-powered 
car,  "Hydrogen  Gas"  (Apr.  25,  p.  78),  was  skeptical  GM 
would  succeed.  I  would  have  been  even  more  so.  Mother 
Nature  is  very  good  at  basic  math,  and  extracting  this  highly 
reactive  element  from  natural  sources  will  take  plenty  of  en- 
ergy, probably  more  than  the  resulting  gas  can  deliver.  You 
state  that  projected  costs  for  hydrogen  at  the  separation  plant 
are  around  $4  to  $5  for  the  equivalent  of  the  energy  in  a 
gallon  of  gasoline.  But  if  you  add  taxes,  the  cost  will  at 
least  triple.  Hybrid  technology,  which  recaptures  en- 
ergy lost  in  braking  plus  operates  the  engine  at  an 
optimum  speed,  is  a  far  better  bet. 

TOM  STEARNS 

Nashua,  N.H. 


Not  Dissed  or  Dismissed 

In  "Rags  to  Riches"  (Apr.  25,  p.  91)  you 
state  that  Reggie  Jackson  offered 
$25  million  more  than  Lew  Wolff  for 
the  Oakland  A's  but  he  was  "rebuffed." 
However,  you  failed  to  report  that  when 
Mr.  Jackson  approached  me,  I  was 
already  under  contract  with  the  Wolff 
group  for  sale  of  the  team.  Therefore  it 
was  not  appropriate  for  me  to  deter- 
mine if  Mr.  Jackson's  offer  was  valid, 
nor  did  I  have  any  reason  to  rebuff  him. 

STEPHEN  C.  SCHOTT 
Co-owner  and  Managing  Partner 
Oakland  Athletics  Baseball  Co. 

Oakland,  Calif. 

Whatever  Revs  Your  Engine 

Kudos  to  FORBES  for  having  the  brass  to 
show  a  true  original  in  "Calling  Audrey 
Hepburn"  (Apr.  11,  p.  60).  It  shouldn't 
be  a  big  deal  to  run  ads  with  someone 
like  Nuclia  Waste.  I'm  tired  of  seeing  the 
same  old  celebrities  hawking  products. 
Nucha's  ads  for  Vespa  are  in  better  taste 
than  Bob  Dole's  promotion  of  an  aid 
for  erectile  dysfunction. 

ELIZABETH  DODSON 
South  Boston,  Va. 

Hollywood  Haberdashing 

The  idea  you  describe  in  "Can  TV  Stars 
Sell  Clothes?"  (Mar.  14,  p.  52)  reminds 
me  of  The  Truman  Show,  a  movie 


depicting  a  world  with  no  commercial 
just  product  placements  on  broadca 
programming.  This  season's  new  raft  < 
home  improvement  series  proves  th 
networks  are  already  headed  this  way. 

BRADY  BURTCHET 
San  Diego,  Calil 

Safety  in  Numbers 

I  read  "Leaky  Shelters"  (Apr.  11,  p.  8i\ 
with  interest  but  would  like  to  note  th; 
charitable  remainder  trusts  and  lea 
trusts  are  widely  accepted,  court-teste 
tax- reduction  strategies.  Applied  in  the 
traditional  manner,  they  pose  no  risk  ( 
the  kinds  of  penalties  given  to  the  unfo: 
tunate  individuals  noted  in  your  article 
TODD  C.  GANC 
Partm 

Doolittle  &  Ganos  Investment  Couns 
Carmel,  Cah 

It's  All  Relative 

In  "Drinking  to  the  Dollar"  (Apr.  h 
p.  152)  we  identified  Brown-Forma 
Chief  Executive  Owsley  Brown  II  as  th 
uncle  of  Garvin  Brown  IV,  based  o 
incorrect  information  from  the  corr 
pany.  The  Browns  are  actually  cousins. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/tetters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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ABSOLUTELY'NOTHING  in  moderation. 
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MIRROR-MATCHED  BURL  WALNUT  TRIM.  LAMBSWOOL  RUGS.  TWIN'  REAR  DVD 
MONITORS.  THE  ALL-CONSUMING  BEAUTY  OF  A  LIGHTER.  STRONGER  RIVET-BONDED 
ALUMINUM  BODY,  AND  THE  STUNNING  PERFORMANCE  OF  A  SUPERCHARGED  VS 
ENGINE.  THE  ONLY  DOWNSIDE  MAY  BE  THAT  THERE'S  SO  LITTLE  LEFT  TO  WISH  FOR. 


IAGUARUSA.C1 


Long  Wheelbase  Supei  V2  .ck-wri  in  Slate,  a  special-order  color  See  dearer  for  complete  teutls  a  visit  jaguariisa.corrL  I'2CCo  Jaguar  Car? 


Fact  and  Comment 

By  Steve  Forbes,  editor  in  <  hiei 
"With  all  thy  getting  get  understanding' 


■ 


Uncle  Sam/s  Junk  Numbers 


IS  Tl  IK  CONSUMER  Rl  'NNIN(  I  Ol '  I  Ol  •  i ;  AS  IS(  ORI'l  >R.\I  I  \MI  R 

la  pulling  in  its  (already  short)  horns?  Alter  all,  retail  sales  and 
ferporate  capital  spending  are  allegedly  slowing  down,  hence  the 
'disappointing"  number  lor  first  quarter  ( II  >P  growth.  Pul  aside 
ror  a  moment  the  flakiness  ol  that  CAW  report  Washington,  in 
:ffect,  takes  the  net  imports  figure  and  subtracts  it  from  CiPI'. 
lorgel  that  our  ability  to  buy  products  from  abroad  means  we're 
prosperous.  The  economy  was  actually  much  stronger,  growing 
.veil  in  excess  of  thai  reported  3.1%  in  real  terms.  The  fact  is,  both 
:ompanies  and  consumers  have  the  financial  capacity  to  fuel  an 
:ven  more  vigorous  economic  expansion.  If  the  Federal  Reserve 
ivereever  to  get  its  act  together,  that's  exactly  what  would  lake  place. 

The  idea  that  Americans  are  overspenders  and  undersavers 
ind  addicted  to  debt  is  all  myth.  I  lousehold  balance  sheets  have 
lever  been  more  robust.  I  ast  year  Americans  increased  their  linan 
:ial  assets — checking  accounts,  money  market  lunds,  mutual  I'm  ids, 
[RAs,  etc. — by  an  impressive  $590  billion.  Credit  card  debt  in 
leased  .1  paltry  T'o.  lake  our  fnumaul  household  assets  (not  count 
ng  houses  and  other  tangible  assets  such  as  automobiles  and  jew- 
•lry)  ami  subtr.u  I  liabilities  such  as  mortgages  and  credit  card  debt, 
ind  the  American  consumers'  total  financial  net  worth  conies  to  an 
Re-popping  $26. 1  trillion.  (  xmsumcrs  today  have  more  than  $4  tril 
ion  in  savings  accounts,  more  than  $1  trillion  in  chec  king  accounts 
ind  directly  hold  another  $  10  trillion  in  equities  and  mutual  lunds. 
rheir  life  insurance  and  pension  assets  are  in  excess  ol  $10  tril 
ion. 'Ib  put  it  in  perspective,  Americans'  total  debts,  im  lulling  mort 
gages,  are  dwarfed  by  their  liquid  assets.  Our  per  capita  liquidity 
Exceeds  that  of  Japan,  a  nation  noted  for  its  high  savings  rate.  As  Bear 
steams'  brilliant  economist  David  Malpass  notes,  "  The  U.S.  house 
nold  sector  is  the  world's  biggest  net  1  red i tor."  ( Contrary  to  the  con 
/enlional  wisdom  on  rising  interest  rates,  Malpass  observes, "[This 
;ector  I  stands  to  benelit  I  mm  higliei  interest  rates  due  to  the  gener 
illy  short  maturity  ol  its  assets  versus  the  long  maturity  of  its  debts." 

Why  the  bum  rap  for  America's  savings  rate?  because  of  the 
:ra/.y  way  our  government  computes  that  number.  Washington 
eaves  out  of  the  household  income  numbei  such  items  as  real 
zed  capital  gains  and  payments  from  pension  plans  and 
10 1  ( k ) s .  As  (in  consumption,  long  lived  assets  such  as  autOS 


and  furniture  are  treated  as  it  they  were  disposable  pens  As  Mai 
pass  puts  it,  "Consumption  includes  education.  The  absurd 

result:  Spending  less  on  education  would  raise  the  personal  sav 
LngS  rale,'  even  though  it  would  reduce  Inline  I  LS.  growth." 

This  is  why,  in  reality,  consumers  added  $590  billion  to  then 
savings  last  year,  while  the  government  reported  total  consume) 
savings  to  be  a  paltry  $  I  oo  billion. 

Corpoi  ate  Aniei  ic  a  is  also  in  e\c  el  lent  linaiu  iaJ  shape,  with 

cash  and  liquid  assets  exceeding  shorl  term  debt  by  nearly 

$2  trillion.  So  why  aren't  stocks  doing  better?  Why  isn't  the 

economy  doing,  better?  The  duel  villain  is  the  federal  Reserve. 
Its  inadvertent  relighting  of  inflation  fires  has  spooked  con 
sinners  faced  with  gasoline  prices  in  excess  ol  $2  a  gallon  and 

has  given  already  skittish  corporate  chieftains  and  their  finan 

cial  of  ficers  another  reason  to  dutc  h  then  i  ash  tight!)  as  the)  see 

the  prices  ol  raw  matei  ials  such  as  Lumber,  copper  and  steel  ris 
ing,  along  with  the  rates  for  shipping. 

C  )il  became  expensive  bee  a  use  the  Fed  has  been  pi  ml  in;;  too 
much  money.  I  >on't  blame  India,  (  hina  01,  even,  misbegotten 
environmentalists.  (  hina  has  been  on  a  tear  since  1978,  ea<  h  yeai 
buying  significantly  more  oil  than  it  did  the  vcat  before,  I  ike  the 
I  LS.,  (  'hina  now  impoi  Is  at  least  hall  ol  its  needed  oil.  Why  has 
this  nearly  three  decades  old  trend  suddenly  sent  oil  prices 
hurtling  upward  in  the  past  1 5  months?  This  just  doesn't  compute. 

II  the  Fed  truly  wants  to  tighten,  there's  an  easy,  time  tested 
way  to  do  it:  sell  bonds  from  its  pot  tfolio  to  mop  up  the  exi  ess 
money  it's  mistakenly  spilled  onto  the  linaiu  iaJ  mai  ketS  fol  the 
past  fS  months.  <  ireenspan  &  <  '.a.  should  continue  to  sell  these 
bonds  until  gold,  the  best  gauge  ol  monetary  polu  y,  dips  below 

$400  an  oun<  e.  Then  the  Fed  should  stop  the  tightening 

t  )ne  would  think  that  alter  1/  years  on  the  job  Alan  ( ireenspan 
would  have  mastered  the  art  ol  central  banking,  insie.ul,  the  Fed 
picks  an  interest  rate  and  gears  its  monetary  operations  to  maintain 
that  rate.  This  kind  oi  pri<  ing  comes  straighl  oul  of  the  old  Soviel 
Union,  let  the  markets  sel  the  level  of  shorl  term  interest  rates. 
The  fundamentals  are  here  foi  a  robust  advance  in  stocks 

and  economic  aclivily.  If  only  Alan  and  his  colleagues  would  lei 

this  come  to  pass. 


Don't  Dump  Detroit 


THE  WOKS  OF  THE  U.S.  AUTOMOTIVE  INDUSTRY  IIAVR  BEEN 
veil  covered  by  the  media.  The  problems  are  all  too  real,  but  the 
legativity  has  been  overdone. 

Chrysler's  turnaround  in  the  U.S.,  under  the  enormously  able 
>icter  Xetschc — who  may  some  d.iy  head  up  all  ol  Daimler 
Zhrysler — is  no  Hash  in  the  pan  and  is  unlike-  past  comebacks  that 


were  inevitably  followed  by  company  threatening  i  rashes.  The 

Chrysler  300  Sedan  is  a  runaway  SUCCesS,  and  other  new  and 

revamped  models  are  doing,  well.  ( Ihrysler's  strength  demonstrates 
thai  even  ,i  Noi  ih  American  legacy  auto  company  can  a<  hieve 

dm  able  SUO  ess  by  ( i  lining,  up  with  a  continual  Stream  ol  new  or 
improved  vehicles    the  )eep  division  has  great  new  productson  line 
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Fact  and  Comment 


and  in  the  pipeline — and  by  paying  painstaking  attention  to  costs. 

Ford  Motor  Co.'s  common  stock  and  its  income  securities  have 
been  way  overhammered  by  the  fallout  from  General  Motors'  well- 
publicized  woes.  If  Ford  is  an  example  of  a  large,  sick  company,  may 
there  be  more  of  them. 
Ford  will  make  money  this 
year.  More  important,  its 
cash  flow  is  positive.  That  is 
something  to  emphasize: 
Ford  will  take  in  more  cash 
than  it  spends — this  in  a 
year  that'll  be  pretty  tough 
for  auto  manufacturers. 
The  company  already  sits 
atop  more  than  $23  bil- 
lion in  cash — that's  more 
than  $12  a  share.  Debt?  The  obligations  of  Ford's  financial  arm 
are  well  covered  by  the  stream  of  payments  from  auto  buyers. 
The  automotive  part  of  the  company  has  debt  of  $17  billion, 
and  maturities  are  prudently  stretched  out  for  years  to  come. 

Make  no  mistake,  under  Bill  Ford's  leadership  future  designs 
of  Ford  vehicles  will  be  exciting,  cutting-edge,  a  la  the  brisk- 
selling  Mustang  and  the  GT  sports  car.  Yes,  the  company's  North 
American  market  share  is  down,  but  that  was  deliberate — Ford's 
CEO  decided  not  to  aggressively  pursue  virtually  profitless  sales 
to  the  rental-car  and  government-fleet  vehicle  markets. 

General  Motors?  If  management  does  for  the  rest  of  GM  what 


Bill  Ford  and  Dieter  Zetsche  know  how  to  drive  their  companies. 


it  did  for  once-tired  Cadillac,  then  GM  is  in  for  sunnier  days. 

What  about  Detroit's  onerous  health  care  and  pensic 
obligations?  The  answer  is  for  unionized  workers  to  switch  over 
Health  Savings  Accounts  (HSAs).  They'd  still  enjoy  catastropl 

ic  coverage,  and  muc 
of  their  high  deductibl< 
would  be  covered  by  cas 
payments  to  their  ind 
vidual  tax-free  account 
Auto  manufacturers  wou 
save  a  bundle  on  heall 
care  premiums,  and  mo 
workers  would  see  HSr 
as  a  positive  step  up  froi 
their  current  plans:  If 
worker  is  blessed  wii 
good  health,  he  would  build  up  a  nice  pile  of  cash  that  belongt 
to  him.  A  variation  on  HSAs  could  be  offered  to  retired  worker 
The  United  Auto  Workers  will  fiercely  resist  such  a  change 
initially.  There  may  even  be  labor  strife  before  the  union  accede 
But  leaders  and  members  know  in  their  gut  that  the  current  siti 
ation  is  untenable.  With  an  HSA-type  solution  they'd  get  as  muc 
of  a  win/win  situation  as  is  possible  under  the  circumstances. 

As  for  pensions,  a  bit  of  improvement  in  the  financial  ma 
kets  will  provide  enormous  relief.  Longer  term — after  the  intrc 
duction  of  HSAs — the  next  battle  will  be  to  get  401  (k)-like  plai 
for  new  unionized  factory  workers. 


Hypnotic  Masterpiece 


The  Innocent — by  Harlan  Coben  (Dutton,  $26.95).  When  it  comes  prelaw 
to  creating  crackling  suspense,  unforgettable  characters  and  friend  j 
numerous  plots  and  subplots  with  the  skill  of  a  master  weaver,  for-all, 
Harlan  Coben  almost  makes  famed  moviemaker 
Alfred  Hitchcock  look  like  an  amateur.  The  Innocent 
enhances  Coben's  already  enviable  reputation  as  a 
peerless,  high-concept  author  of  thrillers  in  which 
seemingly  ordinary  people  get  caught  up  in  unex- 
pected, fearful  and  bewildering  situations.  If  you  start 
reading  this  at  an  airport,  be  sure  to  arrange  before- 
hand for  someone  to  tap  your  shoulder  when  your 
plane  begins  boarding,  lest  you  miss  your  flight 
because  you  were  so  engrossed  in  this  harrowing  book. 
Protagonist  Matt  Hunter  was  once  a  promising 


student  who  went  to  a  fraternity  party  where  his  be 
>ot  into  a  fight.  Matt  entered  the  fray  to  break  up  the  fre< 
but  before  the  brawl  ended,  another  student  lay  dead.  A 
aggressive  prosecutor  got  Matt  sent  off  to  prison  fc 
manslaughter. 

As  the  story  begins,  Matt  is  out  of  prison  and  is 
law-firm  paralegal,  married  to  a  woman  he'd  m» 
years  earlier,  before  prison,  and  remet  after  he  left  tr 
slammer.  His  wife  is  pregnant.  Though  wary  of  belie 
ing  his  luck  has  turned,  Matt  begins  to  think  that  he 
put  his  life  together  as  well  as  could  be  expected.  Th 
he  is  sent  shocking  photographs  on  his  cell  phone; 
looks  like  his  wife,  wearing  a  blonde  wig,  is  having  a 
affair.  And  off  we  go  at  warp  speed. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Wu  Liang  Ye-36  West  48th  St.  (Tel.:  212-398-2308).  The 
faded  elegance  of  the  town  house  setting  provides  a  pleasant 
ambience  in  which  to  enjoy  spectacular  classical  Szechuan  fare. 
Everything — from  the  asparagus  crab  soup  to  the  corn  chow- 
der to  the  spicy  Dan  Dan  noodles — is  exquisite. 

•  Rangote-41  West  46th  St  (Tel.:  212-719-3474).  The  people  who 
run  this  restaurant  couldn't  be  nicer  or  more  gracious.  The  food, 


however,  is  awful — from  the  cold,  leaden  and  greasy  breads  to  the 
inedible  overcooked  lamb.  The  staff  is  well-meaning  but  slow. 
•  Grifone-244  East  46th  St.  (Tel.:  212-490-7275).  This  is  the 
perfect  spot  for  a  business  dinner  or  romantic  anniversary 
celebration.  The  food  is  wonderful.  Recommendations:  grilled 
branzino;  pasta  with  sausage  and  broccoli  rabe;  and  fried 
calamari.  Desserts  are  deliciously  decadent.  F 
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1  like  to  Ipse  sleep  worrying  about  printing,  It  gives  me  time  to  talk  to  my  plants. 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses 


At  FedEx  Kinko's,  we  offer  a  full  range  of  printing  options — from  full-color 
signs  and  banners  to  mounting  and  lamination,  and  with  quick  turnaround. 
Our  professional  quality  prints  will  help  your  business  show  its  best  face 
and  deliver  the  impact  you  need.  Whether  you're  preparing  for  a  grand 
opening,  trade  show,  special  event  or  presentation,  go  to  fedexkinkos.com 
or  stop  by  one  of  our  more  than  1,100  locations  to  see  our  full  menu 
of  services.  You'll  find  everything  you  need  to  get  a  good  night's  sleep. 


FecOsx  Kinko's, 

Office  and  Print  Center 


Our  office  is  your  office 


SPECIAL  ADVERTISING  SECTION 


Leading  Companies  Find  Proven 
Expertise  the  Key  to  Managing  Chang 

FACED  WITH  MANAGING  CONSTANT  CHANGE  IN  A  DEMANDING  GLOBAL  ECONOMY,  SCORES  OF 
companies  —  from  global  insurance  carriers  and  financial  institutions  to  major  U.S.  retailers,  airlines  anc 
manufacturers  —  are  finding  that  successful  networking  solutions  transcend  individual  technologies. 


These  companies  know  that  leading-edge  capabilities 
such  as  MPLS,  VoIP  and  SIP  create  intelligent  communica- 
tions options  for  remote  workers,  customers,  partners  and 
suppliers  who  need  to  connect  from  disparate  locations. 
Advanced  CRM  tools  have  increased  their  customer  satis- 
faction by  orders  of  magnitude.  Yet  technology  migration, 
combined  with  relocations,  globalization,  and  mergers  and 
acquisitions,  unquestionably  impacts  network  operations 
in  costs,  security,  performance  and  nearly  every  other 
conceivable  area. 

New  technologies  and  tools  promise  productivity  improve- 
ments, successful  risk  mitigation,  reduced  costs  and  ROI 
improvements  —  but  only  if  they  allow  real  network  synergy. 
Attaining  this  synergy  becomes  increasingly  complex  when 
integrating  two  disparate  networks,  managing  the  perform- 
ance of  multiple  applications  on  one  network,  or  launching 
new  applications  while  maintaining  existing  ones.  Careful 
analysis,  design,  implementation  and  ongoing  management 
are  required. 

Expertise  is  needed  across  technologies  and  applications 
to  understand  how  they  can  securely  work  together.  The 
critical  question  for  companies  becomes  whether  they  have 
the  ability  to  realize  network  optimization  in-house.  For 
many,  this  is  not  a  viable  option:  the  experience  curve  is  too 
large  and  the  cost  prohibitive. 

TEAMS  POWER  SUCCESSFUL  CHANGE 

The  path  to  success  for  most  change  leaders  has  rested 
with  engaging  an  outside  team  with  proven  networking 
integration  skills,  project  management  capabilities  and 
world-class  expertise.  Consider  these  critical  challenges 
and  expert- powered  solutions: 

•  As  security  regulations  increase  in  complexity  and  the 
number  of  cyberattacks  grows,  leading  companies  are  invest- 
ing in  proactive  security  strategies.  A  multinational  insurance 
provider  mounted  an  expert  security  assessment  and  new 
policy  implementation  that  assured  compliance  with 
Sarbanes-Oxley  and  HIPAA  regulations  within  12  months, 
while  increasing  protection  from  hackers  and  viruses  for 
the  firm's  network  and  confidential  information. 


•  Mergers  and  acquisitions  can  create  significant  cha 
management  issues.  When  two  major  banks  rece 
merged,  they  consolidated  their  networks  and  migrated  c 
3,400  remote  sites  to  an  IP-based  next-generation  netw- 
enabling  new  banking  applications.  This  18-month  con1 
sion  was  completed  seamlessly,  ensuring  24/7  acces; 
critical  applications  and  resultant  cost  savings  with  elim 
tion  of  redundancies. 

•  Enterprises  recognize  the  pivotal  importance  of  autoi 
tion  in  the  contact  center  for  lowering  agent  and  operatic 
expenses.  This  human  resources  outsourcer  offered 
customers  multiple  interaction  channels  by  enabling  v< 
automation  and  web  self-service,  reducing  agent-hanc 
calls  by  40%.  Customer  satisfaction  increased  with  a  7 
elimination  of  misdirected  calls. 

EXPERTISE  ON  DEMAND 

The  common  factor  among  these  success  stories  is  AT! 
experience  in  providing: 

•  A  world-class,  global  networking  infrastructure 

•  Knowledge  to  design,  deploy  and  manage 
customer-defined,  multiple-vendor  solutions 

•  Thousands  of  network  integration  professionals 
deployed  globally 

•  Single  point  of  accountability  for  complex 
implementations 

•  Unique  "proof  of  concept"  labs 

•  Technology  migration  strategies 

Learn  more  about  solutions  to  manage  technology  change 
AT&T's  Networking  Exchange,  an  online  community  whe 
you'll  gain  access  to -personalized  and  relevant  informath 
to  formulate  strategies,  apply  solutions  and  stay  on  t 
leading  edge  of  networking  technology.  Activate  your  mer 
bership  now  at  www.att.com/networkingexchange. 


AT&T 


The  world's  networking  company 


AT&T 
and 

1-80O-FL0WERS.COM 


Can  your 
network 
make  flowers 
grow? 


1-800-FL0WERS.C0IVP  AND  AT&T.  When  1-800-FLOWERS.COM  wanted  to 
transform  the  nature  of  their  business,  they  cultivated  a  relationship  with 
the  world's  networking  company.  With  world-class  web  hosting  and  ultra- 
available  continuity  services,  AT&T  helped  1-800-FLOWERS.COM  become 
the  local  florist  with  global  reach.  So  now  high-traffic  e-commerce  is  as 
easy  as  a  tiptoe  through  the  tulips.  These  custom  networking  solutions 
have  even  allowed  them  to  blossom  into  new  ventures  like  Plow  & 
Hearth®  and  the  Popcorn  Factory®  Today,  with  15  million  customers, 
1-800-FLOWERS.COM  is  the  ieading  multi-channel  floral  and  gift  retailer 
in  town.  Not  to  mention  the  entire  country.  CAN  YOUR  NETWORK  DO  THIS? 


Other  Comments 


Who  shall  seta  limit  to  the  influence  of  a  human  being? 

—  RALPH  WALDO  EMERSON 


Putin's  Lament  What  was  "the  greatest  geopolitical 
catastrophe  of  the  century"?  The  rise  of  Nazi  Germany?  The  spread 
of  genocide  as  a  tool  of  state  power?  Some  might  say  it  was  the 
crushing  of  a  host  of  nations  by  the  totalitarian  Soviet  Union,  at 
the  cost  of  millions  of  lives.  But  not  Russian  President  Vladimir 
Putin.  For  him,  the  greatest  catastrophe  was  not  the  Soviet  Union's 
rise  but  its  collapse — an  event  that  freed  14  of  those  nations  from 
Moscow's  domination.  "The  old  ideals  were  destroyed,"  Mr.  Putin 
lamented  during  his  annual  state-of- Russia  address  [last  month]. 

Most  accounts  of  Mr.  Putin's  speech  focused  on  the  passages 
intended  for  Western  consumption:  his  claim  that  "the  develop- 
ment of  Russia  as  a  free  and  democratic  state"  is  now  his  highest 
priority;  his  assurance  to  Russian  and  foreign  business  execu- 
tives that  their  investments  will  not  be  seized  by  rapacious 
authorities,  despite  the  state's  recent  confiscation  of  the  coun- 
try's largest  oil  company;  his  announced  plans  to  strengthen 
political  parties  and  make  the  state-controlled  media  more  inde- 
pendent. Yet  the  former  KGB  officer's  nostalgia  for  the  former 
Soviet  empire  seemed  as  telling  as  any  of  his  promises. 

— Washington  Post 

Set  for  Growth  With  each  hike  in  interest  rates,  those 
predicting  a  bad  ending  to  the  40-month  U.S.  expansion  look 
expectantly  for  consumer  spending  to  flag.  One  of  their  main 
worries  is  the  premise  that  we  will  run  out  of  savings,  especially 
if  foreigners  pull  the  plug  or  asset  prices  fall.  The  reality  is  that 
the  U.S.  has  the  world's  biggest  accumulation  of  savings  and 
investments.  The  U.S.  household  sector,  the  world's  largest  net 
creditor,  is  favorably  positioned  for  higher  rates  due  to  large  liq- 
uid assets  and  the  generally  fixed-rate  U.S.  mortgage  structure. 

Of  course,  more  saving  would  be  better,  especially  for  those 
who  haven't  been  able  to  save,  and  a  reduction  in  the  tax  distor- 
tions that  penalize  liquid  savings  while  favoring  real  estate  would 
add  to  our  growth  prospects.  However,  the  bigger  harm  is  not 
that  we  expose  ourselves  to  a  collapse,  but  that  we  allow  our- 
selves and  foreigners  to  underestimate,  even  mock,  our  economic 


"Tod<t}'  you're  going  to  bitch-slap  some  veal." 


system.  We  apologize  for  our  "low  savings  rate"  and  "dependenc 
on  foreigners,"  turn  our  foreign  economic  policy  over  to  the  In 
ternational  Monetary  Fund's  economic  gurus,  and  contemplat 
consumption  tax  increases,  forced  saving,  protectionism,  and 
weaker  dollar  (with  the  consequent  increase  in  inflation).  In 
stead,  while  working  hard  to  improve  our  system,  we  should  en 
courage  others  to  emulate  its  freedom,  flexibility  and  prosperity 
—DAVID  MALPASS,  chief  economist,  Bear  Steam: 

Wall  Street  Journc. 

Alive  to  Life  Life  is  action  and  passion.  I  think  it  i| 
required  of  a  man  that  he  should  share  the  action  and  passion 
his  time  at  peril  of  being  judged  not  to  have  lived. 

—OLIVER  WENDELL  HOLMES  Jl 

Game  of  Chicken  Last  year  General  Motors'  119,00 
hourly  workers  paid  only  7%  of  their  health  care  costs,  compare' 
with  about  27%  [paid  by]  the  company's  38,000  salaried  worker: 
Even  at  27%,  such  a  system  virtually  guarantees  gross  abuse  c 
health  care  services  by  providing  virtually  no  incentive  to  econc 
mize  on  the  use  of  drugs,  physician  services  and  hospitals.  No  won 
der  GM's  health  care  tab  for  its  1.1  million  workers,  retirees  and  de 
pendents  is  closing  in  on  $6  billion  a  year,  or  about  $1,400  per  ca; 

The  UAW  knows  all  of  this.  But  its  strategy  is  to  use  the  cri 
sis  to  jump-start  the  drive  toward  a  fully  socialized  health  car 
system — or,  as  [UAW  President  Ron]  Gettelfinger  put  it,  a  "go\. 
ernment-led,  national  health  care  plan."  That  must  come  a 
music  to  the  ears  of  the  likes  of  Hillary  Clinton,  still  smartin 
from  the  humiliating  rejection  of  her  health  care  juggernaut  i 
1994.  There  is  no  such  thing  as  free  health  care.  Ultimatel 
somebody  has  to  pay  for  all  the  health  care,  as  all  those  Eurc 
pean  countries  staggering  under  the  weight  of  their  nation; 
health  plans  have  been  discovering.  The  UAW  is  playing  a  deadl 
game  of  chicken,  hoping  the  specter  of  bankruptcy  will  provid 
a  huge  push  for  national  health  care.  If  successful,  however,  th; 
will  mean  bankruptcy  for  the  country,  not  just  GM  or  Ford. 

—THOMAS  BRAY,  Detroit  New 

Boarded  Up  The  Norwegian  government  says  all  compa 
nies  must  have  boards  of  directors  that  are  at  least  40%  wome 
by  2007.  Those  that  don't  meet  the  quota  will  be  forcibly  liqu: 
dated.  Overall,  just  11%  of  board  members  in  Norway  ar 
women,  and  business  leaders  say  the  strict  quotas  may  fore 
them  to  add  less  qualified  members  to  their  boards. 

—CHARLES  OLIVER,  Reason  Onlir, 

Steppin'  Out  Traffic  signals  in  New  York  are  just  roug 

guidelines. 

—DAVID  LETTERMAN 
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Paradise  Without  Positioning  Fees. 

Exclusively  from  Fl< 


While  it  is  standard  for  major  fractional  jet  ownership  programs  to  charge  a  positioning  fee'  when  flying  to 
and  from  most  locations  outside  the  continental  United  States,  Flexjet  is  the  only  program  that  gives  owners 
the  option  of  traveling  to  and  from  Bermuda,  the  Caribbean  and  other  tropical  destinations  without 
positioning  fees  —  regardless  of  the  share  size  or  aircraft  type  they  own.  Paradise  without  positioning  fees 
is  just  another  example  of  the  added  value  and  flexible  options  that  Flexjet  owners  exclusively  enjoy 

If  you  want  paradise  without  the  positioning  fees,  call  1 -800-FLEXJET  or  visit  flexjet.com. 

BOMBARDIER 

BOMBARDIER  FLEXJET 

'Positioning  fees  are  charged  for  flying  an  aircraft  back  to  the  mainland  or  to  send  an  aircraft  to  an  international  destination  to  pick  up  passengers. 


ANTIGUA  AND  BARBUDA  •  ARUBA  •  BARBADOS  •  BERMUDA  •  BONAIRE  •  CABO  SAN  LUCAS  •  CAYMAN  ISLANDS  •  CURACAO  •  DOMINICA  •  DOMINICAN  REPUBLIC 
i,  \..-.  GRENADA  -  GUADELOUPE  ■  HAITI  •  ISLAS  LOS  ROQUES  ■  JAMAICA  •  MARTINIQUE  •  PUERTO  RICO  •  ST.  EUSTATIUS  •  ST. KITTS  AND  NEVIS  •  STLUCIA 
v,,'  U\?fi.J  ST  MARTIN/SINT  MAARTEN  •  ST.  VINCENT  AND  THE  GRENADINES  •  TRINIDAD  AND  TOBAGO  •  VIRGIN  ISLANDS  (US) 

i  p  2005  Bombardier  Inc.  'Trademarks)  of  Bombardier  Inc.  or  its  subsidiaries. 
:'  :  ,  — 


urrent  Events 


j  Ernesto  Zedillo,  Former  president  of  Mexico 

RECTOR,  YALE  CENTER  FOR  THE  STUDY  OF  GLOBALIZATION 


Argentina  or  the  "Principles"? 


GENTINA'S  DEBT  DEFAULT  IN  DECEMBER  2001 — THE  BIGGEST 
history  for  any  one  country — triggered  for  the  nth  time  the  alarm 
naling  the  inadequacy  of  the  international  financial  system  to  deal 
th  the  risk  posed  by  capital  Hows  to  emerging  markets.  Crises  in 
?xico,  Thailand,  Indonesia,  Korea,  Russia,  Iira7.il  and  Turkey  had 
;ceded  Argentina's  meltdown  by  a  few  years,  yet  little  had  been 
ne  to  improve  the  system's  ability  to  deal  with  these  episodes. 
Argentina's  financial  collapse  was  the  impetus  for  serious 
.cussions  on  how  to  improve  the  system.  At  first — and  spear- 
aded  by  the  IMF — the  focus  was  on  creating  a  formal  bank- 
ptcy  mechanism  for  sovereign  debtors,  but  that  idea  was  soon 
•apped  because  it  generated  strong  opposition  among  both 
btors  and  creditors,  who  considered  a  statutory  approach  to  be 
necessary  and  counterproductive.  The  emphasis  then  shifted 
a  voluntary  approach  to  crisis  prevention  and  resolution, 
lally  last  November,  after  more  than  two  years  of  consultations 
long  the  main  government  borrowers  and  the  private  lending 
ititutions,  an  understanding  was  reached,  and  the  Institute  of 
ternational  Finance  issued  the  "Principles  for  Stable  Capital 
)ws  and  Fair  Debt  Restructuring  in  Fmcrging  Markets."  The 
rinciples"  present  a  set  of  voluntary  market-based  guidelines 
it  promote  greater  direct  cooperation  between  sovereign -debt 
uers  in  emerging  markets  and  their  investors  and  creditors,  in 
der  to  avoid  crises  or,  if  necessary,  cope  with  those  that  arise. 

uidelines  to  Avoid  Disaster 

ie  Principles  aim  to  prevent  crises  by  encouraging  full  trans- 
rency  on  the  part  of  debtors  regarding  their  relevant  economic 
d  financial  information,  their  commitment  to  pursue  macroeco- 
mic  stability,  economic  growth  and  market  confidence,  as  well 
their  willingness  to  consult  with  creditors  as  soon  as  any  debt- 
■vice  problems  emerge.  Under  such  circumstances  creditors  will 
called  upon  to  consider  the  rollover  of  short-term  maturities  of 
tstanding  loans  and  the  maintenance  of  trade  and  interbank 
es  of  credit  in  order  to  minimize  the  risk  of  market  contagion. 

For  cases  in  which  a  debtor  cannot  fulfill  its  payment  obliga- 
ms,  the  Principles  advise  a  process  of  voluntary  debt  restruc- 
ring  essentially  aimed  at  restoring  normal  market  access  to  the 
>ubled  debtor.  Emphasis  is  put  on  good-faith  negotiations  and 
operation  between  the  debtor  and  the  creditor  community  to 
liicve  deals  that  assure  a  critical  mass  of  market  support  for  the 
structuring,  while  preventing  discrimination  among  affected 
editors.  Nothing  in  the  Principles  prejudices  the  outcome  of 
gotiations  between  issuers  and  investors,  which  means  nego- 


tiations could  comprise  anything  from  cases  ol  minor  resched- 
uling to  those  in  which  small  or  big  writeoffs  prow  necessary. 

The  Principles  are  also  consistent  with  a  fairly  new  development 
in  the  market:  bonds  that  include  collective  action  clauses  that  allow 
for  amending  payment  terms  if  a  supermajority  ol  >.  reditors  agree 
in  contrast  to  the  totality  thai  traditionally  was  required.  Since  Mcn 
ico  issued  the  first  bond  of  this  kind  under  New  York  law  in  March 
2003,  $70  billion  worth  have  been  issued  by  more  than  JO  countries. 

The  Argentinean  Approach 

On  paper  the  Principles  look  like  good  guidelines,  which — if 
applied  assiduously — would  have  made  less  likely,  perhaps  even 
impossible,  most  of  the  traumatic  debt  lailures  that  have  occurred 
since  Mexico's  August  I  S)<S2  default.  The  real  value  of  these  guide 
lines  will  rest,  of  course,  on  how  well  they  are  implemented  and  fol- 
lowed by  the  parties  involved.  They  will  be  tested  not  in  good  times 
of  ample  liquidity  and  reasonable  economic  growth,  as  now  prevail, 
but  in  rougher  limes  ol  interest  rale  spikes  and  adverse  export  mar 
ketsfor  debtor  countries.  In  the  latter  situation  some  debtors  will  be 
tempted  to  ignore  the  Principles  and  look  toward  Argentina's  uni 
lateral  and  confrontational  approach.  Alter  all,  thai  approach  seems 
to  have  been  successful  lor  the  Argentinean  government,  so  far. 

After  being  in  default  lor  three  years  Argentina  launched  a 
unilateral  offer  in  January  to  exchange  its  defaulted  bonds,  which 
carry  a  principal  value  plus  unpaid  interest  ol  about  $10'  billion, 
for  new  bonds.  Argentina  gave  bondholders  until  Feb.  25  to  take 
the  deal  or  leave  it.  By  the  deadline  the  participation  rate  in  thedebl 
exchange  reached  76%.  bondholders  who  accepted  the  deal  will 
take  a  haircut  of  about  70%  on  the  nominal  value  of  their  assets. 

Although  Argentina  will  still  have  to  deal  with  some  $20  bil- 
lion in  defaulted  debt  that  was  not  tendered  for  exchange,  it 
clearly  has  gotten  a  big  break.  If  it  adopts  the  necessary  si  na  tural 
reforms,  it  could  transform  the  economic  recovery  it's  been  enjoy 
ing  since  2003  into  a  long  period  of  sustained  economic  growth. 

Other  nations,  however,  should  not  be  tempted  by  Argentina's 
example  of  debt  management.  It  was  the  presence  of  exceplion.il 
geopolitical  and  economic  circumstances  that  allowed  the  Argen 
tinean  government  to  get  its  way.  Proliferation  ol  unilateral  defaults 
a  la  Argentina  would  be  a  highly  destabilizing  force  in  interna 
tional  capital  markets,  with  dire  consequences  lor  debtors  and  cred 
itors  alike.  Furthermore,  such  a  proliferation  would  in  all  likelihood 
mean  that  far  fewer  resources  would  be  available  lor  financing 
other  emerging  economies'  development  over  both  the  medium 
and  the  long  term.  Stick  to  the  Principles.  They're  a  safer  bet.  F 


forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Leo  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currcntovonts. 
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California  Leavin' 


)NE-THIRD  OF  LOS  ANGELES  RESIDENTS  NOW  TELL  POLLSTERS 
ley  are  sick  of  their  city.  The  percentage  of  L.A.  malcontents  has 
oubled  in  only  two  years,  according  to  polls  cited  by  Anne  Tay- 
)r  Fleming,  a  local  essayist.  Of  course,  one  learns  to  take  any 
oil  analysis  with  a  grain  of  salt.  But  my  gut  tells  me  this  one  has 
:  right.  The  radio  talk  shows  in  L.A.  these  days  yap  constantly 
bout  the  prices  of  houses,  car  commutes  that  never  end  and  the 
reakdown  of  public  services.  What  religion  is  to  contemporary 
J.S.  national  politics — a  bitter  and  hardening  divide — illegal 
nmigration  is  to  California  politics.  Los  Angeles  has  become 
le  Fallujah  of  this  ideological  war  zone. 

This  column  will  leave  the  touchy  subject  of  illegal  immigra- 
on  to  the  experts.  Except  to  say  this:  Stricter  border  control, 
kay,  but  the  only  way  out  of  this  mess,  the  only  permanent  and 
eaceful  answer  to  illegal  immigration,  is  capitalistic  reform 
Duth  of  the  border.  Mexicans  need  reasons  to  stay  in  Mexico: 
conomic  growth  and  jobs. 

As  for  the  33%  of  L.A.  residents  who  hate  their  city  and  want 
)  move  out:  Go  for  it!  Now!  Yes!  There  will  never  be  a  better 
ear  than  2005  in  which  to  sell  your  house  and  pick  up  stakes, 
lere's  why. 

•  The  gap  in  house  prices  between  greater  Los  Angeles  and 
iterior  America  is  wider  than  ever.  Go  to  coldwellbanker.com 
nd  see  for  yourself.  Click  on  home  price  index.  Type  in  $1  million 
nd  select  Santa  Monica,  Calif.,  an  upper-middle-class  LA.  suburb, 
s  your  base-comparison  city.  Now  select  equivalent  nice  suburban 
reas  across  the  country  and  see  what  comparable  houses  cost, 
lere's  a  sample:  Scottsdale,  Ariz.,  $348,000;  West  Chester/Chester 
lounty,  Pa.,  $321,000;  Overland  Park,  Kans.,  $190,000.  You  can 
;e  that  L.A.  residents  are  paying  a  high  price  for  misery. 

•  Get  out  now  because  house  prices  on  the  urban  coasts 
ave  peaked.  That's  the  consensus  of  experts,  based  on  ratios 
jch  as  house  prices  to  local  incomes  and  mortgage  payments  to 
)cal  rent  prices.  While  I'm  usually  skeptical  of  expert  consen- 
js,  this  smells  right.  Rising  interest  rates  have  started  to  put  the 
rakes  on  house  appreciation.  The  number  of  "for  sale"  signs  in 
California  is  exploding  like  spring  pollen. 

•  For  most  people  the  quality  of  life  in  interior  America  is 
etter.  Okay,  that's  just  one  columnist's  opinion.  But  I  do  travel 
bout  the  country  a  great  deal,  giving  speeches.  Whenever  I  ask  for 
show  of  hands  on  how  the  locals  feel  about  the  economy — local 
nd  national — Texans,  Minnesotans  and  New  Mexicans  invariably 
re  bullish,  while  New  Yorkers  and  Californians  are  bearish.  I 
uspect  the  crushing  costs  of  living  on  the  urban  coasts  has 
amething  to  do  with  this.  That  and  the  sense,  especially  in  Cal- 
brnia,  that  the  public  infrastructure  is  falling  to  pieces. 

•  The  sophistication  gap  between  the  coasts  and  inte- 


rior America  is  shrinking.  Sinclair  Lewis,  in  1930,  became  the  first 
American  novelist  to  win  the  Nobel  Prize  for  Literature.  He  came 
to  fame  by  skewering  small  towns  (in  Main  Street)  and  medium- 
size  heardand  cities  (in  Babbitt).  Prohibition  was  the  Blue  State- 
Red  State  divide  of  the  1920s,  and  satirists  such  as  H.  L.  Mencken 
had  a  field  day  portraying  the  self-righteous  sobersides  of  the 
prairies  (who  often  drank  homemade  corn  liquor  behind  the 
barn  at  night).  That  was  then,  but  the  image  lingers.  The  truth  is, 
Google,  FedEx  and  free  trade  (which  makes  possible  the  dispatch 
of  ripe  avocados  to  Fargo,  N.D.  in  the  dead  of  winter)  have  made 
heartland  living  a  much  richer  experience  than  it  was  a  generation 
ago.  This  development  is  one  of  the  underpromoted  stories  of 
American  life  and  is  utterly  lost  on  Blue  Staters.  The  last  publicly 
expressible  prejudice  in  the  U.S.  is  that  of  Blue  State  sophisticates 
sounding  off  about  Red  Staters.  The  Red  Staters,  comfy  in  their 
$400,000  five-bedroom  homes  on  two  acres,  don't  much  care. 

College  Towns  Will  Boom 

Where  to  go  in  the  Red  States?  For  my  money  the  best  quality 
of  life  at  the  cheapest  price  is  to  be  had  in  university  cities.  That 
$1  million  house  in  Santa  Monica  will  cost  you  $280,000  in 
Charlottesville,  Va.;  $187,000  in  Austin,  Tex.;  $134,000  in 
Knoxville,  Tenn.;  $193,000  in  Provo,  Utah;  $203,000  in  Athens, 
Ga.;  $213,000  in  Gainesville,  Fla.;  $246,000  in  Fort  Collins, 
Colo.;  and  $197,000  in  Tucson,  Ariz.  Add  another  50%  to  get 
into  the  better  school  districts — hey,  that's  still  cheap  compared 
with  California  or  New  York.  Even  in  pricey  California  you  can 
find  bargains  in  the  Red  Counties  in  the  foothills  west  of 
Merced,  the  newest  University  of  California  branch. 

Real  estate  investments  in  these  university  cities  have  a  good 
chance  of  growing  for  four  reasons. 

•  All  of  the  cities  mentioned  above  are  situated  in  states  that 
will  outgrow  the  U.S.  general  population  between  2000  and  2030 
(see  the  census.gov  Web  site).  The  U.S.  as  a  whole  is  expected  to 
grow  by  29.2%  during  the  same  period. 

•  University  cities  tend  to  be  the  faster-growing  cities  within 
the  fastest-growing  states. 

•  Employers  hoping  to  tap  younger,  cheaper  talent  in  IT, 
biotech  and  nanotech — but  wanting  to  avoid  the  still-cheaper 
but  riskier  bets  of  offshoring  to  India  and  China — will  find  it  in 
American  heardand  university  cities.  "Outsource  to  Wisconsin" 
will  become  a  recurring  theme  in  the  decade  ahead. 

•  Broadband  wireless,  such  as  Intel's  Wi-Max  and  Qual- 
comm's  CDMA  standard,  will  soon  close  what  information  gap 
remains  between  America's  big  and  small  cities.  W 


Ji(Q|"Jj^g  I  Visit  Rich  Karlgaard's  home  page  at  www.life2where.com 
^^—■corn  |  or  e-mail  him  at  publisher@forbes.com. 
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Economic  Strategy  Indeed 

The  Internal  Revenue 
Service  says  biotech  en- 
trepreneur Joseph  M. 
Fernandez  used  an  improper 
shelter  to  duck  taxes  in  2000  on 
$26  million  of  capital  gains. 
He's  in  federal  court  fighting  a 
bill  for  taxes  and  penalties.  Fer- 
nandez bought  a  shelter  ped- 
dled by  a  business  of  Gary  M. 
Kornman's,  the  beleaguered 
Dallas  promoter  whose  offer- 
ings the  IRS  calls  abusive  and 
invalid  (FORBES,  Apr.  11).  Fernandez's  lawyer  says  his  client  relied 
in  good  faith  on  advice  and  that  the  IRS  missed  a  deadline  for 
objecting.  Fernandez's  gains  related  to  family  stock  sales  of 
Invitrogen,  a  Carlsbad,  Calif,  biological  research  products  firm  he 
co founded  and  took  public  in  1999.  He  left  and  now  heads 
Active  Motif,  another  Carlsbad  research  tool  maker.  California 
Governor  Arnold  Schwarzenegger  just  named  him  to  the  ailing 
state's  Economic  Strategy  Panel.  — Janet  Novack 

No  Nobel  Prize  for  Accountability 

The  Better  Business  Bureau's  Wise  Giving  Alliance  says  the 
Carter  Center,  set  up  in  Atlanta  in  1982  by  Jimmy  Carter  to  fos- 
ter human  rights  and  health  worldwide,  doesn't  meet  some  of  its 
good-governance  rules  for  nonprofits.  A  recent  BBB  report  says 
the  center's  board  of  directors  doesn't  provide  adequate  oversight 
or  approve  a  detailed  budget  and  that  the  center's  Web  site  lacks 
easy  access  to  IRS  filings  and  a  privacy  statement.  With  $113  mil- 
lion of  annual  gifts,  the  center,  affiliated  with  Emory  University, 
sits  in  the  top  half  of  the  FORBES  list  of  200  large  nonprofits.  In  a 
statement  the  center  says  it  is  implementing  changes  dealing  with 


"many"  of  the  criticisms.  Besides  Carter  and  wife,  Rosalynn,  thl 
trustees  include  Forbes  400  members  John  Moores  and  Arthul 
M.  Blank,  just-retired  Paramount  Pictures  boss  Sherry  Lansing 
and  Marjorie  M.  Scardino,  who  heads  Pearson,  owner  of  Lonl 
don's  Financial  Times.  — William  P.  BarreA 

Shocker:  Government  Skims  Money 

The  Court  of  Federal  Claims  is  poised  to  rule  on  the  merits  of 
four-year-old  lawsuit  by  Puerto  Pdco  plumber-turned-inventol 
Miguel  Figueroa  challenging  Congress'  right  to  grab  10%  cl 
patent  application  fees  to  help  balance  the  federal  budget.  Hj 
alleges  the  diversion  over  14  years  of  $750  million  violates  a  pro 
vision  in  the  U.S.  Constitution  authorizing  Congress  to  set  up 
patent  system  "to  promote  the  progress  of  science  and  the  usel 
ful  arts"  because  it  leaves  insufficient  funds  to  efficiently  proces| 
patent  applications,  lengthening  the  approval  time.  In  2003 
judge  rejected  the  federal  government's  argument  that  the  claus] 
didn't  limit  Congress'  spending  power.  Figueroa's  patent  for 
copper-pipe  soldering  tool  was  issued  in  2002  after  a  two-yeal 
wait  and  $1,000  in  fees.  —-Tomas  Kellner  and  W.P.E] 


Easier  Said  Than  Done 

A  Financial  Analysts  Journal  essay  by  Pimco  money  manager 
Paul  McCulley  says  the  U.S.  economy  now  is  shifting  from  two 
decades  of  dominance  by  capitalistic  impulses— tight  money, 
governmental  fiscal  discipline  and  deregulation— to  one  led  by 
"we  the  people"  trends  of  looser  monetary  policy,  budget 
deficits  and  reregulation.  He  predicts  higher  inflation  as  a 
result.  McCulley's  suggestions:  Buy  tangible  assets,  inflation- 
adjusted  Treasury  instruments  and  nondollar-denominated  in- 
vestments; lighten  up  on  stocks  and  government  bonds;  and 
use  a  value-investing  methodology.  —W.P.B. 
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In  addition  to  spacious  suites  with 
full  kitchens,  every  Residence  Inn" 
boasts  a  warm,  friendly  staff  to 
make  your  extended  stay  more 
comfortable.  And  if  the  social  hours, 
free  barbecues,  and  hot  breakfast 
buffets  aren't  enough  to  make  you 
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On  My  Mind  

By  Vladimir  Kvint,  professor  at  American  university's  kogod  School  of  business  in  Washington,  d.c,  former  head  of 
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The  Scary  Business  of  Russia 

How  does  an  honest  entrepreneur  fight  an  army  of  oligarchs  and  corrupt  bureaucrats' 


PRESIDENT  BUSH'S  PLANNED  MAY  9  VISIT  TO  RUSSIA  WILL  NO 
doubt  inspire  renewed  interest  among  Western  businessmen  in 
this  captivating  economy.  But  go  in  with  your  eyes  open.  This 
remains  a  corrupt  and  sometimes  savage  place  to  do  business. 

The  monumental  impediment  to  Russia's  prosperity  is  some- 
thing that  the  Putin  government  inherited  from  the  wild  and  gang- 
ster-ridden days  of  Boris  Yeltsin,  when  rampant  bribery  took  hold. 
Imagine  a  U.S.  customs  officer  privatizing  2  feet  of  the  U.S.  border 
and  forcing  people  to  pay  him  tolls.  The  equivalent  of  that  is  stan- 
dard practice  in  Russia.  My  esti- 
mate, drawn  from  coundess  con- 
versations with  owners  of  small 
and  medium-size  companies,  is 
that  diey  must  spend  a  fifth  of  their 
net  income  on  bribes.  Skimming 
that  from  the  economy  sends  an 
estimated  annual  $30  billion  into 
the  pockets  of  Russia's  officials.  As 
a  result,  the  corruption  budget  of 
Russia  is  bigger  than  revenues  from 
the  income  tax,  which  Putin  has 
limited  to  a  flat  13%. 

Efforts  to  curb  bribery  have 
been  meager  and  ineffective. 
Whereas  in  earlier  days  govern- 
mental bribe  takers  used  to  charge 
for  a  signature,  they  have  now 
learned  to  base  their  rates  on  the 
particular  documents  they  are 
signing.  Recognizing  this  problem, 
on  Mar.  14,  according  to  press  re- 
ports, Putin  said  ironically  that  all 
who  decide  to  start  a  business  in 
Russia  should  be  honored  with  a 

medal  of  personal  bravery  at  the  moment  of  business  registration. 
In  a  speech,  Rashid  Nurgaliev,  Russia's  interior  minister,  said  crim- 
inal groups  control  500  large  Russian  companies. 

None  of  this  has  stopped  British  Petroleum,  ExxonMobil, 
Total  and  others  from  committing  billions  of  dollars  to  Russia. 
It  makes  engineering  sense:  To  deliver  oil  from  the  Middle  East 
to  the  U.S.  takes  about  40  days;  from  Russia,  about  9  days. 
Meanwhile  General  Motors,  Boeing,  Caterpillar,  Pepsi-Cola 
and  Coca-Cola  have  built  factories  in  Russia  to  get  close  to  the 
rapidly  growing  middle  class.  Ford  initially  invested  $150  mil- 
lion in  a  plant  near  St.  Petersburg,  and  in  2004  it  produced 
38,700  vehicles  there.  Ikea  has  invested  nearly  $1  billion  so  far 


"The  corruption  budget  of  Russia  is  bigger 
than  revenues  from  the  income  tax,  which 
Putin  has  limited  to  aflat  13%." 


in  factories  and  warehouses 

But  as  fast  as  foreign  capital  is  coming  in,  indigenous  capil 
is  moving  out.  Among  countries  "investing"  in  Russia,  accordii 
to  government  statistics,  you  can  find  Cyprus,  the  British  Virg 
Islands  and  Luxembourg — all  havens  that  Russian  shell  corpi 
rations  use  to  take  capital  in  the  other  direction.  In  fact,  a  n 
$8  billion  of  investment  capital  left  Russia  in  2004.  The  Yeltsii 
era  oligarchs  do  not  welcome  competition  for  the  Russia 
consumer's  attention.  But  they  are  only  too  willing  to  u 

Western  businesses  to  help  the 
legitimize  their  ill-gotten  empir 
or  launder  their  profits 

In  2000  Putin  emerged  at  tl 
top  of  an  unsteady  power  pyr 
mid.  At  that  time  FORBES  ran  tv 
articles  with  my  vision  of  Putir 
challenges  ("Putin's  War  on  Thr< 
Fronts,"  Aug.  7,  2000,  and  "Watt 
Out,  Kleptocrats,"  Jan.  24,  200C 
Putin  is  winning  his  battle  again 
the  89  regional  governors,  and  tl 
Russia  that  was  disintegratir 
under  Yeltsin  is  now  subjected 
the  federal  power  center.  But  tl 
economy  is  still  corrupt.  Putin 
"supervision"  of  the  Khodo 
kovsky  case  has  given  pause  to  h 
admirers  in  the  West. 

Unfortunately,  foreign  ii 
vestors  must  find  ways  to  compn 
mise  with  the  oligarchs,  becau 
even  if  they  manage  to  get  tt 
upper  hand  through  the  courl 
they  may  yet  lose  the  war  on  tl 
sidewalks,  where  it  is  fought  with  bullets.  The  American  busines 
man  Paul  Tatum,  former  co-owner  of  the  Radisson  Slavyanska; 
Hotel  in  Moscow,  was  gunned  down  near  the  hotel  in  1996.  La 
July  the  editor  of  FORBES  RUSSIA,  Paul  Klebnikov,  was  murdered  c 
his  way  home  from  work.  Neither  case  has  been  solved. 

The  entrenched  criminal  class  is  also  the  main  obstacle  for  tl 
emerging  generation  of  Russian  entrepreneurs  who  would  like 
create  legitimate  and  transparent  businesses.  The  only  way  to  fig 
corruption  and  criminal  activity  is  to  enforce  the  laws  that  Russ 
already  has  (at  least,  on  the  books).  One  must  remember  the  wi 
words  of  President  Lincoln:  "Law  without  enforcement  is  on 
good  advice." 
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IWC. 

Engineered  for  men. 


IWC 

SCHAFFHAUSEN 
SINCE  1868 


He'll  have  to  wait. 


Ingenieur  Automatic.  Ref.  3227:  In  1868,  watchmaker  F.  A.  Jones  founded 
the  International  Watch  Company  in  Schaffhausen.  Since  then,  our 
engineers  have  developed  many  of  today's  legendary  timepieces  -  the 
R/^    Portuguese  family,  the  Pilot's  Watches,  the  Da  Vinci  and  the  Aqua- 
y'     timer  series.  It's  good  to  know  that  our  watches  aren't  just  packed 
Ife-  with  technical  advances.  But  also  with  the  passion  of  our  engineers. 


Automatic  IWC  movement  with  Pellaton  winding 
system  (figure)  I  Shock- absorbing 
system  I  Date  I  Soft-iron  inner  case 
for  protection  against  magnetic  fields 
up  to  80,000  A/m  I  IWC  bracelet 
system  I  Antireflective  sapphire  glass  I 
Water-resistant  to  120  m  I  Stainless  steel 


IWC  Schaffhausen,  Switzerland,  www.iwc.ch 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 


THE  MOST  AWARDED  KtW  CAR  EVER. 


THE  NEW  CHRYSLER  300C  >  2005  North  American  Car  of  the  Year  >% 

>  AutoWeek  Reader's  Choice  Award  *  Money  Magazine  Car  of  the  Year  >  For  a  complete 


nucKii  UP 


CHRYSLER 


INSPIRATION  COMES  STANDARD 


rOMOBILE  Magazine  Automobile  of  the  Year  >  2005  Car  and  Driver  lOBest  "Full-Size  Sedan" 
irds,visitCHRYSLER£OM/300,orcall  1.800.CHRYSLER  >  Chrysler  300 starting  at  $24,100' 


'300C  os  shown,  535,145.  t.> 


i  nuloinolivp  aWords  won  wilhin  the  initial  year  of  model  intn 
For  more  information  aboul  Chrysloi  Financial,  ask  your  locc 


Follow-Through 


0 


SEPTEMBER  29,  2003 

Zaphappy 

Iur  warning  about  the  growth  of  ad 
zapping  was  on  target.  At  the  begin- 
ning of  the  year  6  million  American 
householders  owned  a  TiVo  or  equivalent; 
another  6  million  plan  to  get  one  by  year- 
end,  according  to  a  recent  study  by  Arbitron 
and  Edison  Media  Research.  The  gadgets  are 
now  Americans'  favorite  technology,  the  poll 
found,  more  "loved"  by  consumers  than 
high-speed  Internet  access,  satellite  radio  or 
even  the  iconic  iPod. 

The  growth  in  ad-skipping  gadgets  is 
starting  to  bite  into  the  networks'  bottom 
lines.  After  the  networks  posted  handsome 
gains  for  the  2003-04  TV  season,  their  critical  presales  of  advertising  for  the 
current  season  were  flat.  In  May  the  networks  will  announce  their  projected 
take  for  the  coming  season.  The  numbers  will  likely  confirm  the  trend:  Ad 
buyers  won't  pay  ever  more  money  to  reach  fewer  viewers. 

Companies  with  names  like  Invidi  Technologies  and  Navic  Networks  are 
rushing  to  redesign  the  tired  30-second  spot.  Most  target  specific  types  of 
viewers,  so  that  only  cat  owners  see  ads  for  cat  food,  for  instance.  Making  ads 
more  relevant  could  help  stem  the  zapping  tide — if  viewers  take  their  fingers 
off  the  fast-forward  button  long  enough  to  notice  them.       — Scott  Woolley 


FLASHBACKS 


MAY  24,  2004 

How  to  Beat  Inflation 

With  inflation  on  the  rise  last  year,  we  offered  a  plan  to  beat  the  scourge. 
Bet  against  Treasurys  and  buy  natural-resource-related  stocks,  we  ad- 
vised. If  you  stuck  to  that  plan,  how  did  you  fare?  So-so.  Inflation  and 
interest  rates  have  indeed  continued  to  rise.  If  you  bought  Norfolk  Southern, 
which  transports  the  raw  materials  for  which  demand  remains  strong,  you 
made  money.  Norfolk  shares  rose  from  $24  when  our  story  ran  to  $32. 
Transocean,  the  world's  biggest  deepwater  drilling  operation,  climbed  from 
$27  to  $46.  Shorting  Treasurys  didn't  pan  out.  We  recommended  the  Rydex 
Juno  Fund,  which  does  just  that.  Since  our  story  it  has  slid  14%. 

— David  Serchuk 


JUNE  15,  1998 

Who  Ate  the  Dog  Food? 

When  we  put  Daniel  Dye  and  Mark  Beckloff  on  the  cover,  it  didn't 
occur  to  us  that  their  gourmet  pet  food  would  attract  scrutiny  from 
federal  regulators.  Now  Three  Dog  Bakery,  the  Kansas  City,  Mo. 
company  they  founded,  faces  a  threat  from  the  Department  of  Agriculture, 
which  has  notified  Three  Dog  that  it  may  have  to  remove  the  phrase  "100% 
human-quality  ingredients"  from  its  dog  biscuits,  lest  people  think  the  treats 
are  fit  for  humans.  Three  Dog  isn't  going  to  give  up  without  a  fight.  Since  it 
started  putting  the  claim  on  packages  in  2003,  the  number  of  stores  that  sell 
Three  Dog's  products  has  ballooned  from  300  to  9,300.      — Stephane  Fitch 


85  YEARS  AGO  IN  FORBES    JUNE  12,  1920 

Consciousness  Raising  Business 

success  and  conscience  used  to  have  little  in 
common,  it  was  thought.  Today  business  success 
and  conscience  go  hand-in-hand,  as  a  rule. 
Indeed,  "success"  not  attained  in  harmony  with 
conscience  is  now  generally  looked  upon  as  no 
success  at  all.  Conscience  is  the  parent  of  char- 
acter, and  without  character  no  man  is  today 
rated  a  success.  The  less  conscience  a  man  has. 
the  less  likely  is  he  to  be  successful— and  stay 
successful— today.  Our  whole  business  stan- 
dards have  been  raised. 

25  YEARS  AGO  IN  FORBES    FEBRUARY  4,  1980 

Monopoly  Board  It's  hard  to  get  a 

taxicab  in  New  York  City  these  days,  but  if  the  city 
government  tried  to  expand  the  number  of  medal- 
lions there  would  probably  be  rioting  in  the 
streets  by  disgruntled  cab  owners— to  say  noth- 
ing of  suits  in  the  law  courts.  Faced  with  a  similar 
threat  to  their  monopoly  power,  the  floor  brokers 
and  specialists  on  the  New  York  Stock  Exchange 
have  resorted  to  a  quieter  form  of  obstructionism. 
They  mobilized  their  majority  in  the  Big  Board's 
membership  to  block  a  proposed  modest  increase 
in  the  number  of  available  seats. 

Through  a  merger  announced  in  April,  the  NYSE 
plans  to  go  public  and  expand  electronic  trading. 

10  YEARS  AGO  IN  FORBES    MAY  8.  1995 

In  the  Vanguard  The  Vanguard  Group 

has  made  a  fetish  of  frugal- 
ity in  money  management. 
By  winning  over  millions  of 
investors  to  his  low-cost 
philosophy,  Vanguard  Chair- 
man John  Bogle  has  built 
his  fund  family  to  $145  bil- 
lion in  assets.  Bogle's  suc- 
Frugality  fetish:  cess  proves  there  is  next  to 
John  Bogle.  no  justjfjcatjon  t0  pay  high 

expenses  for  any  index  fund  or  for  most  types  of 
bond  funds.  However,  don't  conclude  from  this 
that  it  is  best  under  all  circumstances  to  go  for 
the  fund  with  lowest  charges.  For  proof  look  ho 
further  than  Vanguard's  own  actively  managed 
U.S.  stock  funds.  In  keeping  with  the  Vanguard 
philosophy  they  all  have  lined  up  money  man- 
agers willing  to  work  for  low  fees.  Unfortunately, 
almost  all  of  them  have  low  returns. 
Vanguard  recently  cut  fees  to  .09%  for  some 
investors^ 
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We  Sell  Cars,  Too 

Like  GM,  Ford  is  getting  socked  by  slowing  sales  of  big  sport  utilities. 

So  it's  scrambling  to  design  a  lineup  of  stylish  new  passenger  cars  By  Joann  Muller 


■  F  FORD  MOTOR  IS  GOING  TO  OVER- 
I  come  a  precipitous  drop  in  its  most 

■  profitable  segment — sport  utilities — it 
I  desperately  needs  to  win  over  people 
I  like  Jennifer.  She  1 -year-old 

teacher  in  Austin,  Tex.,  married  and  think- 
ing about  starting  a  family.  Stylish  but 


practical,  she  shops  at  stores  like  Target 
and  Banana  Republic. 

"Jennifer"  isn't  real — she's  a  fictional 
customer  conjured  up  after  six  months  of 
market  research,  including  the  infiltration 
of  consumers'  homes  by  packs  of  snoop- 
ing Ford  engineers.  Ford  hasn't  seen  the 


likes  of  Jennifer  in  its  showrooms  fo 
years.  It's  been  focused  on  truck  buyer 
while  Jennifer  and  her  friends  buy  import 
like  the  Honda  Accord. 

But  come  this  fall  Ford  is  counting  01 
Jennifer  to  buy  its  new  Ford  Fusion,  a  mid 
size  sedan  that  will  cost  $18,000  or  so.  Tb 
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gher  gas  prices  have  hurt  sales  of  Ford  SUVs  like  the  Explorer  (below),  down  more 
an  25%  so  far  this  year,  but  Chief  Executive  William  Clay  Ford  Jr.  (right)  hopes  to 
vive  market  share  with  hot-selling  cars  like  the  redesigned  Ford  Mustang. 


Slowing  sales  of  big 
sport  utility  vehicles 
lave  accelerated  Ford's 
J.S.  market  share  loss. 
:ord  hopes  a  new  line  of 
passenger  cars  and 
:rossovers  might 
everse  the  trend. 


ision — and  an  array  of  car-based  deriva- 
res  it  spawned — represents  Ford's  strat- 
y  to  climb  back  into  the  passenger  car 
gment  (in  which  its  U.S.  market  share 
s  fallen  from  22%  a  decade  ago  to  14%). 
it  doesn't  work,  Ford  will  be  stuck  in  the 
me  boat  as  General  Motors:  pinning  its 
•pes  for  a  comeback  on  its  big  sport  util- 
es, a  market  segment  that  at  the 
oment  is  crumbling. 

"We're  not  trying  to  hit  a  bunch  of 
>me  runs,"  concedes  Ford  Chief  Execu- 
e  William  Clay  Ford  Jr.  "We  need  to  hit 
>unch  of  singles." 

The  shift  away  from  SUVs  has  been 
uite  breathtaking,"  says  Ford,  who  says 
;  company  underestimated  how  quickly 
es  of  its  once-hot  Explorer  and  Expedi- 
>n  SUVs  would  deteriorate.  Sales  of  both 
hides  are  down  more  than  25%  so  far 
is  year,  one  reason  Ford's  overall  U.S. 
irket  share  tumbled  to  17.9%  in  the  first 
arter.  After  forecasting  a  North  Ameri- 
h  profit  of  $1.5  billion  in  January,  Ford 
w  says  it  will  be  lucky  to  break  even  in 


its  home  market  this  year.  (Ris- 
ing commodity  and  health  care 
costs  are  also  to  blame.) 

Ford  executives  are  under 
no  illusions  that  an  $18,000 
sedan  will  plug  the  loss  of  the 
huge  profits  SUVs  generate. 
Deutsche  Bank  estimates  Ford's 
gross  profit  (before  fixed  costs 
like  labor,  tooling  and  health  care)  aver- 
ages only  $5,400  on  a  midsize  passenger 
car,  which  is  $6,000  less  than  the  compa- 
rable figure  for  a  midsize  SUV.  So  that's 
why  the  company  will  build  up  to 
800,000  midsize  cars  and  car-based 
crossovers  off  of  one  common  chassis, 
saving  billions  in  engineering  costs. 
Fusion  is  the  first  of  ten  new  Ford,  Lin- 
coln and  Mercury  models  that  will  share 
a  modified  chassis  borrowed  from 
Mazda,  Ford's  Japanese  affiliate.  The  Lin- 
coln Zephyr  and  Mercury  Milan  sedans 
also  debut  this  fall,  followed  next  year  by 
two  crossovers,  the  Ford  Edge  and  the 
Lincoln  Aviator.  Other  derivatives, 


including  coupes,  convertibles  and  wag- 
ons, are  under  consideration. 

Right  now  there's  a  gaping  hole  in 
Ford's  car  lineup.  The  Taurus,  once  Amer- 
ica's bestselling  car,  hasn't  been  a  hit  since 
1995,  and  production  is  expected  to  end 
early  next  year.  About  80%  of  them  now 
end  up  in  corporate  and  rental  fleets.  The 
entry-level  Focus  overcame  a  spate  of  early 
recalls  to  enjoy  reasonable  success.  But 
Ford  says  10,000  Focus  owners  defect  to 
other  brands  each  year  because  it  doesn't 
offer  an  attractive  step-up  model.  The 
much-larger  $23,000  Ford  Five  Hundred 
and  its  crossover  mate,  the  $25,^00 
Freestyle,  have  been  gaining  momentum 
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iHtrfront 


after  a  slow  start  last  fall,  but  even  Bill  Ford 
admits  their  plain-vanilla  styling  is  too 
conservative. 

Ford  doesn't  want  to  make  that  mis- 
take again  with  the  Fusion.  Its  original — 
and  safe — design  mimicked  the  leaders  in 
the  midsize  car  segment,  the  Toyota 
Camry  and  Honda  Accord.  But  in  focus 
groups  during  the  summer  and  fall  of 
2002  the  car  drew  ho-hums  from  con- 
sumers. Around  the  same  time,  Ford 
designers  finished  their  work  on  a  striking 
new  concept  car,  the  Ford  427,  that  was 
being  prepared  for  the  2003  auto  show  cir- 
cuit. Insiders  loved  it,  so  in  December  Ford 
officials  did  the  unthinkable:  At  the  last 
minute  they  ripped  up  the  Fusion's  design. 

Its  bland  front  end  was  ditched  and  re- 
placed with  the  427's  signature  three-bar 
chrome  grille.  That  change  threw  off  the  rest 
of  the  car's  design,  causing  changes  that  rip- 
pled all  the  way  to  the  rear  taillights.  Such 
upheaval  would  typically  lead  to  huge  de- 
lays and  costly  overruns.  But  the  Fusion  was 
the  first  Ford  vehicle  developed  with  ad- 
vanced 3-D  digital  software  that  allowed  en- 
gineers to  instandy  make  the  changes  and 
simulate  how  the  manufacturing  process 
would  be  affected.  The  result  is  a  bolder, 
more  athletic  design.  It's  no  Chrysler  300, 
but  at  least  the  Fusion  has  personality. 

Will  Jennifer  like  it?  Focus  groups 
showed  there  was  an  opportunity  for  a  mid- 
size sedan  aimed  at  people  aged  25  to  39 
who  are  single  or  newly  married  and  very 
focused  on  their  social  lives.  Visitors  went 
to  consumers'  homes — and  even  peered 
into  refrigerators  and  closets — to  get  in- 
sights into  their  interests  in  music,  technol- 
ogy and  fitness,  says  Dean  Stoneley,  Fusion's 
former  product  marketing  manager. 

Conclusion:  Jennifer  wants  to  look 
good  but  cares  less  about  what's  under  the 
hood.  So  engineers  made  upscale  features 
like  charcoal-black  leather  seats  and 
chrome  wheels  available  even  with  the 
smallest  four-cylinder  engine.  She  does  a 
lot  of  do-it-yourself  projects,  so  the  Fusion 
comes  with  rear  seats  that  fold  flat  with 
one.  flip  of  a  switch.  And  she's  active  and 
doesn't  want  to  carry  around  a  bulky  key 
fob,  so  the  automated  door  lock  buttons 
were  integrated  into  the  key. 

Who  knows?  Maybe  there  are  800,000 
people  like  this.  F 
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MITSUBISHI'S  SUGAR  DADDIES 


If  you  think  General  Motors  or 
Ford  is  in  need  of  a  dramatic 
comeback,  consider  Mitsubishi 
Motors.  The  Japanese  car  com- 
pany is  expected  to  lose  $4.4  bil- 
lion in  the  fiscal  year  ended  Mar. 
3 1 .  Its  sales  plunged  37%  in  the 
U.S.  and  1 1%  worldwide  last  year, 
and  it  has  had  37  recalls  for  qual- 
ity problems  in  the  past  five  years 
in  the  U.S.  There's  a  glut  of  car- 
making  capacity  around  the 
world.  Does  the  world  need 
Mitsubishi? 

Mitsubishi  is  going  to  be 
around  for  a  while  longer.  A 
$2.6  billion  bailout  in  March  by 
Japanese  keiretsu  partners  is  fi- 
nancing the  fourth  turnaround 
plan  in  five  years.  In  June  the  com- 
pany will  introduce  the  first  of  six 
new  vehicles.  "The  car  is  the  star," 
says  Richard  Gilligan,  chief  execu- 
tive of  Mitsubishi  Motors  North 
America,  part  of  the  fourth  new 
management  team  since  2000. 

He's  referring  first  to  the 
Eclipse,  a  jazzy,  162hp,  four-seat 
coupe  that  is  being  built  at  the 


company's  plant  in  Normal,  111. 
It  will  sell  for  less  than  $20,000, 
competing  with  the  Mazda  RX-8 
and  the  Ford  Mustang.  Next,  in 
succession,  starting  in  the  sum- 
mer: a  souped-up  Lancer  Evolu- 
tion and  a  brawny  pickup  truck 
next  year,  the  Eclipse  Spyder  con 
vertible,  a  new  sport  coupe  and 
the  Outlander  SUV;  and,  in  2007> 
a  new  Lancer  sedan. 

Gilligan  is  looking  for  the  sam 
magic  that  is  burnishing  Chrysle 
these  days — sharply  designed 
vehicles  (like  the  Chrysler  300) 
that  can  almost  single-handedly 
pull  a  company  out  of  trouble.  Ii 
the  U.S.,  Mitsubishi  is  aiming  at 
the  performance-on-the-cheap 
crowd  with  $19,000  to  $35,000 
to  spend 

Source  of  the  bailout  cash: 
Mitsubishi  Heavy  Industries  am 
Bank  of  Tokyo -Mitsubishi.  It's 
too  soon  to  say  whether  they'll 
be  willing  to  finance  a  fifth  turn 
around  plan,  if  that  proves 
necessary. 

— Robyn  Meredit 


Where  14-billion  Web  addresses  and  emails  get  directed. 

Where  2.7-billion  phone  connections  get  routed. 
Where  3,000  global  enterprises  get  secured. 
Where  $100-million  in  online  commerce  gets  transacted. 


/eriSign! 

A/here  it  all  comes  together. 


lions  of  times  each  day,  the  world  interacts  with  a  company 
u  may  not  realize  is  there.  One  that  is  driving  dynamic 
insformations  at  the  very  core  of  commerce  and  com- 
plications. VeriSign?  Through  our  Intelligent  Infrastructure 
rvices,  we  enable  businesses  and  individuals  to  find,  connect, 
:ure,  and  transact  across  today's  complex  Internet,  telecom, 
d  converged  networks. 


3,000  global  businesses  and  400,000  Web  sites.  And  we  handle 
over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  Verisign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile 
and  rich  media  content  distribution. 
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AMERICAN  EXPRESS 

Pyrrhic  Victory 

A  court  decision  in  favor  of  American  Express  opens  the 
credit  card  business  to  more  competition.  Might  Amex 
someday  regret  this  win?  By  Bernard  Condon 

AMERICAN  EXPRESS  WAS  THE  WIN-  Amex  in  the  past  dozen  years,  says  House, 

ner  in  an  antitrust  case  decided  by  "And  everyone  who  has  canceled  has  come 

the  U.S.  Court  of  Appeals  in  2003.  back  because  they've  lost  business/ 
1 


MERICAN  EXPRESS  WAS  THE  WIN- 
ner  in  an  antitrust  case  decided  by 
die  U.S.  Court  of  Appeals  in  2003. 
iThe  ruling,  which  the  Supreme 
Court  refused  to  reconsider  on  appeal  last 
fall,  demolished  rules  set  up  by  Visa  and 
MasterCard  forbidding  banks  issuing  those 
cards  to  also  issue  cards  for  rivals  like 
Amex.  This  has  come  at  a  time  when  Amex 
is  enjoying  robust  earnings  ( 13  quarters  of 
double-digit  gains)  and  considerable  pop- 
ularity on  Wall  Street  (it's  trading  at  17 
times  expected  earnings). 

Be  careful  what  you  wish  for.  This  anti- 
trust case,  coupled  with  another  one  in 
which  merchants  won  $3  billion  in  reim- 
bursements on  Visa  and  MasterCard  debit 
fees,  seems  poised  to  unleash  the  specter  of 
price  competition  in  the  card  business.  San- 
ford  C.  Bernstein's  Howard  Mason  points 
to  Discover  Financial  Services'  March 
announcement  that  it  would  offer  a  low- 
fee  card  with  GE,  a  Visa  and  MasterCard  is- 
suer previously  prohibited  from  working 
with  other  card  outfits.  The  first  store  to 
sign  up:  Wal-Mart,  which  is  rewarding  its 
Discover  users  with  cash  back  and  3  cents 
off  per  gallon  at  some  gas  stations. 

Shop  owners  handling  Amex  cards 
have  always  had  a  love-hate  relationship 
with  Amex.  They  love  the  fact  that  Amex 
users  are  big  spenders.  According  to  David 
House,  an  Amex  president  overseeing  mer- 
chant affairs,  the  average  Amex  card  is 
swiped  for  $9,500  in  charges  a  year,  four 
times  as  much  as  Visa  and  MasterCard.  But 
the  merchants,  particularly  supermarkets 
and  discounters,  don't  like  Amex's  high 
fees,  according  to  David  Robertson,  pub- 
lisher of  industry  newsletter  the  Nihon 
Report.  The  average  fee  for  Amex  is  $2.50 
per  $100  charged.  MasterCard  and  Visa 
charge  close  to  $2  per  $100. 

So  far  love  has  won.  "I  can  count  on  one 
hand  the  number  of  times  large  merchants 
have  canceled  or  threatened  to  cancel" 


By  the  Numbers 


Should  a  retailer  revolt  push  fees 
down  again,  Amex  would  have  a 
bigger  problem  than  would  its 
two  competitors.  Amex's  fees 
accounted  for  36%  of  its  $28 
billion  in  net  revenue  last  year. 
The  comparable 
figure  for  MBNA, 
a  large  Visa  and 
MasterCard  is- 
suer: 9%. 

Merchants 
have  long  com- 
plained, mostly 
in  vain,  about 
card    fees,  but 
power  may  be  shift- 
ing to  them  as  chains 
have  grown  bigger  and 
smarter.  Morgan 
Stanley  believes  seven 
big  chains  that  have 
sued  Visa  and  Mas- 
terCard recentiy,  in- 
cluding Wal-Mart, 
Home  Depot  and 
Best  Buy,  either  have 
gotten  their  fees  cut 
or  are  in  settlement 
talks  to  do  so. 

Amex  itself  has 
been  hit  with  a  class 
action  filed  by  retail- 
ers recently.  The 
plaintiffs,  mostly 
small  companies,  are 
shrewdly  borrowing  a  line  of  attack  used 
successfully  against  Visa  and  MasterCard's 
debit  card  fees:  They're  claiming  Amex  is 
illegally  "tying"  two  services  by  threaten- 
ing to  cut  off  retailers  from  its  big-spend- 
ing charge-card  holders  if  they  don't  also 
accept  its  high-fee  but  less  affluent  credit 


As  retailers  consolidate,  pressure  on 
card  outfits  to  cut  fees  will  climb. 


Share  of  U.S.  retail  sales 
held  by  ten  biggest  chains  in  1895. 


Share  of  ten  biggest  last  year. 

Increase  in  total  card  fees 
merchants  paid  in  2004  versus  2000 


card  customers. 

Recent  fee  hikes  came  as  a  bit  of  a  sur- 
prise. By  passing  on  the  case  in  October,  th« 
Supreme  Court  forced  Visa  and  MasterCarc 
to  let  banks  that  issue  their  cards  issue  com 
peting  ones.  That  was  supposed  to  intro 
duce  more  competition,  driving  fees  lower 
Instead  Visa  and  MasterCard  raised  fees 
which  they  share  with  banks,  by  6%.  Th< 
reason:  They  feared  Amex  would  attract  lot 
of  bank  allies  with  an  offer  to  cut  them  ii 
on  its  fatter  fees.  In  the  ensuing  month 
Amex  signed  up  just  three,  albei 
giant,  partners:  MBNA,  Citi 
group  and  UBS. 

The  danger  for 
Amex  lies  in  the  fac 
that  its  fees  an 
heavily  influencec 
by  those  chargei 
by    Visa  an» 
MasterCard 
which  accoun 
for  70%  of  US 
card  spending 
Morgan  Stan 
ley's  Kennetl 
Posner,  one  of  onl 
two  analysts  with 
"sell"  on  Amex,  cite 
an  unlikely  but  "cata 
strophic"  scenario 
antitrust  lawsuitl 
brought  by  retailetl 
forcing  Visa  an 
MasterCard  to  cuj 
fees  and  thus  Amel 
having  to  follow  su 
to  stay  competitivtl 
He  notes  that  recerl 
Australian  regulal 
tory  cuts  halved  thl 
portion  of  fees  goinl 
to  card-issuinl 
banks.  Those  fees  ail 
now  55  cents  pe| 
$100  purchase, 
'  third  the  U.S.  level.  I 
House  dismisses  the  notion  that  Amel 
fees  are  tied  to  those  charged  by  other  carl 
companies.  But  if  retailers  can  find  ways  tl 
induce  their  customers  to  opt  for  cheal 
cards  (cheap  for  the  retailer,  that  is)  over  en 
pensive  ones,  Amex  might  confront  somtl 
thing  it's  not  used  to:  pricing  pressure.  I 
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moving  forward  > 


It  will  take  you  as  far  as  your  mind  wants  to  go. 


THE  ALL-NEW  AVALON.  Re-imagined.  We  started  at  "A"  and  didn't  stop  until  we 
got  to  "Z."  When  you  unlock  your  doors  with  the  Avalon  Limited's  Smart  Key  System,  have  the 
confidence  of  280  horses'  and  the  protection  of  Dynamic  Laser  Cruise  Control,2  every  day  is  alive 
with  possibility.  So  feel  free  to  take  your  imagination  for  a  ride.  The  2005  Avalon.  toyota.com 


ig  achieved  using  premium  fuel.  'Available  on  the  Avalon  Limited.  Dynamic  Laser  Cruise  Control  is  designed  to  assist  the  driver  and  is  not  a  substitute  (or  sale  and  attentive  driving  practices.  Please  see  your  Owner's  Manual 
nportant  cautions  and  instructions.  Avalon  Limited  shown  with  available  equipment.  "  7005  Toyota  Motor  Sales,  U.S.A.,  Inc.  Art  by  Becky  Blair. 
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STUDS  AND  DUDS 

On  the  first  Saturday  in  May  the  Kentucky  Derby  winner  is  the  toast  of  the  horse-racing  universe.  But  how  do  Derby 
winners  perform  as  studs?  We  took  a  look  at  those  retired  long  enough  to  have  a  substantial  breeding  record  to  judge 
how  their  progeny  performed.  At  the  wire:  Genes  are  clearly  important,  but  being  a  Derby  winner  does  not  ensure 
fabulously  successful  offspring.  —Dan  Acknn 


Winner 

Winner 

Winner 

Winner 

Winner 

Winner 

Unbridled 

Strike  the  Gold 

Lil  E.  Tee 

Sea  Hero 

Go  for  Gin 

Thunder  Gulcl 

Year 

Year 

Year 

Year 

Year 

Year 

1990 

1991 

1992 

1993 

1994 

1995 

Median  Sale  Price 

Median  Sale  Price 

Median  Sale  Price 

Median  Sale  Price 

Median  Sale  Price 

Median  Sale  Pric 

of  Progeny 

of  Progeny 

of  Progeny 

of  Progeny 

of  Progeny 

of  Progeny 

$175,000 

$18,000 

$8,000 

$20,000 

$20,000 

$56,318 

Progeny  Earnings 

Progeny  Earnings 

Progeny  Earnings 

Progeny  Earnings 

Progeny  Earnings 

Progeny  Earning 

$42.5  million 

$11.2  million 

$7.4  million 

$15.2  million 

$11.2  million 

$38.8  million 

Earnings  Index 

Earnings  Index 

Earnings  Index 

Earnings  Index 

Earnings  Index 

Earnings  Index 

2.89 

1.04 

0.98 

1.39 

1.82 

1.72 

Earnings  Index  measures  the  average  earnings  of  a  stallion's  progeny  compared  to  all  horses  running  at  the  same  time  (l.00=average).  Sources:  Jockey  Club 
Information  Systems;  Thoroughbred  Times. 


TREE-HUGGER  UPDATE 

Gas  Attack 

No  good  deed  goes  unpunishe 
for  a  utility  trying  to  deliver 
cheaper  energy  to  its 
customers  By  Seth  Lubove 

BACK  IN  2001 ,  WHEN  GAS  WAS  REL 
tively  cheap  and  plentiful,  Steph' 
Baum  sounded  alarm  bells  that  t 
nation  was  facing  an  impendii 
shortage  of  natural  gas.  His  prediction  w. 
on  the  mark.  The  spot  market  price  for  g 
in  southern  California  has  climbed  fro 
less  than  $3  per  million  British  therrr 
units  in  2001  to  just  shy  of  $7  now. 

But  instead  of  applause  Baum  is  ge 
ting  scorched,  turning  into  the  poster  b 
for  angry  environmentalists.  His  crime: . 
chief  executive  officer  of  Sempra  Ener^ 
the  San  Diego  gas  and  electric  utility  hoi 
ing  company,  he's  building  an  $800  m 
lion  terminal  for  liquefied  natural  gas 
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Mexico  to  export  to  southern  California  to 
make  up  for  the  gas  shortage.  (Sempra  is 
also  building  terminals  in  Texas  and 
Louisiana  at  $700  million  each.) 

Greenpeace,  which  has  staged  a  protest 
outside  Sempra's  headquarters,  says  the 
company  is  pitching  "dirty  energy."  Other 
enviro-protest  groups,  such  as  the  Utility 
Reform  Network  and  Ratepayers  for  Af- 
fordable Clean  Energy,  accuse  Sempra  of 
'  promoting  further  dependence  on  foreign 
fossil  fuels."  The  Save  the  Waves  Coalition 
declares  that  Sempra's  planned  I.NG  facility, 
56  miles  south  of  the  border  in  Baja  Cali- 
fornia, will  ruin  a  "world-class  wave  known 
as  Harry's"  and  wipe  out  lobster  and  tuna. 

"Give  me  one  hour  under  oath  with 
these  guys  and  they're  either  going  to  re- 
tract a  lot  of  this  stuff  or  play  shuffleboard 
in  a  white-collar  prison,"  warns  William 
Powers,  the  self-employed  advocate  behind 
the  Border  Power  Plant  Working  Group, 
which  cautions  that  Sempra's  and  other 
proposed  LNG  terminals  place  "existing 
communities  at  risk." 

Baum  sees  a  hidden  agenda  behind  the 
complaints.  The  longer  LNG  opponents  can 
delay  imports,  the  more  expensive  domes- 
tic sources  of  gas  become.  Which  in  turn 
will  make  the  price  of  wind  power,  solar, 
geothermal,  biomass  and  other  cosdy  green 
energy  schemes  look  reasonable.  "One 
hand  washes  the  other,"  says  Baum. 

LNG  today  makes  up  barely  3%  of  the 
nation's  gas  supply.  But  supporters  estimate 
it  could  account  for  one-fifth  of  supply 
within  20  years,  presuming  more  of  the  43 
proposed  LNG  terminals  are  approved. 
(Only  5  are  operating  now,  in  Massachu- 
setts, Maryland,  Georgia,  Louisiana  and 
offshore  in  the  Gulf  of  Mexico.)  President 
Bush  weighed  in  in  late  April  when  he 
urged  Congress  to  give  the  Federal  Energy 
Regulatory  Commission  final  say  over  the 
location  of  LNG  terminals  instead  of  states 
and  municipalities  that  have  often  blocked 
them  on  safety  concerns. 

Indeed,  even  Baum  decided  not  to  fight 
the  protesters  directly.  Baum  located  Sem- 
pra's LNG  terminal  in  Mexico  to  keep  out 
of  reach  of  the  Greens  who  have  made  life 
miserable  for  LNG  projects  proposed  by 
competitors  from  Long  Beach  to  Coos 
County,  Ore.  In  Mexico  regulators  ap- 
proved the  terminal  in  less  than  a  year.  F 


Larry  Ellison  aimir 
at  Marc  Benio 
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Those  Pesky  Proteges 

Larry  Ellison  gets  even  with  disciples  who  leave  Oracle  to 
compete  with  him.  Two  down,  one  to  go  By  Victoria  Murphy 


LARRY  ELLISON  HAS  TO  BE  FEELING 
even  smugger  than  usual.  In  his 
master  plan  to  consolidate  the  soft- 
ware industry  under  Oracle's  roof, 
he's  played  a  central  role  or  at  least  had  a 
front-row  seat  in  the  downfall  of  follow- 
ers who  spurned  him.  Former  Oracle-ite 
Craig  Conway  got  fired  trying  to  fend  off 
Ellison's  hostile  takeover  of  the  company 
he  was  running,  PeopleSoft.  Oracle  vet- 
eran Thomas  Siebel,  founder  of  Siebel 
Systems,  has  seen  his  growth  stall  and 
share  price  go  from  $1 19  to  $8.59.  Rumor 
has  it  Oracle  will  gobble  up  Siebel,  too. 

That  leaves  Marc  Benioff,  founder  of 
Salesforce.com,  the  last  big  Oracle  rene- 
gade standing.  He  left  Oracle  in  1999  to 
launch  a  firm  to  deliver  sales  automation 
software  over  the  Web.  Annual  sales  re- 
cendy  reached  $176  million.  Salesforce's 
market  capitalization  is  $1.5  billion,  mak- 
ing Benioff s  stake  worth  $400  million. 

In  Silicon  Valley  success  often  breeds 
accolades  and  a  public  offering,  then  envy 


and  crushing  competition.  Ellison's  la 
est  comment  about  his  onetime  protq 
turned  superstar:  "Marc  Benioff  is  jui 
the  next  Tom  Siebel." 

He  wasn't  praising  him.  Now  Ellisc 
is  trying  to  change  Benioff  s  trajector 
With  little  fanfare,  over  the  past  five  yea 
Ellison  has  poured  $100  million  of  h 
own  money  into  a  business-softwa 
startup  called  Netsuite.  It,  too,  delivers  i 
software  over  the  Web,  targeting  the  san 
customers  Salesforce  wants:  smaller  con 
panics,  or  divisions  of  large  ones,  th 
crave  a  simple,  inexpensive  way  to  mai 
age  sales,  financials  and  customer  dat 
Netsuite  is  more  than  a  pet  project  ft 
Ellison.  He  checks  in  weekly  with  execi 
tives.  The  company's  annual  sales  recent 
hit  $50  million.  It  expects  to  reach  $1( 
million  this  year  and  go  public  next  yes 

In  January  it  vowed  to  charge  half 
Salesforce's  enterprise  list  price  (typical 
Salesforce  asks  $125  per  month).  "Cu 
tomers  are  growing  out  of  Salesforce 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund*  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 

We  want  you  to  knoww 


X  Aetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
-2004104 
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claims  Netsuite  Chief  Executive  Zachary 
Nelson.  "We're  targeting  its  weak  spots." 

No  shrinking  violet,  Benioff  shoots 
back  that  Netsuite  is  in  such  bad  shape  El- 


lison wants  to  sell  it  to  accounting  software 
firm  Intuit,  soon.  "We're  hugely  successful, 
so  we  have  some  competition,"  says 
Benioff.  "Telling  someone  they  can  buy 
Netsuite  for  half  the  cost  of  Salesforce  is 


like  saying  to  a  Porsche  buyer  they  can  get 
a  Segway  for  half  the  cost." 

Nelson  denies  his  company  is  for  sale 
and  assures  it  was  cash-flow  positive  in  the 


most  recent  quarter.  He  plans  to  double  his 
sales  staff  to  250  by  June. 

Ellison  and  Benioff  were  once  good 
pals.  Benioff  earned  a  reputation  as  a  bright 
go-getter  while  selling  Oracle  databases. 


Ellison  was  one  of  the  first  investors  i 
Salesforce,  injecting  $2  million  and  joirurj 
its  board.  But  in  2002  Benioff  kicked  hir 
off  over  an  Oracle  project  that  mirrore 
Salesforce.  "He  was  building  a  clone  of  us 
says  Benioff. 

Salesforce's  stock  has  weathered  th 
tech  funk.  Ellison's  stake  is  up  to  $20  mi 
lion  (0.1%  of  his  $18  billion  net  worth),  a 
lowing  Benioff  a  turn  at  smugness:  "We'i 
working  hard  to  make  Larry  back  all  th 
money  he's  losing  in  Netsuite.  We  feel  sort 
for  him.  His  expenses  are  high,  with  the  b 
boats  and  all  those  exotic  trips."  I 


"We're  working  hard  to  maki 

he's  losijagmNetsiiile^L 


SUIT,  COUNTERSUIT 

Financial  Follies 

One  of  Hong  Kong's  biggest  companies  gambled  $672  million  on  an  entrepreneur 
nobody's  ever  heard  of.  Now  it  wants  its  money  back  By  Luisa  Kroll 


Tony  Qu  traveled  from  Shanghai  to 
Silicon  Valley  a  decade  ago,  hoping 
to  strike  it  rich.  He  hit  the  jackpot  in 
May  2000.  Claiming  to  have  a  revo- 
lutionary video-on-demand  technology,  he 
convinced  New  World  TMT  in  Hong  Kong 
to  invest  in  his  company  PrediWave,  which 
had  no  sales  or  profits.  Over  the  next  four 
years  New  World  TMT  invested  $291  mil- 
lion in  nine  companies,  all  headed  by  Qu, 
and  spent  $38 1  million  on  hardware,  soft- 
ware and  research.  Qu  was  paid  $99  million 
in  salary  and  bonuses  during  those  years, 
more  than  the  well-compensated  chiefs  of 
Qualcomm  and  Intel. 

The  partnership  blew  up  last  spring. 
New  World  is  suing  PrediWave  in  California 
Superior  Court,  Santa  Clara  County  for 
$700  million,  alleging  that  it  misrepresented 
the  commercial  viability  of  its  technology 
and  that  Qu  misappropriated  funds  for  his 
own  benefit.  PrediWave  is  countersuing  for 
$58  million,  claiming  it  was  ready  to  ship 
products  and  that  New  World  breached  li- 
censing and  distribution  agreements. 

How  did  the  parent,  New  World  De- 
velopment, a  $14.4  billion  (assets)  real 
estate  titan,  get  into  this  mess?  Greed  and 
guanxi — personal  relationships — gone 
bad.  New  World  TMT,  its  tech  and  media 
subsidiary,  is  chaired  by  Henry  Cheng, 
eldest  son  of  New  World  founder  and  bil- 


lionaire Cheng  Yu-tung. 
Its  managing  director 
was  Henry's  longtime 
friend  Douglas  Chan, 
known  for  his  successful 
investment  in  Chinadot- 
com  Corp.,  a  Nasdaq- 
listed  company. 

Tipped  off  by  a  Cali- 
fornia patent  lawyer, 
Chan  flew  to  Santa  Clara 
in  early  2000  for  a  prod- 
uct demonstration  at 
PrediWave.  Rather  than  using  a  certain 
amount  of  bandwidth  per  customer,  the 
technology  broke  up  content  into  time- 
stamped  packets  that  could,  theoretically,  be 
transmitted  to  an  infinite  number  of  people. 
Chan  saw  great  potential  in  China,  where  a 
two-way  cable  infrastructure  hadn't  been 
built,  and  invested.  It  was  lucky  for  Qu,  who 
had  no  tech  experience — in  Shanghai  he 
ran  a  real  estate  outfit — and  had  been 
turned  down  by  U.S.  venture  capitalists. 

New  World  was  thrilled,  deploying  70 
people  to  sell  the  system  in  China.  Within 
three  years  it  coughed  up  $291  million  to 
Qu  and  related  companies.  Qu  received 
bonuses  of  $38  million  in  2002  and  $25  mil- 
lion in  each  of  the  following  years.  Predi- 
Wave says  he  earned  it:  Sleeping  two  hours 
a  day,  he  was  hospitalized  for  exhaustion 


Feeling  burned  and  out  for  blood:  New 
World  TMT  Chairman  Henry  Cheng. 


three  times;  his  mai 
riage  fell  apart, 
points  to  a  Marc 
2004  e-mail  Qu  sen 
trying  to  turn  dow 
money,  saying  he  w«- 
"uncomfortable"  wit 
such  a  huge  bonu, 
Chan's  response:  "A 
the  captain  of  ou 
'ship'  you  are  wort 
every  penny."  (Cha 
later  said  Qu  asked  fc 
the  bonuses,  saying  Y 
would  share  then 
with  contractors.) 

But  after  foi 
years  of  pounn 
money  into  a  losin 
venture,  New  World  had  had  enough. 
April  2004  it  sent  a  letter  saying  it  wouldn 
accept  any  more  PrediWave  goods  and  d« 
manded  its  money  back.  "They  malicious 
tried  to  wipe  out  the  operation,"  says  Vir 
cent  Lin,  PrediWave's  in-house  counsel. 

As  a  first  suit  goes  to  trial  next  montl 
sorting  out  the  facts  won't  be  easy.  Ne' 
World  claims  there  is  a  warrant  for  Qu's  a 
rest  in  China.  Qu's  lawyers  say  there  is  n 
warrant  and  New  World  is  simply  trying  I 
crush  a  small  foe.  Qu  confirms  he  was  d< 
tained  for  100  days  in  a  Shanghai  prison 
decade  ago  but  not  charged;  a  Santa  Clai 
judge  threw  out  references  to  his  detentioi 
Douglas  Chan,  who  could  probably  cle; 
things  up,  quit  New  World  and  isn't  talkin 
Qu  is  still  sitting  on  $100  million.  That  ju 
might  be  enough  to  cover  legal  fees. 
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Hotter  Than  Salsa 

With  sales  tepid,  the  music  business  heads  south. 

By  Peter  Kafka 


LIKE  MOST  OF  TODAY'S  HIP-HOPPERS,  RAMON  AYALA 
dresses  in  baseball  caps  and  baggy  clothes,  wears  con- 
spicuous jewelry  and  raps  about  attractive  women.  His 
last  album  sold  a  million  copies  worldwide,  and  there 
will  be  a  bidding  war  for  his  next  one.  But  unlike  most  of  his 
peers,  Ayala,  who  raps  under  the  name  Daddy  Yankee,  per- 
forms almost  exclusively  in  Spanish. 

Just  a  few  years  ago  a  Spanish-speaking  hip-hop  act 
would  have  drawn  limited  attention  from  music  distribu- 
tors. But  after  years  of  slumping  sales  the  music  business 
will  take  its  sales  where  it  can  find  them,  and  now  it  thinks  it 
can  find  them  in  Daddy  Yankee's  home— Puerto  Rico. 

The  tiny  U.S.  territory,  long  ignored  by  the  music  business, 
now  finds  itself  playing  host  to  a  rotating  cast  of 
record-label  emissaries,  all  of  whom  want  Daddy  . 
Yankee,  or  the  next  version  of  him.  The  island  is  ^>t- 
the  locus  of  a  tropical-inflected  version  of 
hip-hop  called  reggaeton,  which  has 
been  brewing  there,  as  well  as  in 
New  York  and  Miami, 


for  several  years. 

Last  year,  while 
overall  music  sales 
rose  5.3%  in  the 
U.S.,  Latin  music 
sales  rose  23.6%, 
with  a  big  boost 
from  reggaeton,  which 
features  stories  and  slang 
that  are  even  earthier  than  run-of-the- 
mill  rap.  U.S.  radio  stations  are  now  play- 
ing the  music;  in  the  last  six  months 
radio  giant  Clear  Channel  has  converted 
four  of  its  stations  to  a  "hurban"  format 
that  specializes  in  reggaeton  and  other 
Latin  hip-hop. 

Reggaeton  album  sales  are  still 
small — Usher,  by  comparison,  sold  12 
million  copies  of  his  most  recent 
album — but  even  in  mainstream 
music  only  a  handful  of  performers  t 
move  multiple  millions.  So  the 
record  companies  have  to  figure  m 
out  how  to  turn  a  profit  on  a  fit 
singer  who  can  sell  only  a  few  fH 
hundred  thousand  copies. 

To  date  much  of  the  sales 
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boost  has  benefited  Gustavo  Lopez,  an 
executive  at  Vivendi's  Universal  Music  who 
heads  the  company's  newly  formed  Latin 
hip-hop  label.  This  year  Lopez  bought  half 
of  VI  Music,  a  Puerto  Rican  label  that  had 
the  rights  to  Daddy  Yankee.  Lopez  has 
been  signing  up  entire  labels  for  investments  of  $300,000  or 
so:  Compare  that  to  the  $30  million  that  Warner  Music  just) 
handed  to  Sean  (P.  Diddy)  Combs  for  half  of  his  business 
"We  can't  spend  a  million  dollars  on  a  project  and  hope  we 
sell  5  million  copies,"  Lopez  says. 

Lopez  and  other  music  execs  have 
modest  ambitions  for  reggaeton:: 
Though  there  are  40  million 
Hispanics  in  the  U.S.,  the  lan- 
guage barrier  makes  the  music 
a  difficult  sell  for  listeners  whose 
Spanish  is  limited  to  cerveza. 
Instead,  he  hopes  to  make  music 
that  will  appeal  to  different 
segments  of  the  Hispanic  mar- 
ketplace: not  just  Puerto  Ricans^ 
say,  but  Mexican-Americans,  as  well. 
As  recently  as  a  few  months  ago 
Lopez  had  to  share  the  reggaeton 
market  only  with  a  rival  at 
Sony/BMG.  Now  the  other, 
two  big  distributors  (EMI 
and  Warner)  have  also 
perked  up.  Combs  has 
been  talking  about 
starting  up  his  own 
Latin      label  at 
Warner.  Daddy  Yan 
kee's  deal  with  his 
original  label  is  upj 
making  him  a  free 
agent,  and  indus- 
try speculation  is 
he  could  command 
$2  million  for  his 
next     deal.  Tegc 
Calderon,  an  ex-cab- 
driver  famed  for  his 
'street"  appeal,  is  said 
to  be  in  the  same  price 
range.  When  it  comes  tc 
cash,  there's  no  language 
barrier.  F| 


Rapper  Daddy  Yankee 
speaks  Spanish  but  gets 
paid  in  U.S.  dollars. 


poweredbycisco. 

ssness 


Cubicles  in  the  form  of  wide-open  spaces. 

Corner  offices  that  look  like  company  cafeterias. 
No  matter  where  you  wander  to  find  inspiration, 
the  wireless,  self-defending  networks  of  Cisco 
let  you  access  the  office  anytime,  anywhere. 
Learn  how  Cisco  is  helping  change  business  at 
cisco.com/poweredby. 


Today,  America's  most  advanced 
assembly  plant  opens. 


It's  a  $1.1  billion  commitment 
to  the  American  market.  A 
state-of-the-art  factory 
designed  to  deliver  the  next 
generation  of  Hyundais  as  well  as  create  thousands 
of  new  jobs.  And  it's  here  that  everything  we  know 
about  quality  and  reliability  will  find  its  way  into 
every  new  car  and  SUV  we  build.  Beginning  with 

the  totally  new,  completely 
redesigned  2006  Sonata 
It's  a  Hyundai  like  you've 
never  seen  before. 


HYUOOR! 

Drive  your  way 


HyundaiUSA.com 


HYUNDAI  AND  HYUNDAI  MODEL  NAMES  ARE  REGISTERED  TRADEMARKS  OF  HYUNDAI  MOTOR  AMERICA.  ALL  RIGHTS  RESERVED  O2005  HYUNDAI  MOTOR  AMERICA 
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Titans  in 

entertainment  and 
telecom  and  legions 
of  upstarts  are 
betting  billions  of 
dollars  that  you  will 
want  to  use  your  cell 
phone  for  TV,  music, 
gaming,  gambling, 
navigation— even 
Lilliputian  porn. 
Whatever  happened 
to  good  old-fashioned 
chitchat? 

BY  ERIKA  BROWN 


lAWRENCE  MORRISROE,  27,  IS 
obsessed  with  his  new  toy.  It  has  a  digital 
camera,  video  playback,  Bluetooth  wire- 
less capability,  a  memory  stick  and  a 
3-inch  screen.  It's  how  he  watches  his 
favorite  TV  show,  The  Family  Guy.  It  tells 
him  when  the  freeway  is  tied  up  on  his 
drive  to  work.  He  uses  it  to  take  pictures 
in  his  travels  to  Australia  and  Taiwan, 
zapping  the  photos  to  his  Weblog  so  his 
friends  and  family  can  tag  along.  And 
his  versatile  little  toy  also  lets  him  hear 
how  much  his  wife  misses  him — when 
she  calls  to  tell  him  so.  It's  his  cell  phone. 
"I  can't  picture  myself  without  it,"  says 
Morrisroe,  a  Yahoo  manager  in  San  Jose, 
Calif.  "I  want  to  be  connected  24/7  so  I 
can  document  my  life  journey." 

Always  on  and  always  with  you,  the 
cell  phone  is  the  most  personal  and 
ubiquitous  gadget  ever  devised;  1.5  bil- 
lion are  in  use  worldwide,  and  last  year 
690  million  were  sold,  six  times  the 
number  of  PCs  and  laptops.  Suddenly 
this  high-tech  talisman  is  morphing  into 
something  even  bigger — a  futuristic 
entertainment  system  and  the  most 
exciting  new  tech  platform  since  the 
Internet.  Wireless  carriers  send  ever 
larger  chunks  of  data  ever  faster  across 
the  airwaves.  Makers  pump  out  phones 
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with  bigger  screens,  3-D  graphics  chips  and  lush 
digital  sound  and  video.  Newly  inspired  entrepre- 
neurs and  entertainment  titans  alike  are  in  a  mad 
rush  to  develop  songs,  graphics,  games  and  videos 
to  light  up  millions  of  teensy  screens. 

'The  mobile  phone  is  the  most  exciting  software  platform  in 
history.  It's  connected  to  the  Internet,  it's  truly  global,  and  it's 
an  essential  part  of  everyone's  lifestyle,"  says  Mitchell  Lasky, 
founder  of  Jamdat  in  Los  Angeles.  His  mobile-content  shop, 
which  went  public  on  Nasdaq  last  fall,  brings  in  $40  million  a 
year — and  boasts  a  market  cap  ten  times  that  sum — selling  Lord 
of  the  Rings  tones  and  games  such  as  Jamdat  Bowling.  Cell  phone 
games  require  no  inventory  and  no  shipping  and  have  low 
development  costs,  says  Lasky,  a  former  videogame  executive  at 

■.Wfl»>lMBllij:IIJ!>Al'J!il!iJ 

introduces  youngsters  to  the  new 
digital  playground, 


Tl 


Horn: 


Activision.  In  creating  old  console  games,  "I  could  spend  a  mi 
lion  dollars  before  I  knew  whether  a  game  was  fun,"  he  say 
"Here,  I  know  after  $10,000." 

You  can  already  do  a  wide  array  of  things  on  your  cell- 
though  most  of  us  don't  do  much  yet — and  new  offerings  a^  W 
exploding.  Bored  by  waiting  in  the  dentist's  office?  You  can  rat 
a  Lotus  in  Asphalt:  Urban  GT  or  slash  monsters  in  Prince  < 
Persia,  both  from  Paris-based  mobile  game  maker  GameLof]  | 
Late  for  a  meeting?  MapQuest  will  beam  driving  directions 
your  phone  for  $4  a  month.  Smart  Traffic  by  Pharos  can  tell  yo  : 
when  an  accident  lies  in  your  path.  Looking  for  lov«  iktu 
Match.com,  which  will  hook  you  up  for  $5  a  month,  eschev  : 
lengthy  profiles  and  cuts  to  the  chase:  "Flirt  anytime,  anywhere  D 
the  service  advises.  Then  the  two  of  you  can  pick  a  restaurant  < 
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ttovie  from  reviews  from  Vindigo  for  $25  a  year.  If  things  don't 
o  well,  you  can  always  download  nudie  pix  from  Pocket  Joy,  a 
jlO-a-month  service  from  VTX  of  Las  Vegas. 

The  hottest  new  gig  is  TV.  Verizon  Wireless  in  February 
lunched  V-Cast,  offering  dozens  of  channels  with  60-second 
imobisodes"  of  24:  Conspiracy'  and  other  fare  for  $15  a  month. 
4oms  can  subdue  screaming  toddlers  with  miniature  replays  of 
escune  Street.  At  least  10,000  subscribers  have  signed  up  so  far, 
esearch  firm  IDC  says.  Some  300,000  people  now  get  24  channels 
f  MobiTV  from  carriers  Cingular  and  Sprint.  The  service,  by 
detic,  a  Berkeley,  Calif,  outfit  that  translates  TV  signals  into  phone 
Drmats,  debuted  in  late  2003.  For  $10  a  month  you  can  watch 
undits  joust  on  CNBC  or  check  out  the  highlights  of  Fox  Sports' 
~he  Best  Damn  Sports  Show  Period.  The  picture  is  jumpy,  at  half 
the  frames  per  second  of  regular  TV,  but  it's  early. 

Silicon  Valley  is  gushy  and  giddy  over  this  new 
era  of  "cellevision,"  a  welcome  respite  from  five  years 
of  financial  rubble  since  the  Net  bubble  burst.  "It's  a 
brave  new  world,"  says  Dietrich  Ulmer,  chief  execu- 
tive of  Siemens  AG's  mobile  venture  arm,  which  has 
seeded  $26  million  in  a  dozen  mobile  software  out- 
fits and  plans  to  bet  $100  million  in  total.  "It  feels  like 
1995  and  the  emergence  of  the  Internet.  We  don't 
see  any  limitations  to  innovation." 

This  boom  will  be  "ultimately  more  important 
and  will  likely  offer  a  larger  wave  of  investment 
opportunity  than  the  personal  computer,"  says 
L.  John  Doerr,  the  Kleiner  Perkins  Caufield  & 
Byers  venture  capitalist  who  funded  such  phenoms 
as  Amazon,  Netscape  and  AtHome.  Kleiner  and 
other  firms  have  put  $22  million  into  Digital 
Chocolate,  a  mobile  game  publisher  started  by 
William  (Trip)  Hawkins,  founder  of  gaming 
Goliath  Electronic  Arts. 

But  are  U.S.  consumers  ready  for  this,  and  will 
they  even  be  able  to  call  it  up?  The  wireless  wave 
will  be  a  washout  unless  the  technology  gets  better 
and  consumers  get  more  comfy  with  it.  Quality 
content  is  key:  Is  anyone  really  eager  to  watch  for- 
mer child  star  Gary  Coleman  of  Diff  rent  Strokes  in 
an  episode  of  Love  Bytes,  an  alleged  comedy  created 
for  the  tiny  screen? 

Americans  bought  $4  billion  in  wireless  data  ser- 
vices last  year,  Yankee  Group  says.  But  85%  of  that 
was  for  simple  text  messages — and  only  one-third  of 
us  have  done  even  that.  The  remainder  came  from 
downloaded  applications.  And  60%  of  that  sliver  was 
for  the  easiest  download  of  all:  ring  tones,  according 
to  Qpass,  which  helps  carriers  bill  for  data  services. 
Wading  through  the  digital  muck  to  find  what  you 
want  is  poky  and  exhausting.  Grabbing  a  bite  from 
"Hate  Me  Now"  by  rappers  P.  Diddy  and  Nas  can  re- 
quire six  clicks  with  up  to  45  seconds  between  each — 
all  for  a  20-second  snippet. 

Dropped  calls  are  irritating  enough;  wait  till  you 


lose  reception  while  watch- 
ing news  reports  of  a  ver- 
dict in  the  Michael  Jackson 
trial.  Battery  power  is  an- 
other problem.  And  ii  par 
ents  and  grandparents  use 
rival  cell  services,  they  can 
forget  about  sharing  a 
video  clip  of  Suzie's  first 
birthday. 

It's  all  a  bit  much,  even 
for  some  stalwart  geeks.  "I 
always  have  the  latest  and 
greatest  gadget,"  says  Andy 
B.  Arnold,  an  early  em- 
ployee of  the  bubble-era 
consulting  firm  Scient.  He 
recently  bought  a  Treo  600 
and  used  it  to  send  photos, 
browse  the  Net,  fire  off 
messages  and  play  "tons  of 
games,"  he  says.  "But  I 
never  used  any  of  it  after 
the  first  week."  The  recep- 
tion "sucked,"  so  he 
switched  back  to  his  four- 
year-old  Motorola  and  uses 
it  only  for  calls.  "I'm  much 
happier  now  that  life  has 
regressed  to  the  simple 
times,"  he  says. 

"A  lot  of  people  focus 
on  all  the  whiz-bang  stuff, 
but  we're  three  steps  ahead 
of  our  customers,"  con- 

$200,000  Average  cost       cedes  James  Ryan>  a  Cin" 

gular  vice  president. 

But  wait.  The  first  PCs 

were  pretty  clunky  and 

annoying,  too.  All-purpose 

cell  phones  are  going  to  get 

better.  The  chips  will  get  faster,  somebody  will  figure  out  how  to 

make  the  batteries  last  longer,  and  clever  algorithms  will  fatten 

the  bandwidth.  Someday,  the  cell  phone  might  be  so  good  that 

you  throw  out  your  iPod,  your  laptop  and  your  Blackberry.  There 

will  be  winners  in  Silicon  Valley  when  this  happens,  and  a  lot  of 

losers,  too. 

Carriers  are  beginning  to  see  the  benefits  of  the  superphone. 
At  Sprint  PCS,  8  million  of  its  26  million  subscribers  now  use  data 
services.  Last  year  they  swapped  300  million  photos,  spending  an 
average  of  $6  per  month — an  extra  10%  of  their  bill — on  top  of 
voice  charges.  Verizon's  16.6  million  wireless  data  customers  (of 
43.8  million  subscribers  total  at  the  end  of  2004)  spent  $1.1  bil- 
lion last  year,  more  than  double  the  level  in  2003,  to  get  100  mil- 
lion picture  messages  and  100  million  downloads.  Research  firm 


By  the  Numbers 


182  million  U.S.  wireless 

subscribers  at  the  end  of  2004. 

63%  Penetration  rate  of 
cellular  subscribers. 

40%  Portion  of  12-  to  14-year- 
olds  who  own  cell  phones. 

$4  billion  Spent  on  data 

services  last  year. 

4%  Cellular  revenue  derived 
from  data  services. 

2.5  billion  Text  messages 

sent  each  month. 

1,000  Average  cost 

of  developing  a  mobile  game. 

Sources:  Yankee  Group:  In-Slat;  IDC: 
ITFacts.biz:  MobileYouth. 
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In-Stat  says  the  major  U.S.  carriers  will  be  spend- 
ing almost  $20  billion  in  two  to  three  years 
upgrading  to  next-generation  networks  to  support 
all  these  newfangled  services.  They  have  little  other 
choice,  given  that  prices  on  pure  voice  services  keep  going  down. 

Qualcomm  is  investing  $800  million  to  build  a  mobile  broad- 
cast video  network,  which  it  will  offer  to  consumers  sometime 
next  year.  Crown  Castle  International,  a  cell  tower  operator,  is 
working  with  Nokia  on  a  similar  video  broadcasting  service  that 


will  help  deliver  television  to  mobile  phones. 

Cell  phones  in  use  could  rise  40%  to  more  than  2  billion  in 
three  years,  IDC  forecasts.  Some  U.S.  carriers  already  offer  up- 
wards of  350  unique  mobile  games,  with  revenue  of  $345  million 
last  year,  says  IDC.  Sales  could  soar  to  $1.5  billion  in  three  years 

The  waiting  riches  are  luring  the  biggest  incumbents  and  pla- 
toons of  startups.  Walt  Disney  Co.  was  among  the  first  giants  to 
make  a  foray  into  mobile  content.  Five  years  ago  it  started  selling 
simple  black-and-white  Mickey  Mouse  screen  savers  in  Japan 


You  Mean  You  Can  Talk  on  This  Thing? 


Tens  of  thousands  of  unique  and  weird  tidbits  are  available  for  the  device  formerly  known  as  your  cell  phone. 

Instant  Messaging:  AOL  is  still  king,  but  dozens  of  rival 
services,  including  one  from  Verizon,  are  vying. 
Openwave  allows  people  to  use  photos  to  represent 
themselves  in  IM. 

►  Nongame  Time-Killers 

Celebrity  Now:  The  latest  gossip  and  paparazzi 
pix  from  Vindigo. 

Sports:  All  the  majors  are  available,  from  ESPN  to  Fox 
Sports,  with  clips  of  touchdowns  and  articles  on  the 
latest  steroid  bust. 

Movies:  Makayama  Software  sells  a  $30  program  that 
compresses  home  movies,  recorded  TV  and  feature  films 
to  fit  onto  your  mobile  phone. 

►  Weird  Stuff 


►  Practical 

Weather  Channel:  Forecasts  sent  to  your  phone  as  a  text 
message  at  75  cents  a  pop. 

Presentations:  Picsel  Technologies  lets  you  download 
PowerPoint  files  and  other  attachments  to  your  phone. 
Plug  the  cell  into  a  projector  via  a  USB  port  and  start 
selling. 

MovieGoer:  Vindigo's  service  lists  movies  in  your  area  and 
shows  posters,  reviews  and  maps  to  the  theater.  Coming 
soon:  Buy  a  ticket,  too. 

Video  Voice  Mail:  In  Portugal,  Openwave's  technology  lets 
callers  shoot  their  own  video  message  or  choose  one 
from  Britney  Spears  or  Clint  Eastwood.  Companies  may 
use  it  to  leave  ads  as  messages. 

*  Social 

Crunkie:  Mobile  blogs  (online  diaries),  location-based 
friend-finder  and  guide  to  nearby  restaurants,  from 

WaveVarket. 


Bathroom  Finder:  Log  on  to  find  the  nearest  public  toilet, 
ranked  by  cleanliness,  from  Vindigo. 

Flesh-Eating  Virus:  Jamster  combines  your  camera  phone 
with  a  videogame.  Point  the  lens  at  a  friend  and  try  to  zap 
the  voracious  virus  before  it  eats  her  face. 

Voodoo  Doll:  Name  your  voodoo  after  your  ex,  then  yank 
off  his  legs.  Send  the  video  clip  to  his  phone.  Thank  you, 
Jamster. 

Disgusting  Ring  Tones:  Gross  sounds  imitating  bodily 
functions  are  available  from  most  ring  tone  companies. 

►  Security 

Fingerprint:  Atrua,  working  with  a  Chinese  maker  called 
Yulong,  aims  to  let  you  use  a  scan  of  your  index  finger  to 
pry  open  your  messages.  It  may  debut  in  a  year. 

Face  Scan:  Omron  Corp.  of  Japan  unveiled  face- 
recognition  technology  for  camera  phones  in 
February.  Snap  a  picture  of  yourself  with  your  phone 
and  it  grants  access  only  after  verifying  you  as  the 
owner.  —E.B. 
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lgs  start  uncomplicated.  Why  change  them? 


complicated  enough.  Technology  shouldn't  add  to  the  problem.  So  Philips  is 
tted  to  making  technology  that  makes  sense.  Technology  that's  as  simple  as  the 
:omes  in.  Technology  that's  easy  to  use.  Technology  designed  around  the  way 
c  and  work.  In  other  words,  technology  that's  pure  simplicity 


PHILIPS 


sense  and  simplicity 


on  our  journey  at  www.philips.com/simplicity 


today  Japan  is  its  biggest  mobile  market,  with  an- 
|  nual  revenue  of  $90  million.  Disney  now  sells  6,000 
items  through  48  carriers  in  27  countries,  from  "Zip- 
A-Dee-Doo-Dah"  ring  tones  and  Simba  screen 
savers  to  games  inspired  by  movies  such  as  Pirates  of  the  Caribbean. 
Grown-ups  can  get  their  fix  of  news,  sports  and  soaps  through 
Disney's  ABC  News,  ESPN  and  SoapNet  outlets  on  Verizon's  V-Cast. 

ESPN  is  becoming  a  "mobile  virtual  network  operator."  It  will 
buy  excess  airwaves  from  Sprint  and  other  carriers  at  wholesale 
rates,  then  resell  the  minutes,  along  with  data  services,  to  the 
public.  Disney  may  launch  a  second  network  under  the  main 


printed  on  them  so  you  can  buy  stuff  by  phone  on  the  spot. 

EMI  Music,  likewise,  has  a  new  deal  with  Cingular  to  debi 
songs  on  the  cell  before  an  album  is  released.  The  first  single  fror 
Coldplay's  next  album  is  called,  fittingly,  "Speed  of  Sound,"  an; 
it  now  is  available  in  a  30-second  sampling  for  cell  phones,  tw 
months  before  the  album  shows  up  in  stores. 

Time  Warner's  Turner  unit  makes  money  in  mobile  throug 
its  ownership  of  Nascar  Interactive.  Four  million  of  Nascar's  7 
million  fans  log  on  to  its  Web  site  each  month.  For  three  years  the 
have  downloaded  all  manner  of  graphics  to  their  phones.  No' 
they  can  follow  every  one  of  Nascar's  36  races  per  season — liv 


Want  in  on  the  Action?  Check  out  these  mobile  players. 


►  Stocks  You  Can  Buy 


2004  MOBILE 

RECENT 

52-WEEK 

COMPANY 

BUSINESS 

REVENUE  (SMIL)  P/E 

PRICE 

HIGH 

For-Side 

Owns  Vindigo:  city  guides,  bathroom  finders,  paparazzi  pix 

$85 

NM 

$784* 

$2187 

Gameloft 

Game  publisher:  Tom  Clancy,  Prince  of  Persia,  New  York  Nights 

30 

NM 

4.352 

4.52 

InfoSpace 

Powers  carriers'  portals,  Seinfeld  laugh  tones,  Tetris  tourneys 

93 

28 

44.99 

57.92 

Jamba  (VeriSign) 

Sells  Kelly  Clarkson  and  Herbie  Hancock  ring  tones,  mobile  pet  games  1803 

32 

28.92 

36.09 

Jamdat 

Sells  Tony  Hawk  and  Texas  Hold  'Em  games,  Team  America  ringers 

37 

48 

18.59 

34.86 

Openwave 

Makes  software  that  runs  text  and  voice  messaging  on  phones 

330 

NM 

12.89 

16.30 

►  Startups  to 

Watch 

COMPANY 

BUSINESS 

FUNDING  TO  DATE  (SMIL) 

BACKERS 

Digital  Chocolate 

Game  publisher:  Sumo  Smash, 
Bubble  Ducky,  Atkins  diet  diary 

$21 

Kleiner  Perkins  Caufield  &  Byers, 
Sequoia  Capital 

Idetic 

The  tech  behind  MobiTV 

21 

Menlo  Ventures,  Redpoint  Ventures 

l-play 

Game  publisher:  3D  Golf,  Platoon,  50 
Maria  Sharapova  Tennis 

Apax  Partners,  Argo  Global  Capital 

MForma 

Astrology,  directory  services  and 
games  such  as  Ducati  Extreme 

63 

Bessemer  Venture  Partners, 
Draper  Fisher  Jurvetson 

Qpass 

Back-end  tech: 

mobile  billing  and  delivery 

101 

Granite  Global  Ventures,  Oak  Investment 
Partners,  Venrock  Associates 

Sorrent 

Game  publisher:  Atari's  Driv3r, 
Deer  Hunter,  Fox  Sports 

30 

Bank  of  America  Venture  Partners, 
New  Enterprise  Associates 

WaveMarket 

Crunkie  friend-finder,  other 
location-based  apps 

19 

BlueRun  Ventures, 
Draper  Fisher  Jurvetson 

'Trades  in  Japan,  trades  in  France.  3Second  half  2004.  Sources:  Companies. 


brand  name.  "Whether  it's  a  billion-dollar  business  or  a  $20  bil- 
lion business,  it's  a  great  opportunity,"  says  Laurence  Shapiro, 
head  of  Disney's  domestic  mobile  business,  formed  in  2001. 
While  the  Net  bubble  gave  rise  to  businesses  that  built  something 
first  in  the  vain  hope  that  customers  and  profits  might  come 
later,  in  the  cellevision  revolution,  "It's  build  it,  they're  already 
here,  and  they  are  purchasing  content,"  Shapiro  says. 

Disney  also  sees  the  cell  phone  as  a  marketing  tool.  To  pro- 
mote its  Pixar  animated  film,  The  Incredibles,  Disney  offered 
downloadable  ring  tones,  images  and  games.  "Every  download 
was  another  impression  for  the  film.  It's  a  new  way  to  advertise," 
Shapiro  says.  Coming  soon:  movie  posters  with  short  codes 


More  or  less:  Turner  doesn't  have  video  rights  to  Nascar  races, : 
cellular  fans  can  watch  miniature  animated  cars  whiz  around  tl 
track  on  their  phones  in  real  time  and  listen  to  their  favorite  dr 
ver  talk  to  his  coach  during  the  race.  Some  300,000  people  ha' 
signed  up.  "No  other  sport  lets  you  be  a  voyeur  like  this,"  sai 
Drew  Reifenberger,  head  of  Turner  Sports  Interactive. 

Korea's  SK  Telecom  and  EarthLink,  the  Internet  acce 
provider  founded  by  Sky  Dayton  in  the  Net  boom,  are  in  a  $4^ 
million  venture  to  offer  cell  phone  services.  Dayton,  who  rui 
SK-EarthLink,  argues  the  new  business  can  snag  $2  billion  in  re 
enue  over  the  next  four  years.  "In  Korea  people  do  their  bankin 
make  purchases  and  watch  soap  operas  on  their  phones,"  he  sa> 
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II  never  go  back  to  ordinary  TV. 

;  Flat  TV  with  Ambilight.  There's  no  sense  in  going  back  in  time,  so  you'll 
vant  to  turn  off  the  world's  first  and  only  Ambilight  feature.  It's  unlike  anything 

experienced  before.  The  Ambilight  effect  will  fill  your  room  and  your  eyes  ■  ■  ■  ■ 

e  color  on  your  TV  screen.  The  Flat  TV  with  Ambilight  from  Philips  -  the  next  I  LI 

the  evolution  of  television.  sense  and  simplicity 


on  our  journey  at  www.philips.com/simplicity 


"It's  like  having  a  crystal  ball  into  what  will  happen 

here." 

For  a  few  years  now  folks  in  Asia  and  Europe 
have  used  their  cells  to  zap  text  and  video  mes- 
sages, listen  to  music  and  watch  soccer  matches.  Wireless  con- 
tent services  brought  in  almost  $15  billion  worldwide  last  year,  I 
out  of  a  total  $93  billion  in  wireless  data  revenue,  says  Yankee 
Group.  Qualcomm  says  people  around  the  world  have  down- 
loaded 250  million  applications  based  on  Brew,  its  mobile  soft-  j 
ware  platform. 

Despite  the  footsteps  of  the  big  boys,  the  cellevision  revolu- 


tion may  be  delivered  more  by  pesky  upstarts.  In  five  years  ventui 
capitalists  have  put  $10.5  billion  into  wireless-related  startup; 
Enpocket,  in  Boston,  runs  mobile  dating  sites  (Match.com  MobiJ 
in  the  U.S.  and  MyCupid  in  India)  and  sells  mobile  greeting  card 
It  raised  $15  million  from  BlueRun  Ventures,  formerly  Nokia  Ver 
ture  Partners,  and  other  firms.  London-based  I-play,  which  put 
lishes  its  own  games  and  distributes  Electronic  Arts  titles,  lande 
$50  million  from  Apax  Partners  and  Argo  Global  Capital.  Sorren 
a  gamemaker,  hauled  in  $30  million  from  New  Enterprise  Assoc 
ates,  Sienna  Ventures  and  others. 

Sorrent,  based  in  San  Mateo,  Calif,  and  founded  in  2001  h 

is  pushing  Mickey  and  friends  into 
the  age  of  mobile  entertainment. 
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V  being  in  a  hospital  doesn't 
like  being  in  a  hospital. 

I  Ambient  Experience.  Hospitals  can  be  frightening  places,  so  to  help  patients 
hd  let  doctors  get  their  work  done  more  easily,  it  made  sense  to  let  patients  decide 
ley  want  to  see  around  them  -  a  field  with  flowers,  the  color  orange,  even  a 
phip.  Now  Philips  is  enabling  patients  to  control  what  they  see  and  hear  inside 
(I  walls. 
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sense  and  simplicity 


;  on  our  journey  at  www.philips.com/simplicity 
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Is  That  a  Cell  Phone  in  Your  Pocket? 


In  the  new  era  of  cellular  entertainment,  the  phrase  "obscene 
phone  call"  has  taken  on  a  whole  new  meaning.  Pornography 
is  headed  to  your  cell  phone,  if  you  want  it.  It  is  already  arriv- 
ing indirectly,  available  to  the  most  assiduous  fans  who  make 
the  extra  effort  to  get  to  it,  but  eventually  digital  smut  could 
reach  a  far  broader  audience  as  one  of  hundreds  of  features 
offered  by  carriers. 

Vivid  Entertainment  Group,  the  world's  largest  producer  of 
adult  films,  with  annual  revenue  near  $100  million,  already 
offers  mobile  titillation  in  20  countries.  Cell  porn  could  provide 
one-third  of  total  revenue  in  five  years, 
says  Vivid's  cochairman,  Steven 
Hirsch.  "We  see  it  as  a  huge,  huge 
revenue  stream  for  us,"  he  says.  "We'd 
like  to  do  it  in  the  U.S.  We  think  by  the 
end  of  the  year  some  carriers  will  start 
allowing  it."  But  carriers  have  thus  far 
been  reluctant.  Vivid  had  an  adult 
game,  Erotrix,  up  on  AT&T  Wireless 
("No  nudity,  but  it  was  sexy,"  Hirsch 
says),  but  it  was  scuttled  in  the 
Cingular  merger.  "They  weren't  ready." 

U.S.  carriers  even  balk  at  selling  Jenna  Jameson  "moan 
tones"  that  use,  as  a  phone's  ring,  the  X-rated  exhalations  of  the 
porn  superstar.  "It's  become  a  quagmire  of  hypocrisy,"  says 
Dennis  Adamo,  chief  of  New  York-based  Wicked  Wireless,  the 
firm  behind  Jameson's  ring  tones.  "Carriers  think  a  porn  star 
saying  'Take  me!'  is  inappropriate.  Meanwhile  they're  selling 
sounds  of  farts  and  bong  hits." 

For  now  carriers  in  the  U.S.  serve  up  PG-rated  fare  such 
as  scantily  clad  women  straddling  motorcycles.  Dwango  Wire- 
less is  helping  Playboy  develop  and  deliver  games,  images  and 
voice  clips.  Cingular  sells  games  of  strip  poker.  Maxim  maga- 

two  Electronic  Arts  executives,  originates  some  titles  but  prefers 
to  license  from  big  studios.  It  recently  devised  a  game  based  on 
the  Robots  flick  from  Fox  and  Blue  Sky  Studios.  "Carriers  gravi- 
tate to  big  brands,"  says  Sorrent  Chief  Exec  Gregory  Ballard.  He 
has  worked  in  videogames,  online  music  and  digital  VCRs  but 
says  none  of  these  can  rival  the  reach  of  cell  phones.  "We  will 
know  we  have  arrived,"  he  says,  "when  someone  in  Thailand  is 
tending  his  rice  paddies  and  playing  one  of  our  games." 

Sprint  now  gets  a  hundred  pitches  a  week  from  people  eager 
to  sell  their  wares  by  cell,  says  John  C.  Burris,  data  services  direc- 
tor. "We  are  not  Hollywood  executives,  nor  do  we  have  100  peo- 
ple checking  out  new  games  or  music,"  he  says.  "We  have  maybe 
a  dozen  people  for  that.  So  we  have  to  work  very  closely  with 
partners  that  aggregate  and  bring  us  content." 

Jamba  acts  as  a  wireless  Wal-Mart  for  carriers.  It  rang  up 


zine's  Mini  Bar  provides  drink  recipes  and  pickup  lines;  its 
Hometown  Hotties  program  sends  subscribers  a  picture  slide 
show  from  a  different  gal  each  day  of  the  week. 

Wireless  providers  in  Asia,  Europe  and  Latin  America  are 
less  shy  about  sex.  The  global  market  for  mobile  adult  content 
exceeded  half  a  billion  dollars  last  year,  says  Juniper  Research. 
It  could  hit  $5  billion  in  five  years,  Strategy  Analytics  forecasts. 
In  Europe,  Cherry  Media  offers  a  game  letting  cell  subscribers 
create  their  ideal  woman.  Blonde  or  brunette?  Thin  or  with  a 
voluptuous  behind?  Sweet  or  naughty?  The  game  then  serves 
up  the  appropriate  photo.  Cherry  also 
offers  a  "Choose  your  own  adventure" 
game  in  which  players  try  to  lure  a 
woman  into  bed  (they  don't  always 
win).  Managing  Director  Julia  Di- 
mambro  says  her  mobile  site  gets 
around  a  million  hits  each  month. 

Enquire,  a  mobile-content  outfit  in 
Barcelona,  offers  Mooobile,  a  site  that 
has  contestants  pick  through  online 
photos  to  guess  which  pairs  of  breasts 
have  silicone  implants  and  match  body 
parts  to  their  owners.  Enquire's  Voooyeur  lets  amateur 
exhibitionists  post  nude  photos  of  themselves.  Its  Mooobile- 
content  portal  offers  carriers  a  place  to  buy  amateur  pom 
videos.  John  Delano,  head  of  Enquire,  says  his  strategy  is  "to  be 
creative  around  the  mobile  phone  as  a  sexual  device.  It's  more 
than  just  moving  images  from  the  Internet  onto  the  phone." 

Vivid's  Hirsch  thinks  there  is  demand  for  on-demand,  live, 
interactive  video  on  mobile  phones.  By  year-end,  VividNow 
subscribers  will  be  able  to  have  video  chats  with  their  favorite 
girls.  Eventually,  they'll  be  able  to  tell  porn  stars  exactly  how  to 
make  love  to  the  camera.  Now  that's  entertainment.  —E.B. 


$180  million  in  sales  in  the  second  half  of  last  year  sellin 
crazy  frog  tones  and  flaming-skull  screen  savers  through  cai 
riers.  Jamba  has  a  library  of  50,000  add-ons  and  handles  ov« 
a  million  transactions  a  day.  One  game  lets  you  steer  a 
onscreen  Ferrari  by  rotating  the  phone  instead  of  strugglin 
with  a  stubby  joystick;  software  behind  the  camera  lens  tel 
the  game  where  you're  steering. 

The  firm,  formed  in  2000  and  based  in  Berlin,  popularize 
the  download  subscription  model,  selling  three  video  ring  ton< 
for  $6,  or  $2  a  week  for  a  new  game  each  week.  Customers  typ 
a  short  code  into  their  phones  and  the  charge  shows  up  on  the 
wireless  bill.  Carriers  snag  25  to  40  cents  of  each  dollar.  Jamb 
which  landed  $40  million  from  Summit  Partners,  got  acquire 
last  June  by  VeriSign  for  $273  million  in  cash  and  stock. 

Mitch  Lasky's  Jamdat,  since  launching  its  mobile  gamir 
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service  last  year,  has  run  22  million  multiplayer 
sessions.  It  has  almost  200,000  registered  users 
and  hosts  30,000  events  each  week.  One  big  hit  is 
a  puzzle  game  called  Bejeweled;  the  ten  top-rated 
players  have  each  played  an  average  of  23,600  times.  (The  saying 
"Get  a  life"  comes  to  mind.)  Jamdat  also  has  landed  a  coveted 
license  from  NeoPets,  an  online  community  of  93  million  peo- 
ple who  design  and  play  with  imaginary  pets.  "The  idea  is  to 
find  something  viral  and  exciting  that  fits  into  a  five-minute 
burst,"  says  Lasky.  "Our  ambition  is  to  become  the  Electronic 
Arts  of  the  mobile  phone." 

Trip  Hawkins,  the  founder  of  Electronic  Arts,  hears  that 
refrain  a  lot  from  would-be  mobile-moguls.  "It's  ridiculous.  EA 
is  going  to  be  the  EA  of  mobile,"  he  says.  So  he  looks  beyond 
videogames  at  his  new  outfit,  Digital  Chocolate  in  San  Mateo. 
He  hopes  to  create  an  entirely  new  genre 
of  addictive  phone  games. 
One  early  effort:  Babysitter,  a 
game  that  lets  your  toddler 
push   buttons  to  change 
images  onscreen  while 
listening  to  "Old  Mac- 
Donald  Had  a  Farm" 
and  such.  Push  a  digit 
and  steam  shoots  out 
of  a  train  or  a  camel 
becomes  an  elephant. 
Twinkling  stars  and  leap- 
ing sheep  will  soothe  the 
savage  rug  rat  at  bedtime. 

This  summer  Hawkins 
will  launch  Mobile  League  Sports 
Network,  a  fantasy  league  letting  baseball 
and  football  fans  swap  players  and  create  their 
own  teams.  Another  game,  Message  in  a 
Garden,  will  challenge  players  to  (virtually) 
plant  vegetables  and  flowers  despite  bugs 
drought  and  weeds.  "I  want  our  customers  to  be 
loyal  to  us,  not  to  the  carrier,"  says  Hawkins.  "When  you  make 
something  viral,  that's  a  huge  tipping  point." 

More  lucrative  than  kiddie  content:  adults-only  content.  In 
April  the  Web  site  Pokerroom.com  began  letting  cell  users  play 
Texas  Hold  'Em  for  real  or  play  money,  joining  3.5  million  play- 
ers. Many  phones  now  can  surf  the  Web  to  get  a  pornucopia  of 
mini-smut  from  Unwired  Sex,  Gratis  Ringtone  and  dozens  of 
other  upstarts.  One  British  outfit  offers  the  VibraExciter,  putting 
the  silent  ring  of  the  polite  phone  call  recipient  to  imaginative 
new  uses. 

"We  want  to  be  able  to  offer  customers  the  ability  to  get  to  the 
content  they  want  to  get  to  and  not  restrict  them  unduly,"  says 
Cingular's  Ryan.  "We  just  don't  want  it  associated  with  our  brand." 

The  mobile  market  is  so  powerful  it  can  bring  companies  back 
from  the  dead.  InfoSpace,  a  holdout  from  the  dot-com  daze,  used 
to  supply  Web  portals  with  horoscopes  and  weather  reports;  now 
it  runs  cellular  carriers'  portals,  offers  mobile  content  like  ring     money  on  this." 


sports,  games,  music,  movies- 
even  the  promise  of  a  social  life. 


tones  and  games  and  stages  Tetris  and  PacMan  tournaments, 
also  supplies  tech  for  mobile  content  cards  (akin  to  prepaid  phon 
or  gift  cards)  sold  at  BestBuy  and  Wal-Mart.  In  2004  the  com 
pany  reported  $93  million  in  mobile  revenue,  40%  of  total  sale 
and  up  sharply  from  $28  million  in  2003.  Its  stock  trades  at  $32 
share — far  below  its  reverse-split-adjusted  peak  of  $1,305  i 
March  2000  but  well  off  a  low  of  $4  in  September  2002. 

In  the  boom  Vindigo  raised  $24  million  in  venture  mone 
and  won  wide  notice  for  its  city  guide  for  PalmPilots.  When  th 
market  crashed  in  mid-2000,  founder  Jason  Devitt  pulled  back  H 
laid  off  25  workers,  half  of  the  staff,  and  a  skeleton  crew  slowl 
built  up  capabilities  for  Vindigo's  flagship  product,  then  adde 
other  applications  such  as  MovieGoer,  GuyStuff  and  Celebrit 
Now.  Two  years  ago  he  switched  focus  away  from  the  person; 
digital  assistant  market. 

"The  cell  phone  mark* 
is  already  bigger  than  th 
PDA  market  will  ever  be 
Devitt  says.  He  sold  th 
company  last  August  fc 
$36.5  million  to  For-Side, 
Japanese  mobile  medi 
company;  he  still  runs 
and  still  hopes  to  strik 
it  rich  in  mobile 
The  cell  phon 
offered  salvation  fa 
Frank  Chindamo,  a  Holl) 
wood  screenwriter  an 
producer.   In    1987  h 
started  shooting  shoi 
comedy    films  as 
student  at  Columbi 
University  film  school,  using  grants  from  HB( 
One  ten-minute  effort,  Shoe  Shine,  feature 
father-and-son  team  Jerry  and  Ben  Stiller.  Chir 
damo  moved  on  to  filming  shorts  for  HBO,  MT 
and  Comedy  Central  but  in  the  mid-199( 
jumped  to  the  Web,  figuring  it  was  the  future.  He  did  26  shorts  fc 
a  Warner  Bros,  online  site,  www.warnerbros.com.  He  tried  shoo 
ing  for  PalmPilots  and  other  PDAs  but  learned  that  users  didn 
want  to  play. 

Now  he  runs  Fun  Little  Movies,  which  he  started  in  Marc 
2003  with  less  than  $500,000  in  startup  capital  from  th 
founders  and  Velvet  Steamroller,  a  film  production  compan 
His  miniature  miniseries,  which  debuted  on  Sprint  PCS  in  Jam 
ary,  use  soap  opera  actors,  struggling  actresses  and,  um,  Gat 
Coleman  (in  Love  Bytes).  One  series,  the  aptly  named  Min 
Bikers,  features  midgets  as  crime  fighters  on  micromotorcycle 
"Mobile  is  the  fourth  screen,"  Chindamo  says,  after  movies,  T 
and  the  PC.  He  argues  that  one  day  it  will  be  every  bit  as  legi 
Production  costs  are  $2,000  to  $8,000  a  minute  compared  wit 
$  1  million  a  minute  for  big-budget  films.  "We're  on  the  verge  c 
something  very  exciting,"  he  says.  "We're  going  to  make  a  lot  c  > 
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Your  son's  first  visit  from  gj 
the  tooth  fairy. 
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YOUR  FUTURE. 


Proventia  ESP  (Enterprise  Security  Platform)  from  ISS  stops  Internet  threats  before  they  impact  your  business.  With  intrusion 
prevention  and  vulnerability  assessment  products  and  services,  Proventia  ESP  reduces  your  overall  risk  and  helps  assure 
egulatory  compliance  and  business  continuity.  Only  ISS  keeps  you  ahead  of  the  threat  with  preemptive  protection  for  you 
entire  enterprise.  Download  a  free  white  paper  at  www.iss.net/ESP/forbes,  or  call  1 -800-776-2362. 
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Technology 


DIGITAL  TOOLS 


Spring  Shoots 

A  bumper  crop  of  digital  cameras  brings  speed,  slimness  and  quality  |  By  Stephen  Manes 

PHOTOGRAPHS  BY  JOHN  KUCZALA 


JUST  AS  "MAIL"  HAS  INCREASINGLY  COME  TO  MEAN 
e-mail,  and  the  other  kind  has  become  "snail  mail,"  it 
won't  be  long  before  "camera"  will  mean  the  digital 
kind,  and  you'll  have  to  say  "film  camera"  if  that's 
what  you  have  in  mind.  As  a  class,  digital  cameras  have 
become  so  good  that  improvements  are  increasingly  incremen- 
tal. But  they  are  improvements  nonetheless.  In  the  electronics 
world  "getting  more  for  your  money"  is  not  just  a  slogan.  See 
Gordon  Moore  for  law  and  details. 

Speed:  The  Achilles'  heel  of  digital  cameras  has  been  their  lack 
of  responsiveness.  Press  the  button  and  you'd  often  wait  and 
wait  for  the  camera  to  get  ready  for  action — to  the  point  where 
you'd  miss  the  shot.  Now  the  best  new  cameras  have  taken  the 
wait  out  of  digital  photography,  and  all  but  the  very  cheapest 
have  cut  delays  down  to  the  perceptible  but  not  annoying  level. 
More  and  more  cameras  are  ready  to  go  a  second  or  so  after  you 
turn  them  on  and  can  reel  off  half  a  dozen  pictures  or  more 
when  you  mash  down  the  shutter  button. 
Size:  Even  low-end  cameras  have  gone  on  a  diet.  Unless  you 
really  want  a  professional-style  SLR  or  a  model  with  a  long  zoom 
lens,  there's  no  need  to  carry  around  a  camera  that  won't  fit  in 
your  pocket.  The  great  thing  about  little  cameras  is  that  you  can 
take  them  with  you  wherever  you  go.  The  greater  thing  about 
today's  little  cameras  is  that  they  have  fewer  visible  compromises 
in  picture  quality. 

Price:  This  is  the  year  of  the  extra  megapixel:  For  about  last 
year's  prices,  this  year's  models  toss  in  a  million-odd  extra  dots 
for  potentially  more  detail.  Megapixels  aren't  the  whole  story  in 
quality,  but  getting  more  rarely  hurts.  Even  cheap  3-megapixel 
cameras  can  now  deliver  very  nice  8x10  prints. 
Features:  As  digital  cameras  try  to  avoid  becoming  commodities, 
just  about  every  unit  on  the  market  has  some  gimmick  that 
might  actually  be  useful.  Many  cameras  can  now  do  decent 
video  (see  box,  p.  84).  Some  offer  to  help  frame  your  shots — or 
create  panoramas.  Formerly  tiny  LCDs  are  getting  big  enough 
that  they  can  be  handy  for  showing  off  those  family  members 
who  used  to  live  in  your  wallet.  And  some  cameras  now  come 
with  a  cradle  that  can  charge  the  camera  when  it's  not  in  use  and 
hook  up  to  your  computer  or  your  TV. 

Shop  online  or  out  at  the  mall  and  you'll  quickly  discover  a 
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bewildering  array  of  models  in  all  sorts  of  price  ranges.  Th 
good  news  is  that  really  bad  cameras  are  increasingly  hard  tc 
find.  Stick  to  brand  names  you've  heard  of  and  you'll  have  trou 
ble  going  wrong.  I  looked  at  two  dozen  models  in  an  attempt  t( 
sniff  out  the  best. 


SLR  WARS 

Single  lens  reflex  cameras  are  big,  powerful, 
fast  and  versatile.  They  offer  an  almost 
unimaginable  range  of  options,  from  special  shooting  modes  t( 
interchangeable  lenses  and  flash  units,  and  their  big  batterie 
keep  them  shooting  for  nigh  unto  forever.  But  they  were  basi 
cally  unaffordable  for  anyone  who  wasn't  an  extremely  seriou 
hobbyist  or  a  busy  pro — until  last  year, 
when  Canon  and  Nikon  both  introduced 
popular  SLRs  in  the  $1,000  price  range. 

Now  comes  Round  Two.  Canon  has 
reduced  the  price  of  the  original 
6-megapixel  EOS  Digital  Rebel  to  $750 
and  introduced  the  smaller,  lighter 
8-megapixel  Rebel  XT  at  the  old  model's 
$1,000  price.  Nikon  has  supplanted  the 
6-megapixel  D70  with  the  new  D70s  for 
$1,200  and  has  just  introduced  the  new 
D50,  unavailable  for  testing,  at  $900. 


Technology  digital  _t.o_q.ls_ 

These  cameras  are  for  photo 
purists.  They  don't  do  video, 
they  don't  do  audio,  and  they 
don't  let  you  compose  your  pic- 
ture on  the  LCD  screen.  What 
they  do  is  give  you  big  lenses 
and  sensors  that  gather  lots  of 
light,  which  is  what  photogra- 
phy is  largely  about.  Quality 
from  these  cameras,  even  with 
their  standard  "kit"  lenses,  is  su- 
perb. With  both  the  D70s  and 
the  Rebel  XT,  13xl9-inch  prints 
on  Canon's  wonderful  i9900 
printer  looked  terrific.  I  gave  a 
slight  edge  to  the  XT,  perhaps 
because  of  its  two  extra 
megapixels.  But  either  camera 
will  give  you  great  pictures — as 
will  the  original  Rebel  and,  I'd 
bet,  the  D50. 

I  also  tested  Olympus' 
8-megapixel  Evolt  E-300,  which 


ft 
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SLRs:  Olympus  Evolt  E-300;  Canon 
EOS  Digital  Rebel  XT;  Nikon  D70s. 


boasts  such  advanced  features  as  a  device  that  ultrasonically  shakes 
dust  off  the  image  sensor  every  time  you  start  up  the  camera.  But 
in  my  limited  trials  I  was  less  happy  with  the  pictures  it  took  than 
with  those  from  the  Canon  and  Nikon. 

Unless  you're  an  enthusiast,  these  cameras  are  ultimately 
overkill.  Nowadays  you  can  get  awfully  good  images  from  lesser, 
cheaper  models  so  light  you'll  take  them  everywhere. 

CLOSE  AND  CLOSER 

One  of  the  best  ways  to  get  a  better  image  is  to 
get  closer  to  it.  The  typical  consumer  digital 

camera  has  what's  known  as  a 
3X  optical  zoom  lens,  whose 
telephoto  setting  gives  you  three 
times  the  image  enlargement  of 
the  widest  angle.  But  a  6X  lens 
gets  you  twice  as  close  as  that, 
and  a  1 2X  lens  gets  you  twice  as 
close  again.  Instead  of  having  to 
crop  a  portion  of  the  photo  and 
enlarge  it,  you  can  fill  the  frame 
with  your  subject.  (By  the  way, 
"digital  zoom"  doesn't  do  any- 
thing you  can't  do  better  with 
photo-editing  software,  so  ig- 
nore digital  zoom  specs.  Optical 
is  all  that  matters.) 

Cameras  with  long  lenses 
are  getting  cheaper.  Pana- 
sonic's Lumix  $460  12X  zoom 
DMC-FZ5  and  $280  6X  zoom 
DMC-LZ2  both  have  optical 


II 


Big  zoomers:  Kodak  EasySharc 
2740;  Panasonic  Lumix  DMC  LZ2. 


image  stabilization.  That  helps  minimize  the  shake  that  teld 
photo  lenses  tend  to  maximize.  The  LZ2  comes  in  a  relativel 
compact  package;  the  I-Z5,  like  Kodak's  EasyShare  Z740  10X  zoort 
model  ($480  with  printer  dock)  is  bigger.  Both  come  with  ai 
electronic  rather  than  optical  viewfinder  to  complement  th 
usual  back-panel  IX2D. 

I  wasn't  thrilled  with  the  lens  flare  I  ran  into  on  the  Panai 
sonic  (which,  like  most  consumer  cameras,  inexplicably  lacks 
lens  hood)  or  the  Kodak's  lack  of  a  diopter  adjustment  to  clea; 
up  your  view  of  its  electronic  finder.  But  I  do  like  the  idea  tha 
with  all  these  cameras — and  others  in  this  category — you  cai 
get  closer  to  the  people  and  things  you  love. 


SMALLER  GETS  BETTER 

The  main  trend  in  digital  cameras  continues  to 
be  pocket-size  models  that  take  better  and  bet- 
ter pictures,  thereby  freeing  you  from  the  dangling  touristic  neck 
strap.  At  the  low  end  I  particularly  like  Nikon's  $200  Coolpi 
4600.  It's  small  and  light,  it  has  lots  of  plain-English  info  in  built 
in  help  screens,  it  can  warn  you  that  the  shot  you  just  took  migh 
be  blurred,  and  it  offers  4  megapixels — one  more  than  last  year' 
model.  But  it's  not  exactly  a  speed  demon.  Also  good  in  this  pric 
range:  Canon's  3-megapixel  PowerShot  A510,  which  includes 
handy  4X  zoom. 

Konica  Minolta's  $300  5-megapixel  Dimage  X50  is  a  decen 
choice  among  supersmall  models.  The  internally  zooming  len 
has  been  moved  nearer  the  center  of  the  camera  body  instead  c 
the  edge — where  its  predecessors  had  a  strange  propensity  t< 
photograph  your  thumbs. 

Want  thinner?  Sony's  5-megapixel  Cyber-shot  DSC-T7  is  a 
most  unimaginably  skinny,  and  it  has  a  surprisingly  large  2.5-inc 
screen  on  the  back  that  you  can  see  moderately  well  in  sunlight— 
a  good  thing,  considering  it  lacks  an  optical  viewfinder.  Test  image 
were  superior  to  the  Dimage's — but  the  T7  costs  $200  more. 

Want  to  work  wet?  Pentax  says  its  new  5-megapixel  $35 
OptioWP  can  live  underwater  for  up  to  half  an  hour  at  up  to  4. 
feet.  The  WP  stands  for  waterproof,  and  my  test  unit  emerge 


Splash  and  flasl 
Pentax  OptioWl 
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Musca  Domestica 
Response  Time:  150  milliseconds 


Samsung  91 5N 
Response  Time:  4  milliseconds 


)tion  captured. 

i moves,  catch  it  with  Samsung's  915N,  the  19-inch  LCD  with  a  blistering  4-millisecond 
>onse  time.*  Text  scrolling  is  smoother.  Streaming  video  really  flows.  Even  gaming  gets 
e  realistic.  Bring  your  desktop  up  to  speed  with  Samsung's  915N.  And  join  the  new 
>ement  —  of  motion,  www.samsung.com/monitor 

f|l5  Samsung  Electronics  America,  Inc.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co..  Ltd.  All  product 
(Irand  names  are  trademarks  or  registered  trademarks  of  their  respective  companies.  Screen  images  simulated, 
k-to-white  transition  time 
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from  15  minutes  in  the  kitchen  sink  none  the  worse  for  wear — 
though  snorkelers  should  note  that  this  baby  does  not  float.  It, 
too,  lacks  an  optical  viewfinder,  but  its  LCD  is  neither  as  big  nor 
as  bright  nor  as  high-resolution  as  the  Sony  T7's. 

This  year  small  7-megapixel  models  are  turning  up  all 
over.  Nikon's  entry  is  the  $400  Coolpix  7900,  which  includes 
a  plethora  of  special  modes — everything  from  help  with  com- 
position to  the  ability  to  focus  on  people  rather  than  on  the 


background.  It's  fine,  but  I  prefer  two  others. 

Sony's  $375  Cyber-shot  DSC-P200  is  fast,  works  in  lots  of  light 
ing  conditions  and  has  an  easy  shape  to  hold  (though  the  mod« 
dial  often  rotated  in  my  pocket  to  the  wrong  position).  Like  othei 
Sony  models,  it  has  an  excellent  video  mode  and  many  availabl* 
setting  tweaks.  But  after  blowing  test  photos  up  to  13x19, 1  founc 
it  and  the  Nikon  to  be  outclassed  by  the  $470  Canon  PowerSho 
SD500  Digital  Elph  when  it  comes  to  picture  quality. 


What's  a  Camera,  Anyway" 


Now  that  you've  got  a  phone  or  a 
camcorder  that  can  double  as 
a  camera,  do  you  really  need  a 
separate  digital  camera  at  all?  Short 
answer:  It  depends. 

Camera  phones  available  in  the 
U.S.  today  typically  lack  a  true  zoom, 
adjustable  focus,  an  accurate  sensor 
and  a  flash— not  to  mention  megapix- 
els. If  all  you  want  to  do  is  post  fuzzy 
thumbnail  reminiscences  on  the  Web, 
the  camera  in  your  phone  may  well  be 
enough.  If  you  want  to  print  big  pic- 
tures taken  in  darkness— no  way. 

But  all  cameraphones  are  not 
alike.  My  PalmOne  Treo  600  has  typ- 
ical resolution:  640x480  pixels.  But 
it's  wretched  as  a  camera:  Photos  are 
garish  and  fuzzy  at  best,  and  things 
get  worse  as  the  light  gets  dimmer 
and  the  pix  get  the  shakes. 

To  see  how  better  camera  phones 
work,  I  snapped  some  shots  with  two 
1.3-megapixel  models— Sprint's  Sanyo 
MM-5600  and  Sony  Ericsson's  S7I0. 
Neither  one  would  send  Ansel  Adams 
into  dithyrambs,  but  in  bright  sunlight 
both  were  able  to  produce  4x6  prints 
that  weren't  awful.  Though  both  have 
LED  lights,  both  lack  a  true  flash,  so 
as  light  gets  dimmer,  pictures  get  sig- 
nificantly worse.  And  though  better 
camera  phones  are  already  available 
outside  the  U.S.,  not  even  those  give  you 
the  kinds  of  lenses,  sensors  and  features 
you  get  on  a  stand-alone  digicam. 

Camcorders  can  do  better  as  still 
camera  surrogates,  in  part  because  of 
decent  optics.  I  tried  the  Sony's  $800 
DCR-DVD  403,  a  high-end  model  that 
records  on  little  DVDs.  And  thanks  to  a 
3-megapixel  sensor,  a  built-in  flash  and 


Unusual  hybrids:  Sony 
OCR-DVD  403;  Sony  Cyber-shot 
DSC-MI;  Sanyo  Xacti  C4;  Sony 
Ericsson  S7I0. 


those  nice  optics,  including  a  I0X  optical 
zoom,  it  works  pretty  well.  But  for  the 
moment  it's  an  exception:  Though  the 
optics  beat  what  you  find  on  phones,  the 
pixel  counts  of  most  camcorders  still 
come  closer  to  camera  phones  than  to 
real  cameras. 

Then  there's  the  hybrid  still/videocam, 
as  exemplified  by  the  $520  Sanyo  Xacti 


04,  not  yet  officially  available  in  the 
U.S.  With  a  512  KB  SD  card,  this  cute 
little  number  can  hold  20  minutes 
of  its  best-quality  video,  which  typ- 
ically turns  out  to  be  inferior  to 
what  you  get  with  a  low-end  digital 
camcorder.  Its  4-megapixel  stills 
are  helped  by  a  6X  zoom  lens,  but 
the  LCD  is  almost  impossible  to  use 
in  bright  sunlight.  It  sounds  a  lot 
better  than  it  works. 

Though  no  stand-alone  digital 
camera  can  fill  in  for  a  phone, 
many  can  serve  as  emergency 
camcorders.  The  best  take 
640x480-pixel  video  at  30  frames 
a  second,  which  looks  pretty  good 
on  a  TV.  In  my  tests  Sony's  recent 
models  have  been  the  clear  video 
champs,  though  Canon's  Power- 
Shot  SD500  is  fairly  capable,  too. 

And  Sony's  unusual  $500 
5-megapixel  Cyber-shot  DSC-MI 
camera  has  a  goofy  but  unique 
feature:  the  ability  to  give  you  a 
video  that  shows  you  what  was 
going  on  five  seconds  before  you 
pressed  the  shutter  button  and 
three  seconds  after.  The  trick 
involves  recording  endlessly  when 
you  use  its  "hybrid  record  mode" 
so  that  it  always  has  five  seconds 
of  video  stored  up— not-so-hot 
320x240  video,  alas.  Sounds  clever,  but 
as  you  might  expect,  this  mode  drains 
batteries  in  a  hurry— and  the  preshoot 
material  generally  features  your  clumsy 
attempts  to  line  up  the  still  shot. 

For  now,  the  conclusion  seems  in- 
escapable: If  you  want  a  camera  that  can 
deliver  pictures  you'll  be  proud  of,  buy  a 
camera  that's  mostly  a  camera.  —S.M. 
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When  someone  new  takes  the  lead,  everybody  knows  it. 


Gaining  more  than  275  lead  relationships  in  2004.  Wachovia  has  emerged  as  the  newest  leader  in 
corporate  and  investment  banking.  Our  integrated  platform  assures  our  clients  that  each  step  in  every 
transaction  is  fully  coordinated,  and  every  stage  of  capital  raising  is  executed  seamlessly.  Each  client 
has  one  coverage  banker  who  coordinates  a  team  of  product  and  industry  experts  to  provide  the  right 
solutions  for  your  business.  Talk  to  us.  We'll  show  you  what  it  takes  to  stay  ahead  of  the  competition. 
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via  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  incloding  Wachovia  Capital  Markets.  LLC  ("WCM"),  member  NYSE,  NASO,  SIPC. 
05  Wachovia  Corporation  '  . 
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WALK  IN  THE 
FOOTSTEPS 
OF  GIANTS 
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Today's  titans  of 
industry  meet  in  Monte-Carlo 
to  savor  the  historic  opulence 
of  the  legendary  Hotel  de  Paris, 
to  explore  the  cultural  delights 
of  the  Opera  House  and  Casino 
de  Monte-Carlo,  and  to  immerse 
themselves  in  the  pleasures 
of  this  world-renowned 
Principality. 


MONACO 
VISITMONACO.COM/SBM 

For  more  information,  call  800-753-9696 


The  compact  Elph  line  has  always  been 
popular,  but  the  cameras  have  always  been 
sluggish.  With  this  new  model  you  press 
the  button  and  the  lens  pops  out  in  almost 
no  time  at  all.  In  terms  of  performance  this 
new  model  is  almost  identical  to  the  P200 — 


and  in  every  side-by-side  comparisor 
threw  at  it,  its  photos  looked  better.  Barte 
life  and  video  quality  are  inferior  to  t 
Sony's,  but,  hey,  when  it  comes  to  digi 
cameras,  you  can't  have  everything. 
At  least  not  until  next  year. 


What  the  Salesperson  Won't  Mention 


JL 


•  •  •  •  ► 


MEMORY  The  dirty  little  secret  about  almost  every  digital  camera  on  the  market  is 
that  it  doesn't  come  with  the  memory  you  need  to  make  it  useful.  So  any  camera 
budget  needs  to  include  the  essential  card.  I'd  recommend  at  least  256  MB  ($30- 
plus);  512  MB  ($50-plus)  or  I  GB  ($80-plus)  are  better  still.  If  you've  got  an  older 
camera  or  an  MP3  player,  you  may  be  able  to  cannibalize  the  memory  you've  got— 
if  it  is  compatible  with  your  new  camera. 

BATTERIES  As  digital  cameras  get  smaller,  so  do  the  batteries.  More  and  more 
cameras  use  proprietary  batteries  that  you  can't  find  at  the  drugstore.  To  be  sure 
you  always  get  the  shot,  buy  a  spare  and  keep  it  charged.  If  your  camera  can  han- 
dle standard  batteries,  pack  an  extra  set  of  alkalines,  just  in  case. 
BACKUP  AND  RECOVERY  In  the  middle  of  my  camera  tests,  one  memory  card 
decided  to  forget.  It  stopped  working  in  the  camera  I  was  testing  and  refused  to  be 
understood  by  other  models.  But  all  was  not  lost;  in  fact,  nothing  was.  Computer 
software  rescued  me  by  sucking  the  photos  from  the  card  onto  my  hard  drive. 

There  are  lots  of  these  programs  around,  but  the  one  I  used,  PC  Inspector  Smart 
Recovery,  is  free  for  the  downloading  at  www.pcinspector.de.  It's  not  fast,  and  it's 
somewhat  confusing,  but  like  most  of  its  brethren,  it  can  even  retrieve  files  you've 
accidentally  deleted.  Note  well:  If  you  want  your  data  back,  stop  using  the  memory 
card  immediately  until  you  can  get  it  in  the  vicinity  of  a  program  like  this. 

And  if  you're  storing  your  precious  photos  on  a  hard  drive,  you're  looking  at 
trouble.  Figure  out  a  backup  plan— for  now,  recordable  CDs  and  DVDs  probably 
make  the  most  sense— and  label  carefully.  Consider  printing  out  your  most  cher- 
ished shots:  Though  it  may  fade,  a  paper  print  isn't  subject  to  the  technological  ob- 
solescence that  has  made  decade-old  5'A  inch  floppy  disks  increasingly  useless. 
INFO  if  you  savor  understanding  every  last  detail  before  plunking  down  your  money, 
visit  imaging-resource.com  and  dpreview.com.  Their  depth  and  breadth  of  infor- 
mation extend  to  comparative  shots  that  show  you  minute  differences  in  picture 
quality  between  two  similar  cameras. 

And  don't  ignore  the  manual.  Cameras  have  become  so  complicated  that  it's 
easy  to  overlook  highly  useful  features  or  fail  to  understand  even  simple  tasks.  In  my 
tests  one  camera's  photos  seemed  fuzzier  than  I  expected,  and  another's  came  out 
in  low  resolution.  The  manuals  led  me  to  settings  that  had  somehow  gone  awry. 

HP  and  Kodak  are  pretty  good  about  giving  you  plain  English  menus,  and  HP 
even  puts  a  generous  smattering  of  help  screens  into  its  cameras.  But  most  mod- 
els love  to  baffle  you  with  confusing  icons  whose  identity  you  will  grasp  only  by 
consulting  the  documentation.  This  is  one  product  category  where  a  skull  session 
with  the  manual  when  you  first  buy  the  thing  will  yield  a  big  payoff.  And  when  you 
head  out  for  that  vacation,  pack  the  pocket  guide— unless  it  comes  on  CD-ROM.— S.M. 

F01"bCS    I  ^,cp'len  ^anes  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo,  which 
^_»cc      ;  appears  weekly  on  public  television.  Visit  his  home  page  at  www.forbes.com/manes 
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eate  value  for  clients  from  thinking  strengthened 
xperience  -  and  execution  informed  by  everything 


ve  learned,  if  you  want  to  improve  customer  and 


yee  satisfaction  around  the  w 


t  us.  We'll  help  you  raise  the 

44-3000  or  visit  convergy 


CONVERGES 
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Outthinkifig  On uh ring. 


FLEMING'S  PRIME  STEAKHOUSE  &  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
in  an  atmosphere  that's  gracious  and  lively. 


WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 


Austin  Baltimore  Baton  Rouge  '  Birmingham  Boston  Cleveland  ■  Coral  Gables  Denver  ■  Edgewater  El  Segundo 
Houston  ■  Las  Vegas  Naples  Nashville  ■  Newport  Beach  Omaha  ■  Orlando  Phoenix  ■  Rancho  Mirage  Richmond 
St.  Louis  '  Salt  Lake  City    San  Diego  ■  Sarasota  ■  Tampa    Tucson  ■  Tulsa  ■  Tysons  Corner  flemingssteakhouse.com 


S  A  MATERIALS  SCIENCE 
Jg  Wk      engineer,  James  Kowalick 
JHrWl     spent  25  years  assembling 
flv  ■H    bullets,  bombs,  rockets  and 
'flLJp    nuclear  warhead  detona- 
^^^^Ml  tors  for  the  U.S.  govern - 
mm  ment  and  Aerojet,  a  de- 
nse contractor.  Now  he  is  trying  to  use 
is  expertise  to  add  a  little  brisance  to  ad- 
grtising.  The  shattering  power  he  has  in 
lind  comes  not  from  shock  ads  but  from 
le  sedate  realm  of  multivariable  testing. 


Multivariable  testing  is  a  basic  ele- 
ment of  the  engineer's  tool  bag.  You  want 
to  find  out,  say,  what  combination  of  cat- 
alyst, temperature  and  pressure  produces 
the  highest  yield  in  a  reactor  vessel.  You 
could  find  out  by  trying  thousands  of 
combinations,  but  what  if  each  experi- 
ment costs  a  lot  of  money? 

The  situation  calls  for  a  science 
known  as  experimental  design,  a  way  to 
harvest  the  most  data  from  a  small  crop 
of  experiments.  The  technique  favored  by 


Kowalick  is  called  the  Taguchi  Method, 
created  just  after  World  War  II  by  Japan- 
ese electronics  engineer  Genichi  Taguchi. 
The  method  has  been  used  in  product 
design  by  many  companies,  including 
Aerojet,  Eastman  Kodak  and  Ford  Motor. 

Kowalick,  66,  thinks  it's  time  to 
apply  Taguchi  to  ads.  What  combina- 
tion of  headline,  copy  and  price  infor- 
mation delivers  the  most  response  from 
an  ad?  Experiments  will  tell  you.  Try  dif- 
ferent direct-mail  pieces  or  e-mail 
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pitches  to  see  which  ones  get  results. 

Madison  Avenue  types  do  not,  by 
their  nature,  think  like  engineers.  Isn't 
copywriting  more  art  than  science?  But 
they  may  come  around.  "Creating  ads  to 
win  awards  will  soon  take  a  second  seat  to 
profitability,"  Kowalick  says. 

Nordax  Finans,  an  unsecured-loan 
lender  in  Sweden,  is  among  the  22  com- 
panies that  are  shelling  out  up  to  $150,000 
per  project  to  Kowalick  Inc.  in  Sacra- 
mento. Nordax,  one  of  the  few  Kowalick 
clients  that  agreed  to  be  identified,  credits 
his  system  with  boosting  the  response  rate 
to  its  direct-mail  campaigns  from  0.9%  to 
5.4%,  thereby  adding  $50  million  since  last 
year  to  its  $150  million  loan  portfolio. 
"This  is  really  good  stuff,"  says  Mats 
Lagerqvist,  Nordax  cofounder. 

Dell  Inc.  tapped  Kowalick  last  sum- 
mer for  an  e-mail  pitch.  There  were  1 1 
different  ad  elements,  including  product 
models,  warranty  offers,  discounts  and 
prices.  From  the  10,368  possible  combi- 
nations, Taguchi's  algorithm  selected  18 
that  could  best  tease  out  the  effect  of  the 
different  variables.  Every  customer  in  1 8 
test  groups,  each  with  2,000  people,  got 
one  of  the  randomly  selected  pitches. 

Within  a  week  Kowalick  was  able  to 
analyze  the  effect  of  the  different  variables 
on  the  response  rate.  One  ad  incorporat- 
ing the  most  compelling  features — 
including  a  discount  of  10%  and  a  hurry- 
offer-ends-soon  call  to  action — was  then 
created  and  sent  to  150,000  consumers. 
Kowalick's  data  show  the  fraction  of  re- 
cipients willing  to  open  up  the  e-mail  was 
16%,  three  times  the  rate  for  a  similar 
e-mail  barrage  Dell  sent  to  a  control 
group.  Dell  won't  comment,  but  Kowal- 
ick says  sales  per  ad  from  the  promo- 
tion— a  total  of  $400,000 — were  seven 
times  better  than  in  the  control  group. 

Results  like  these  aren't  making 
Kowalick  rich — yet.  Kowalick  Inc.,  which 
the  engineer  founded  in  2003  with  Mario 
Fantoni,  a  former  management  consul- 
tant to  Oracle  and  EDS,  is  still  a  tiny  enter- 
prise. Their  company's  2004  revenue  was 
just  $1.5  million.  But  Kowalick  is  so  opti- 
mistic about  the  potential  to  sell  the 
Taguchi  method  to  desperate  marketers 
that  he  gave  up  a  teaching  post  at  the  Cal- 
ifornia Institute  of  Technolog    ■     e  he 


lectured  about  the  methodol- 
ogy. He  also  stepped  down  as 
president  of  the  Renaissance 
Leadership  Institute,  where  he 
taught  Taguchi  to  engineers. 

Explosives,  junk  mail — 
Taguchi  can  be  applied  to  just 
about  any  optimization  prob- 
lem amenable  to  experimen- 
tation. At  home  Kowalick 
applies  the  rules  of  multivari- 
able  testing  to  optimize  the 
amounts  of  garlic  and  toma- 
toes he  puts  in  salsa. 

Kowalick  is  attracting  some 
supporters.  "A  lot  of  the  ads 
that  win  awards  don't  tend  to 
move  the  business  forward  or 
make  money,"  says  Kevin  Was- 
song,  president  of  Minyanville 
Publishing  &  Multimedia.  He 
met  Kowalick  when  Wassong  headed  an 
online  advertising  group  at  New  York  ad 
agency  JWT  (part  of  WPP  Group). 

But  there  are  also  challenges.  Kowalick 
admits  some  agency  executives,  namely  cre- 
ative types  who  are  skeptical  of  ad  tests,  have 
turned  him  away.  Ad  agencies  "generally  go 
with  the  most  creative  ad  of  the  moment," 
he  sighs.  "They  see  any  additional  testing 
time,  even  if  it  is  very  short,  as  an  unneces- 
sary delay  to  getting  their  ads  out." 

Some  of  the  ads  that  have  come  out  of 
the  Kowalick  process  are  certainly  cre- 
ative, but  they  aren't  award-show  candi- 
dates. Kowalick  is  a  big  fan  of  attention- 
getting  images  and  headlines,  or 
"interruptors,"  that  he  can  test,  often 
bringing  in  another  optimization  system, 
called  Triz,  an  acronym  for  a  Russian 
expression  meaning  "theory  of  the  solu- 
tion of  inventive  problems."  Triz  numer- 
ically rates  consumer  responses  to  images 
and  headlines  based  on  a  database  of 

"A  lot  of  ads  that 
win  awards  don't 
tend  to  move  the 
business  forward  or 
make  money." 


It's  silly,  but  it  worked:  This  image,  part  of  a  newspaper 
insert,  generated  a  lot  of  responses— and  some 
ribbing— for  Kowalick  client  TEMO  Sunrooms. 


24,000  ads.  Kowalick  uses  those  response 
to  help  clients  pick  advertising  center 
pieces  that  command  attention. 

For  client  TEMO  Sunrooms  of  Clinto 
Township,  Mich.,  Kowalick's  syster 
helped  winnow  down  67  images  and  28 
headlines  to  the  best  6.  A  resulting  foui 
page  newspaper  insert  for  the  company  i 
the  Detroit  Free  Press  last  year  include 
the  6  combinations.  One  image  feature 
a  "100%  Carb  Free!"  headline  over  a  pic 
ture  of  a  sunroom.  In  another  a  boy  flk 
through  the  air  in  his  family's  sunroon 
That  ad  was  duly  ridiculed  on  NBC 
Tonight  Show  With  Jay  Leno  with  the  Iin< 
"How  long  does  this  boy  got  to  live?" 

Denise  Wahl,  senior  writer  in  the  mai 
keting  department  at  TEMO,  says  it  re 
ceived  twice  as  many  responses  as  it  dii 
from  comparable  pre- Kowalick  insert 
But  she  says  she  expected  a  threefold  ir 
crease.  "This  method  didn't  necessaril 
provide  the  extreme  results  we  had  hope 
for,"  she  says. 

Like  many  marketers,  Kowalick  tend 
to  overpromise.  He  likes  to  boast  th; 
some  clients  have  had  tenfold  increases  il 
response  rates,  but  he  admits  such  clain 
make  doubters  even  more  skeptical.  T 
reassure  them,  Kowalick  now  says  mai 
keters  pay  only  if  they  at  least  double  the 
current  response  rate.  No  doubt  he  woul 
be  willing  to  put  that  ploy  to  the  test.  Let 
see  if  it  gets  him  any  more  business.  I 
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THE  LG  FLATR 


IS  FLAT-OUT  THIN. 


WALL  MOUNTED  (front  view) 


SLIM  SCREEN 


INTEGRATED  PORTS 


90  TILT  (auto  image  flip) 


INTRODUCING  THE  NEW  80  SERIES  LCD  FLATRON™  MONITOR  FROM  LG; 

the  slimmest  flatscreen  in  its  class.  Its /-ENGINE™  technology  features  the  first 
LCD  picture-enhancing  chip  to  provide  not  only  astounding  color,  but  superb 
contrast  and  image  quality.  With  an  8  millisecond  response  time,  the  FLATRON 
80  Series  meets  the  visual  quality  demands  of  3D  gaming  and  high-speed  graphics, 
To  see  all  the  LG  LCD  monitors  in  sizes  ranging  from  15"-30,"  visit  LGusa.com. 
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3  YEAR 
WARRANTY 


.FLATRON"1 

\^^f-  ENGINE 


Ultra  Fait  Response  Tirt 


80  Series  model  shown 
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le  careful  what 
you  wish  for: 
Mark,  Jill  and 
Larry  Freeman. 


Entrepreneurs 


Sentimental 
Value 

\  family  buys  back  its  business— but  without  first 
doing  its  homework  |  By  Suzanne  Hoppough 


MARK  FREEMAN  STILL  RECALLS 
the  cardiac  jolt  after  he  picked 
up  the  phone.  On  the  other 
end  was  a  furious  William 
Geary,  Walgreens'  divisional  merchan- 
dise manager,  yelling,  "If  you  don't  get 
this  corrected,  I'm  going  to  have  to  pull 
all  of  your  products."  This,  nearly  a  year 
after  Freeman  and  his  dad,  Larry,  had 
rescued  the  family  business  from  new 
owners  who'd  driven  it  into  the  ground. 
The  problem:  Consumers  who  called  the 
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1-800- Freeman  number  on  the  labels  of 
shampoos  and  body  washes  were  getting 
information  on  how  to  hook  up  with  a 
phone-sex  outfit.  Geary,  who  represented 
5%  of  Freeman's  business,  told  him  to 
close  down  the  number  immediately. 
Within  two  days  Freeman  had  hired  a 
lawyer,  tracked  down  the  porn  operator 
and  terminated  the  number,  saving  his 
product  line.  Total  cost:  $500,000. 

It  was  the  last  of  several  mishaps,  all  of 
them  self-inflicted.  Freeman  had  been 
seduced  by  a  cardinal  sin  of  business:  let- 
ting his  feelings  overwhelm  his  common 
sense.  Mark's  dream  was  to  win  back 
Freeman  Beauty  Labs,  the  Beverly  Hills 
skin-  and  hair-care  business  Larry  had 
founded  in  1976  and  reluctantly  sold  in 
1998  for  $78  million.  Over  the  next  five 
years  revenues  slipped  70% — first  under 
the  Dial  Corp.,  which  couldn't  figure  out 
how  to  integrate  the  cosmetics  line,  then 
under  Hathi  Group,  a  Chicago  medical 
equipment  and  packaging  company, 
whose  beauty  products  unit  was  forced 
into  bankruptcy.  With  all  the  trauma, 
what  greater  filial  duty  could  Mark  per- 
form than  to  rescue  the  company?  If  only 
he'd  done  his  homework  before  buying  it 
back.  "I  didn't  realize  how  unhealthy  it 
was,"  says  Mark,  43. 

By  the  time  of  the  September  2003 
auction  the  Freemans  had  had  two 
months  to  look  over  the  books,  including 
Hathi's  bankruptcy  documentation, 


over  as  chief  executive;  and  his  daughter, 
Jill,  39,  assumed  control  of  developing 
new  products. 

First  order  of  business:  Move  existing 
goods.  Supplies  of  some  brands — includ- 
ing Butter  You  Up  body  wash  and 
Heaven's  Silk  shower  scrub  (both 
now  discontinued) — far  exceeded 
demand.  "We  knew  we  were  going 
to  have  to  liquidate  a  lot  of  it,"  says 
Mark.  Of  the  $2.3  million  in  mer- 
chandise, $1  million  worth  was  sold 


By  the  Numbers 


Skin-Deep 

The  beauty-care  industry  just 
keeps  growing  and  growing  ... 

New  hair,  skin  and 
bath  products  introduced  last  year. 

Annual  sales  of 
beauty  products  in  the  U.S. 

The  percentage  of 
Freeman's  revenue  coming  from 
drugstores. 


The  number  of  Freeman 
employees,  down  from  400  in  1998. 


Sources:  Freeman:  Mintel's  Global  New  Products 
Database;  NPD  BeautyTrends  Estimates. 
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I  < 


enue,  was  exceedingly  unhappy,  noting 
that  under  previous  owners,  it  had  for 
months  received  just  50%  of  the) 
promised  volume.  Mark  went  into  high- 
plead  mode,  begging  for  three  months  tcj 
get  back  on  track. 

That  required  reaching  back  into  the 
production  line,  then  nonexistent.  Tha 
Freemans  had  originally  produced  mos( 
of  their  lines  at  their  own  factory  in  Lo< 
Angeles.  But  the  manufactur- 
ing and  packaging  equipment 
a»-  i  vvas  long  gone,  and  Mark  had 
to  scramble  to  call  on  Knowl- 
ton  Packaging,  a  company  inj 
Quebec  that  had  made  the  goods 
for  Hathi,  which  owed  it  $2.7 
million.  Mark  offered  to  make 
good  on  the  debt  and  to  give 
Knowlton  95%  of  the  production' 
business.  The  deal  was  expensive,  eat- 
ing up  65%  of  his  annual  costs  anci 
stretching  the  product  cycle  frorr 
drawing  board  to  finished  goods  to 
120  to  180  days,  up  from  90  days  or  so 
when  the  Freemans  controlled  th4 
process. 

Once  production  was  up  and  run- 
ning, and  new  brands  were  added  to  the 
line,  Mark  had  to  persuade  retailers  tc 
accept  a  price  hike.  Not  easy,  given  hov 
chafed  his  customers  already  felt — anc 
the  fact  that  Hathi  routinely  relied  or 
markdowns  to  move  its  stuff.  The  Free 
mans  prevailed,  but  lost  20%  to  25%  o 


"We  were  the  least-educated  buyers  in  the  transaction,"  says 
Mark.  He  bought  himself  inventory— and  a  heap  of  trouble. 


which  included  a  list  of  creditors  and  all 
inventory.  Mark  and  Larry  didn't  hire  an 
investment  banker,  but  they  did  make  a 
few  calls  to  old  clients,  including  Michael 
Cirilli,  merchandising  manager  at  Duane 
Reade,  who  told  them  he  had  dropped 
the  Freeman  brand  in  2002.  Yet,  Mark 
concedes,  he  ignored  all  the  warnings  for 
fear  that  he'd  lose  the  nerve  to  reacquire 
the  company.  "We  were  the  least-edu- 
cated buyers  in  the  transaction,"  he  says. 
For  $3.4  million  in  cash  the  Freemans 
took  control  of  all  assets,  inventory, 
trademarks — and  a  heap  of  trouble. 
Mark  became  president;  Larry,  66,  took 


to  retailers,  $850,000  to  discounters  and 
$400,000  was  trashed  or  recycled. 

The  worst  was  yet  to  come.  Michael 
Zoesch,  a  category  manager  for  grocery 
chain  Fred  Meyer  Stores,  congratulated 
Mark  on  Freeman's  return  at  a  trade 
show  last  year.  But  he  also  informed  him 
that  the  grocer  had  dropped  the  line  two 
months  before  because  it  hadn't  received 
the  goods  on  time.  Mark  had  to  make 
three  trips  to  Portland,  Ore.  to  persuade 
Zoesch  to  carry  his  products  again.  That 
wasn't  the  only  account  Mark  has  lost 
sleep  over.  Wal-Mart,  Freeman's  largest 
account,  representing  25%  of  its  total  rev- 


their  total  volume.  Mark  says  Wal-Mar 
has  no  complaints.  Duane  Reade's  Cirilli 
gradually  added  various  lines  to  hi 
shelves  and  says  the  company  should  dc 
well,  as  long  as  Larry  keeps  testing  nev 
products  with  focus  groups  and  Jill  keep 
designing  eye-popping  labels. 

After  losing  $1.5  million  in  the  firs1 
quarter  of  2004,  Freeman  ended  the  yea 
in  the  black,  earning  $2  million  on  sale 
of  $18  million.  Mark  insists  the  compan- 
can  boost  its  top  line  40%  this  yean, 
"We've  definitely  turned  the  corner,"  ht 
says.  And  maybe  learned  a  thing  or  twe 
as  well. 
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California  has  been  death  fpr  independent 
inor  league  baseball.  Two  Stanford  guys 
have  the  gumption,  and  most  importantly 
the  money,  to  try  again  By  David  Whelan 


JOHN  FAGAN  WAS  ONE  OF  1 32  BALLPLAYERS  WHO  SHOWED 
up  on  a  hot  March  morning  at  Long  Beach  State's  prac- 
tice field,  home  of  the  Dirtbags.  He  drove  across  five 
states,  camping  in  the  back  of  his  truck  with  his  friend,  a 
catcher,  to  try  out  for  a  spot  on  a  new  AA-level  minor  league 
team  called  the  Long  Beach  Armada.  "This  is  our  last  hurrah," 
says  Fagan,  a  pitcher  from  the  TJniversity  of  Central  Arkansas. 

During  a  two-hour  wait  for  someone  to  track  down  missing 
bases,  the  athletes  gathered  around  Darrell  Evans,  a  former 
big-leaguer  (414  career  home  runs)  now  making  S45,000  as 
Armada's  manager.  Evans  ran  through  the  day's  schedule  and 
reminded  the  men — college  players  and  downwardly  mobile 


Angels  in  the  outfield:  David  Kaval  funded  his  dream  with  silicon  wealth. 


96     FORBES-  May  23,  2005 


N  EXPRESSION  OF  YOUR 

WORTH 


HAT  SPEAKS  FOR  ITSELF. 


At  Netjets',    we've  created  a  fractional 


ownership  program  that  places  as  high 


a  value  on  your  time,  safety  and  financial 


security  as  you  do.  You  can  enjoy  the  peace 


of  mind  that  comes  from  having  the  highest 


standards  of  safety  and  service  in  the 


industry   and   the  financial   backing  of 


Berkshire  Hathaway.  With  access  to  the 


world's  largest  and  most  diverse  global  fleet 


of  private  jets,  you'll  have  the  unmatched 


flexibility  to  fly  wherever  you  want  with  as 


little  as  four  hours'  notice.  Plus,  with 


fractional  shares,  the  Marquis  Jet  Card  and 


a  variety  of  purchase,  finance  and  lease 


alternatives,  you  can  choose  how  you  want 


to  invest  in  yourself.  Talk  to  the  leader  in 


private  aviation.  You  owe  it  to  yourself  to 


find  out  more. 


1-877-356-0754   |  www.netjets.com/fb4 


NETJETS 


® 


Leave  nothing  to  chance 


irquis  Jet  Card  program  is  operated  by  Netjets*  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates.  ©  2005  Netjets  Inc.  Netjets  is  a  Berkshire  Hathaway  company. 


I  Entr 


■epreneurs 


League  cofounder  Amit  Patel  gave 
i  engineering  to  run  the  bases. 


pros — they  would  know  tomorrow  if  they 
were  in  or  out.  "We're  going  to  see  if  you 
guys  can  play,"  said  Evans. 

Fagan  was  cut,  but  at  least  his  fate 
came  quickly.  David  Kaval  and  Amit  Patel 
won't  know  theirs  for  years.  Kaval,  29, 
and  Patel,  25,  are  the  brash 
guys  who  thought  up  the 
Long  Beach  Armada  and 
the  seven  other  teams  of 
the  new  Golden  Baseball 
League. 

In  the  two  years  since  they  hatched 
the  idea  at  Stanford  Business  School,  the 
pair  have  raised  $5  million  from  veteran 
high-tech  venture  capitalists,  secured 
rights  to  use  seven  stadiums  and  won  a 
three-year,  $3  million  sponsorship  from 
the  Safeway  grocery  chain.  Weeks  before 
the  opening-day  pitch  is  thrown  on  May 
26,  Kaval  was  out  raising  another  $30  mil- 
lion to  begin  expansion  into  Pleasanton,  a 


fast-growing  East  Bay  exurb,  and  into 
Mexico  (Tijuana),  San  Francisco  (in 
Golden  Gate  Park)  and  Stanford. 

Given  how  iffy  minor  league  baseball 
economics  can  be — no  fat  Nike  sponsor- 
ships or  TV  deals — the  revenue  jumps 


ing  bonuses  for  players  wh 
go  on  to  the  big  league: 
"We'll  build  a  model  store  i| 
the  West,"  says  Kaval.  "Even 
tually  we'll  take  it  natiorj 
wide." 

Last  year  46  million  pec] 
pie  attended  minor  leagu 
games,  greater  than  pro  fool 
ball  but  fewer  fans  thai 
major  league  baseball.  It's) 
billion-dollar  business,  bi 
most  of  it  goes  to  the  majoi 
league-affiliated  teams  (Claj 
A,  AA  and  AAA),  which  brea 
even  only  by  dint  of  hell 
from  their  major  league  pai 
ents.  A  few  unaffiliated  mine 
leagues,  such  as  the  Atlant;l 
League,  the  Frontier  Leagu 
and  the  Northern  Leaguij 
scrape  by  in  the  Northeai 
and  Midwest,  but  they'v 
flopped  out  West.  The  Wes 
ern  Baseball  League  ran  froi 
1995  to  2002,  burned  throuJ 
some  $12  million,  and  le 
behind  empty  stadiums,  angi 
fans,  broke  franchisees  an 
stiffed  vendors.  The  Golde 
State  League  played  fc 
two  months  in  1995  befo: 
folding. 

Kaval  shrugs  off  the  idea  that  Califb 
nia  is  played  out,  despite  the  presence 
the  Angels,  Athletics,  Dodgers,  Giants  ar 
Padres,  plus  12  big-league-affiliate 
minors.  Kaval  says  that,  in  the  continent 
U.S.,  California  ranks  45th  in  teams  p 


"Their  kids  play  Xbox.  They  watch  the  dish. 
They're  starved  for  family  entertainment." 


Kaval  and  Patel  put  into  their  business 
plan  are  breathtaking.  Even  on  the  Silicon 
Valley  swagger-meter  they  register  ridicu- 
lous: The  Golden  League  plans  to  break 
even  this  season  on  $11  million  in  rev- 
enue from  8  teams;  by  year  five,  assuming 
a  roll-up  of  other  leagues,  84  teams  will 
earn  $63  million  pretax  on  $258  million 
in  sales.  Included  are  revenues  from  real 
estate  development  around  stadiums, 
rock  concerts  on  nongame  days  and  sign- 


capita;  Arizona  is  dead  last.  "Their  kit 
play  Xbox.  They  watch  the  dish.  They' 
starved  for  family  entertainment,"  he  saj 
The  Golden  League's  difference 
centralized  ownership.  Kaval  and  h 
investors  will  own  all  the  teams,  with  su 
cessful  markets  subsidizing  weaker  one 
Sponsorship  and  TV  deals  could  c 
across  dozens  of  cities.  Kaval  saw  thi 
prior  leagues  had  too  many  owners  wl 
were  low-budget,  chamber-of-commer 
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Entrepreneurs  

types:  Realtors,  car  dealers,  restaura 
owners.  In  the  Western  League,  tea 
from  Long  Beach  and  Yuma,  Ariz,  coul 
barely  pay  their  bills,  while  the  Chico  an 
Sonoma  teams  drew  huge  crowds  a 
modest  profits.  Single-owner  leagues  ha 
their  precedents:  Major  League  Soccer 
owned  by  one  entity,  as  was  the  ol 
American  Basketball  League. 

Kaval,  who  grew  up  an  Indians  fan 
Cleveland,  has  long  been  ruled  by  bas 
ball.  He  and  his  best  friend,  Brad  Null,  h 
the  road  after  graduating  from  Stanfo 
in  1998  to  catch  home  games  at  all  30  bi 
league  parks.  They  wrote  a  memoir  call 
The  Summer  That  Saved  Baseball  that  soj 
10,000  copies. 

After  doing  dot-com  duty  and  a  stii 
at  Accenture,  Kaval  was  halfway  throug 
business  school  and  interviewing  ; 
Google  and  Ebay,  when  the  opening  of 
$20  million  minor  league  stadium  i 
Eastlake,  Ohio  inspired  him  to  take  a 
entrepreneurship  class  in  2003.  The  cla 
paired  up  Stanford  engineers  an 
B-school  students  to  come  up  with 
product.  Most  created  high-tech  outfil 
Kaval  and  industrial  engineer  Patel, 
Braves  fan  from  Mississippi,  invented 
baseball  league.  On  the  final  day  of  cla 
Kaval  pitched  his  plan  to  visiting  ventul 
capitalist  Terry  J.  Garnett,  who  offered  tlj 
league  $250,000  on  the  spot.  (Later 
upped  it  to  $1  million.)  "I've  worked 
Larry  [Ellison]  and  met  the  Steve  Job 
of  the  world.  I  know  it's  all  about  defyii 
gravity,"  Garnett  says. 

Ultimately  5,000  people  got  Kav 
pitch,  including  Michelangelo  Volpi,  he 
of  Cisco's  routing  business  and  a  fell- 
Stanford  business  graduate.  "I  liked  he 
he  thought  about  this  as  a  business  a 
not  a  hobby,"  says  Volpi,  who  kicked 
$250,000.  Kaval  also  got  $500,000  fro: 
venture  capitalist  Timothy  Draper,  as  wt 
as  money  from  Wheel  of  Fortunes  R 
Sajak  and  retired  Kansas  City  Chiefs  ru 
ning  back  Christian  Okoye. 

Kaval  also  attracted  $  1  million  from 
Cisco  salesman,  Kevin  Outcalt,  who  was 
pumped  he  left  Cisco  to  join  the  league 
commissioner,  with  the  power  to  fire  ma 
agers  and  ban  players  from  the  leagi. 
Kaval  and  Patel  secured  the  rights  to  I 
four  city-owned  stadiums  and  three  owni 
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y  universities.  They  held  contests  to  pick 
am  names:  A  6-year-old  boy  named  the 
an  Diego  team  the  Surf  Dawgs. 

Outcalt  knew  a  good  salesman  when 
e  saw  one:  "The  mean  time  before  Dave 
tarts  talking  about  the  Golden  League, 
yen  if  he's  just  talking  to  a  check-out 
I  erk  at  a  minimart,  is  30  seconds." 

Kaval  has  sold  75%  of  the  league  to 
investors.  He  and  Patel  control  the  rest. 
t|:hey  say  they'll  use  $3.5  million  to  get 
tmrough  the  first  year  and,  worst  case, 
ajuey  can  play  ball  for  three  years  without 
fusing  more. 

s  t  The  tough  part  will  be  putting  butts 


marketing  chief,  now  general  manager  of 
the  league's  Long  Beach  Armada.  He 
intends  to  buy  ads  in  Cambodian,  Span- 
ish and  Korean  newspapers  and  already 
spends  evenings  buttering  up  church 
groups.  No  luck  so  far  getting  a  radio  deal 
or  a  traveling  reporter  from  the  Long 
Beach  Press-Telegram. 

Some  veterans  of  California  minor 
league  baseball  are  skeptical.  "I  learned 
how  to  make  a  small  fortune  in  the  base- 
ball business — by  starting  out  with  a  large 
fortune,"  says  Steve  G.  Nettleton,  who 
owned  the  Chico  Heat  in  the  Western 
League.  Nettleton  built  a  $2.5  million  sta- 


Field  of  Revenue  Streams 

The  Golden  Base&all  League  believes  it  will  take  in  as  much  as  it 
!  spends  its  first  year.  Here's  a  game-day  dollar  breakdown. 

l!  SALES  PER  GAME  *  COST  PER  GAME 

Sponsorships         $13,628       Staff  payroll  $12,6 

Tickets                 $9,755       Stadium  operating  costs  $6,1 

Food  and  beer         $5,685       Player  salaries  and  travel  $4,6 

'-Merchandise            $1,949       Advertising  andjriarkejing  $4,1 

Parking-                   $585       Food  and  beer  $2,; 

i  total         ^^$3L602      Merchandise   $5 


me  on  average> 


I  the  seats  throughout  the  90-game  sea- 
iiin.  To  break  even,  Kaval  needs  stadiums 
I  attract,  on  average,  1,800  fans  per 
lime,  each  of  them  spending  $6  on  tick- 
is  and  $4  on  concessions — a  cheap  night 
4>mpared  to  attending  the  majors.  Play- 
is  are  paid  $1,100  a  month,  with  free 
( eals  on  the  road  and  housing  with  host 
:milies.  "That's  the  secret,"  Kaval  says. 
|fhe  costs  are  very  low."  (See  table.) 

Corralling  fans  will  be  easy  in  small 
i|  wns  like  Chico,  Calif.,  where  the  Golden 
league's  Outlaws  already  have  a  beat 
[porter  traveling  with  them,  and  games 
fill  be  broadcast  on  AM  radio.  Hoopla 
i  is  been  quieter  in  Long  Beach,  where 
iitions  and  newspapers  have  their  hands 
1 11  with  Angels  and  Dodgers  games. 

"We  don't  expect  to  hit  a  light  switch 
|id  boom — 50,000  people  will  show  up," 
|ys  Barry  Stockhamer,  former  Dodgers 


dium,  now  donated  to  Chico  State  Uni- 
versity. His  low  point  came  when  players 
from  the  Yuma  team  arrived  and  refused  to 
take  the  field  until  Nettleton  paid  them,  a 
$15,000  sum  he  never  got  back.  Nettleton 
turned  down  the  opportunity  to  invest 
with  Kaval  and  now  builds  homes. 

On  the  Golden  League's  opening  day 
Kaval  will  be  in  Surprise,  Ariz,  with 
friends  and  family  to  watch  as  the  home- 
town Fightin'  Falcons  play  a  traveling 
Japanese  team  named  the  Samurai  Bears. 
Air  Force  jets  will  do  a  fly-by  before  a 
trained  falcon  flies  over  the  stands  and 
delivers  a  baseball  to  Pat  Sajak,  who  will 
throw  out  the  first  pitch. 

No  matter  how  they  fare,  the  two  Stan- 
ford guys  are  where  they  want  to  be.  "You 
wake  up  every  day  and  you're  doing  some- 
thing you  love,"  Kaval  says.  Thanks  to  hard 
work — and  other  people's  money.  F 
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ness,  and  today  that's  a  lot,  courtesy  of  still-low  interest  rate 
among  other  factors.  A  plentitude  of  funds  is  a  negative  sigi 
"Do  we  really  need  the  75th  semiconductor  company  or  tr 
300th  cable  television  channel?"  he  asks.  "Yet  these  entities  g 
funded." 

What  vexes  Bernstein  is  the  "Greenspan  put"- — the  publ 
belief  that  Chairman  Alan  Greenspan's  Federal  Reserve  w: 
always  bail  the  market  out,  as  it  has  in  recent  years,  with  ches 
credit.  No  wonder  so  much  capital  is  in  circulation,  he  say 
Returns  on  capital  are  highest  when  capital  is  scarce,  Bernste: 
argues.  "It  is  hard  to  find  unexploited  opportunity."  Result:  1 


Th 


Prognosticate) 


THE  TELESCOPE  POINTED  OUT  RICHARD  BERNSTEIN'S 
Merrill  Lynch  office  window  can,  with  great  clarity, 
pick  out  distant  ships  heading  into  New  York  har- 
bor— unless  there's  rain  or  fog.  As  the  firm's  chief  U.S. 
strategist,  Bernstein  is  the  fellow  charged  with  figuring 
out  where  the  market  is  headed,  and  he  hasn't  always  been  right. 
No  mere  mortal  can  see  through  the  economic  murk. 

But  Bernstein  has  been  right  often  enough  to  merit  atten- 
tion. Chiefly,  he  spotted  the  upcoming  tech  bull  market  of  the 
1990s  before  most  of  his  peers,  and  he  later  warned  customers  of 
its  coming  collapse,  again  ahead  of  the  crowd. 

The  telescope  Bernstein  uses  for  market  calls  is  what  those 
other  guys  are  saying.  He  compiles  the  recommended  asset  allo- 
cations of  between  14  and  20  Wall  Street  strategists  and  then 
goes  in  a  different  direction.  His  average  of  the  others'  numbers, 
to  which  he  gives  the  fancy  tide  "Sentiment  Indicator,"  is  already 
priced  into  the  market,  he  believes.  And  that  justifies  a  contrar- 
ian tack. 

Right  now  his  composite  of  rivals  says  you  should  have 
62.3%  in  stocks,  23.4%  in  bonds  and  13.2%  in  cash — a  pretty 
bullish  call,  especially  since  the  market  is  down  4%  this  year. 
Bernstein,  though,  thinks  stocks  won't  do  as  well  as  the  indicator 
suggests.  He  would  devote  only  45%  to  equities,  45%  to  bonds 
and  10%  to  cash.  If  other  firms  get  superoptimistic  and  call  for 
owning  63%  in  stock,  he  sees  that  as  a  sell  signal. 

While  contrarianism  is  a  big  part  of  his  forecasting  tool  kit, 
Bernstein  also  depends  on  an  array  of  quantitative  measures  that 
Merrill  keeps  under  a  proprietary  blanket  and  won't  reveal.  In 
rough  form,  he  looks  at  how  much  capital  is  available  to  busi- 


Merrill  Lynch's  contraria 
Richard  Bernstein  looks  at  how  othel 
Wall  Street  strategists  are  betting- 
then  takes  an  entirely  different  tacll 
-  A  lot  of  the  time  he's  been  righ 
By  Robert  Lenzne| 

expects  a  middling  5%-to-10%  S&P  500  total  return  in  2005. 

Another  way  of  arriving  at  this  unexciting  conclusion  is  r| 
analysis  of  price/earnings  ratios.  In  1996,  when  he  turned  vej 
bullish,  he  calculated  that  the  S&P's  average  P/E  was  just  1 .4  tim 
the  index's  five-year  projected  earnings  per  share  growth  rai 
the  decade's  big  run-up  ensued.  It  hit  3.5  times  the  EPS  growi 
projection  in  2001,  right  before  the  market  nose-dived.  Now  til 
figure  is  a  calm  1.7  times,  near  the  long-term  average.  If  earnin] 
slump  at  year-end,  stocks  would  be  under  pressure.  But  will 
then  hike  his  equity  allocation  from  45%?  Nope.  Not  until, 
says,  there's  a  "tremendous  risk  aversion."  Translation:  Investc 
have  got  to  get  good  and  scared  about  their  holdings. 

A  self-proclaimed  "egghead"  who  bears  a  passing  reser 
blance  to  the  chrome-pated  crime- fighter  Kojak,  the  professor 
Bernstein,  46,  has  been  making  market  calls  for  Merrill  sin1 
joining  in  1988  and,  as  the  chief,  since  2001.  "Rich  was  han 
down  the  most  imaginative  strategist  in  terms  of  using  fund 
mental  data,"  says  his  predecessor,  Charles  Clough,  who  nc 
runs  an  investment  firm  in  Boston. 

Bernstein  has  an  unusual  background  for  a  Wall  Street' 
first  working  as  a  labor  economist  at  a  consulting  outfit  focusL 
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on  helping  companies  meet  government 
affirmative  action  requirements.  He  cred- 
its Ronald  Reagan  for  pointing  him  to  the 
investing  world:  Companies  thought  Rea- 
gan would  ease  minority  hiring  rules,  and 
young  Bernstein  lost  a  batch  of  clients, 
which  got  him  thinking  about  a  career 
redirection.  His  contrarian  bent  on  Wall 
Street  is  mirrored  by  his  unorthodox  (for 
an  American)  sports  enthusiasm.  He 
adores  British  soccer  and  Hies  across  the 
Atlantic  to  see  his  favorite  team,  the  Tot- 
tenham Hotspurs,  several  times  a  year. 

Beyond  doubt,  Bernstein's  calls  have 
been  gutsy.  In  October  1 996,  for  example, 
the  market  was  beginning  a  sharp 
upward  climb.  Most  other  Wall  Street 
market  gurus,  nervous  after  slides  in  1 990 
and  1994,  recommended  no  more  than 
50%  for  equities.  Yet  Bernstein  advised 
Merrill  customers  to  put  100%  of  their 
money  in  stocks.  The  bull  market  went 
on  to  storm  new  heights.  Bernstein  con- 
tinued to  suggest  a  100%  equities  alloca- 
tion until  November  1997,  when  he 
dropped  back  to  a  still-optimistic  60%. 

Once  the  rest  of  The  Street  became 
giddy  about  the  euphoric  market,  Bern- 
stein grew  cautious.  You  can  argue  that 
his  conservative  outlook  was  a  tad  prema- 
ture, but  it  certainly  took  backbone.  He 
lowered  his  equity  allocation  to  40%  and 
kept  it  there  from  October  1998  until 
April  2001.  The  prescient  Bernstein  wrote 
in  December  2000:  "With  the  global  prof- 
its cycle  decelerating,  it  may  be  time  to 
play  defense."  Such  an  audacious  stance 
contrasted  sharply  with  the  unabated 
bullishness  from  the  likes  of  Morgan 


The  Strong  Ones 


Merrill's  Bernstein  likes  these  stocks  for  their  high  dividends  (above  the  S&P  500's), 
ample  free  cash  flow  to  keep  the.payouts  coming  and  low  debt. 
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hate  e-mails  from  inside  and  outside  Mer- 
rill. "I  was  viewed  as  a  nut,"  he  recalls. 

Nevertheless,  Bernstein  stumbled, 
too,  expecting  amid  general  Wall  Street 
gloom  that  2001  would  mark  a  turn- 
around. He  suggested  that  investors 
expand  their  equity  holdings  from  40% 
to  60%.  Wrong.  The  bear  market,  buf- 
feted by  later  events  like  the  Sept.  1 1  ter- 
rorist attacks  and  corporate  scandals, 
continued  for  two  grinding  years. 

Bernstein  in  April  2003  dialed  back  to 
where  he  is  now  on  equities,  45%.  As  a 
result,  he  didn't  fully  exploit  the  rollick- 
ing 2003  recovery  (up  28.7%).  Counter- 


With  too  much  capital  around,  Bernstein 

sees  a  so-so  5%-to-IO°/n  market  in  2005. 


Stanley.  In  2000,  as  stocks  peaked,  Mor- 
gan Stanley's  Byron  Wien  foresaw 
another  20%  gain  in  the  market  averages. 
(The  market  lost  9.8%  that  year.) 

This  was  not  an  easy  period  for  Bern- 
stein. After  all,  his  company's  symbol  is  a 
rampaging  bull.  Individual  investors,  emo- 
tionally invested  in  the  bubble,  were  dis- 
mayed. Merrill's  stockbrokers,  who  get  paid 
to  buy  and  sell,  were  beside  themselves.  In 
1999's  last  half  Bernstein  got  barraged  by 
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parts  at  Salomon  Smith  Barney  and  Mor- 
gan Stanley  foresaw  correctly  that  lower 
interest  rates  and  global  expansion  would 
fuel  an  advance. 

Bernstein  consoles  himself  by  reason- 
ing that  bonds  did  pretty  well  during  the 
following  period,  when  he  had  them 
equally  weighted  with  stocks.  "The  two 
asset  classes  were  remarkably  competi- 
tive," he  contends.  So  in  2004  the  S&P  500 
returned  10.9%  and  the  Ibbotson  long- 


term  government  bond  index  did  8.5% 
And  this  year  bonds  are  outpacing  stocks 

One  stock  group  that  Bernstein  espe- 
cially likes  is  utilities,  out  of  favor  at  3 
time  of  rising  rates.  Companies  such  a 
Entergy  and  Ameren  should  generate 
double-digit  earnings  increases  into  thfl 
near  future,  versus  single  digits  for  th« 
S&P  500.  Bernstein  suggests  that  investor; 
allocate  7.5%  of  their  equity  portfolio  tc 
(nontelecom)  utilities.  That  is  2.3  time 
the  group's  weighting  in  the  S&P. 

A  more  diverse  Bernstein  list  include 
companies  with  solid  dividends  that  yiek 
more  than  the  S&P's  1.7%  (see  table) 
Members  of  this  roster  have  the  financial 
strength  to  keep  paying  those  dividends 
For  one  thing,  these  companies  boas 
debt-to-equity  ratios  on  the  low  side 
meaning  they  won't  be  strapped  paying 
huge  interest  tab.  For  another,  their  fre< 
cash  flow  (cash  from  operations  minu 
capital  spending)  amply  exceeds  dividenc 
payments,  and  they  can  afford  to  keep  tb 
payouts  coming.  To  Bernstein,  good  divi 
dend  payers  should  be  increasingly  in  de 
mand  from  aging  baby  boomers  who  wil 
seek  a  nice  income  stream.  And  this  is  on 
forecast  he  doubts  he  will  change.  I 
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Can  a  new  chef  fix  a  bad  restaurant?  Sometimes.  Doug  Pyle, 
who  took  over  U.S.  Trust's  ailing  Excelsior  Small  Cap  Fund  in  2002,  is 
adding  some  stars  to  its  ratings  |  By  Michael  Maiello 
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THE  PAIN  OF  WATCHING 
your  mutual  fund  lag 
others  is  exquisite.  Ah, 
but  sometimes  the  fund 
group  brass  bump  aside 
the  old  manager  and 
bring  in  a  brave  new 
soul  to  save  the  day. 
Should  you  be  happy 
about  this  rescue?  When  do  you  know  if 
the  new  manager  is  a  hero  or  a  zero? 

Most  of  the  time  the  new  manager  is 
able  to  do  very  little  good.  He  or  she 
either  is  hemmed  in  by  the  style  dictates 
of  the  fund  or  makes  the  wrong  moves. 
"Loser  funds  so  often  fail  to  recover,"  says 
industry  watcher  Roy  Weitz,  who  runs  the 
Web  site  Fundalarm.com. 

One  study  shows  how  difficult  a 
turnaround  can  be.  Lipper  fund 
researchers  examined  the  36  funds  with 
manager  changes  in  1999 — most  from 
performance-related  removals  (a  few 
were  people  who  retired  or  left  for  a  new 
job) — and  followed  how  the  portfolios 
fared  over  the  next  five  years,  a  period 
that  encompasses  both  bull  and  bear 
markets. 

Result:  no  improvement.  The  funds' 
performance  rankings  dipped  slightly  on 
average.  On  a  l-to-10  scale  for  all  U.S. 
diversified  funds,  with  10  being  the  best, 
this  group  scored  4.94  in  1999  for  one- 
year  performance.  By  year-end  2004  the 
bunch  had  slid  to  4.75. 

Still,  sometimes  fresh  blood  really 
does  make  a  difference.  The  key  is  that  a 
new  manager  has  to  take  control  quickly 
and  make  dramatic  changes  to  the  fund's 
tailing  strategy.  And  obviously  it  has  to  be 

Wht-rft  It  Has  Wnrltfiri 


a  sound,  coherent  strategy  that  fixes  what 
ails  the  fund. 

Laura  Lutton,  an  analyst  at  fund 
research  firm  Morningstar,  suggests  that 
you  give  the  new  manager  at  least  a  quar- 
ter to  see  if  he  is  making  changes  and 
then  judge  whether  the  changes  make 
sense.  Perhaps  you  want  to  allow  him  a 
year  or  two  to  show  an  improvement, 
depending  on  your  patience  and  invest- 
ment objectives. 

The  best  gauge  is  how  the  fund  does 
versus  peers.  How  it  fares  against  the 
overall  market  tells  only  part  of  the  story. 
If  large-cap  growth  stocks  are  not  in 
vogue,  and  if  the  fund's  mandate  is 
large-cap  growth,  don't  expect  the  new 
manager  to  work  miracles.  But  it's  rea- 
sonable to  expect  the  new  management 


duce  a  potential  blockbuster  for  multip 
sclerosis.  The  two  stocks  got  slammed 
February  when  the  drug,  Tysabri,  w 
pulled  from  the  market. 

During  his  tenure  the  fund  has  trail 
Morningstar's  midcap  growth  catego 
consistently  by  two  to  three  percenta 
points.  To  Fidelity  that's  not  such  a  t| 
deal.  A  Fidelity  spokesman  says  Kaul  g 
off  to  a  great  start  and  found  the  mt 
growth  in  tech  and  biotech,  which  h; 
fallen  off  lately. 

We've  assembled  a  roster  of  thi 
funds  where  new  managers  ha 
improved  fortunes  in  recent  years,  and 
one  where  the  fund  has  promise 
table).  These  new  managers,  assumi 
command  since  2002,  show  a  signifies 
upward  movement  in  Lipper  sector  rai 


"Loser  funds  so  often  fail  to  recover," 
says  Fundalarm's  Roy  Weitz, 
who  watchesiheindustry. 


to  raise  the  fund  performance  above  that 
of  its  peers. 

An  example  of  when  you  are  not  well- 
tended  is  long-suffering  Fidelity  Aggres- 
sive Growth,  which  changed  managers  at 
the  end  of  2002,  a  year  when  the  fund 
clocked  a  41%  loss.  Replacement  man- 
ager Rajiv  Kaul,  who  had  headed  a 
Fidelity  biotech  fund,  did  indeed  make 
changes,  but  they  weren't  the  right  ones. 
He  put  the  fund  deeply  into  health  care 
stocks,  particularly  biotech.  Elan  and  Bio- 
gen,  now  among  his  biggest  five  holdings 
with  6%  of  the  fund's  assets,  both  pro- 


ings  after  they  started.  They  all  show, 
well,  an  improvement  in  relative-to-S 
500  performance  over  the  last  two  ye 
versus  the  last  five  years.  In  addition 
quizzed  analysts  about  new  managem< 
to  go  beyond  the  numbers  for  a  quali 
tive  take. 

The  best  example  of  a  turnarounc 
U.S.  Trust's  Excelsior  Small  Cap  fui 
which  had  been  run  by  U.S.  Trus 
research  department,  almost  as  an  aft 
thought.  The  research  folks  at  U.S.  Tr 
(owned  by  broker  Charles  Schwab  Cor 
specialized  in  large-cap  stocks.  So 


Thanks  to  new  managers  at  three  of  these  funds,  rankings  have  improved 
the  S&P  500  than  before.  At  Putnam  Classic  Equity  the  new  chief  started 


within  their  sectors,  and  they  have  done  better  versus 
only  last  December,  but  he  comes  with  good  reviews. 


ANNUALIZED  TOTAL  RETURN 

NEW  MANAGER 

PRIOR  MANAGER 

VS.  S&P  5001 

RANK  WITHIN 

RANK  WITHIN  SECTOR 

EXPENSE 

FUND/Sectoi 

5-YEAR 

2-YEAR 

SECTOR  (2004) 

LAST  FULL  YEAR 

YEAR 

PER  $10 

EXCELSIOR  SMALL  CAP/small-cap  core 

5.9 

18.0 

95 

201 

2001 

$0.83 

NB  GUARDIAN-INV/large-cap  value 

4.4 

5.2 

59 

348 

2002 

0.91 

PUTNAM  CLASSIC  EQUITY-A2/large-cap  value 

5.2 

-0.3 

NA 

329 

2003 

1.17 

PUTNAM  VISTi  A    lidcap  growth 

-7.4 

6.5 

59 

305 

2002 

1.08 

Performance  through  Mar.  31.  Rank  is  based  on  total  return  within  objective  classification  over  the  period  specified.  'Percentage-point  difference.  2Fund  imposes  a  maximum  sales  chai 

of  5.25%.  NA:  Not  applicable.  Sources.-  Upper:  Morningstar;  FundAlarm.com:  www.trsrepons.com. 
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vonder  Excelsior  was  a  laggard.  Then 
J.S.  Trust  gave  the  fund  to  veteran  money 
nanager  Douglas  Pyle  in  March  2002. 

Pyle,  54,  who  had  sold  his  Philadel- 
)hia  private  accounts  outfit  to  U.S.  Trust 
n  1999,  wanted  to  try  his  hand  at  a 
nutual  fund.  And  Excelsior  was  certainly 

1  daunting  challenge.  The  Wall  Street 
ourual  had  named  it  one  of  the  worst - 
)erforming  small-cap  funds.  Pyle  keeps 
he  clipping  in  his  office  desk. 

The  new  manager  took  quick  action 
o  redo  the  portfolio,  but  that  made  little 
lifference  at  the  outset  since  Pyle  was 
mcking  the  headwinds  of  a  truly  rotten 
ear  for  the  overall  market.  He  finished 

002  with  a  heavy  loss.  The  fund  still  car- 
ied  a  shameful  one-star  rating  from 
4orningstar. 

Nevertheless,  patience  paid  off  for 
vestors  who  stayed.  By  2004  Pyle 
ecorded  record  inflows  of  $100  million, 
vssets  now  stand  at  $538  million,  up 
ightfold  since  he  began,  and  the  fund 


Money&Envesting 

tial.  "Of  course,  we  have  to  be  able  to 
make  a  case  for  the  company  returning  to 
its  normal  earnings  level,"  he  says. 

Thus  he  likes  Forrester  Research, 
which  forecasts  consumer  trends,  mostly 
for  tech  outfits.  At  a  recent  $15,  Forrester 
trades  at  a  lofty  26  times  trailing  earnings 
but  has  an  enticing  $6  per  share  in  cash.  It 
trades  at  23  times  next  year's  hoped-for 
earnings. 

See  beyond  the  headlines.  Pyle  also  likes 
select  financial  services  firms,  including  a 
bank,  despite  fears  that  rising  rates  will 
harm  lenders.  They  will  survive  the  Fed- 
eral Reserve's  rate-raising  if  they  have 
good  businesses  and  the  economy  stays 
aloft,  he  reasons.  Ohio's  Park  National 
attracted  Pyle  with  its  120%  return  on 
assets.  Park  trades  at  16  times  trailing 
earnings  and  15  times  2005  projections. 

After  2002,  when  the  fund  suffered  a 
19.4%  loss,  Pyle  showed  his  stuff.  His 
48.7%  return  in  2003  and  22.7%  in  2004 
were  both  handily  ahead  of  returns  of  the 


A  turnaround  manager  needs  to  take  quick 
action,  in  his  first  quarter,  to  right  the  ship. 
Then  wait  a  year  or  so  to  see  if  it  took. 


arries  four  stars  from  Morningstar.  The 
jnd's  Lipper  small-cap  ranking  (for  one- 
ear  performance)  has  moved  from  201st 
lace  in  2001,  the  year  before  he  came 
board,  to  95th  in  2004. 
His  method: 

Take  decisive  action.  Among  the  67- 
ock  portfolio  he  inherited,  Pyle  couldn't 
nd  a  company  that  he  liked.  Since  losses 
1998  and  2000  gave  him  a  cushion  to 
arn  over  the  portfolio  without  zapping 
lareholders  with  capital  gains  taxes,  he 
;placed  every  last  holding.  "From  the 
ay  you  take  the  responsibility,  you  want 
have  the  fund  look  exactly  the  way  it 
lould  look,"  Pyle  says. 

Have  a  guiding  philosophy.  When 
oosing  stocks,  leverage-leery  Pyle  first 
isqualified  any  company  with  debt-to- 
tal-capital greater  than  50%.  A  value 
uy,  he  also  looks  only  at  stocks  that  have 
jffered  recent  price  declines.  He  pays  a 
)t  of  attention  to  future  earnings  poten- 


S&P  index  and  of  other  small-cap  funds. 

Trusting  a  new  manager  is  obviously 
a  matter  of  faith.  At  woebegone  Putnam 
Classic  Equity,  Morningstar's  Lutton  is 
encouraged  by  the  naming  of  Michael 
Abata,  even  though  he  started  only  in 
December  and  hasn't  had  the  time  to 
make  a  mark. 

The  fund,  trailing  the  S&P  and  peers, 
had  a  bias  toward  giant  companies  with 
punk  earnings,  and  now  Abata  is  revamp- 
ing the  portfolio  to  go  for  more  solid 
profits.  Abata  has  a  good  record  at  one  of 
his  other  funds,  Putnam  New  Value.  If 
you're  in  the  fund,  stick  around  for  a 
while  and  see  if  he  delivers. 

Another  Putnam  fund,  Vista,  has  seen 
a  nice  upsurge  under  Kevin  Divney  and 
Paul  Marrkand  since  2003.  Arthur 
Moretti,  who  took  over  Neuberger 
Berman  Guardian,  also  in  2003,  moved 
his  fund  from  348th  to  59th  in  its  Lipper 
sector.  F 
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"I  have  gained 
knowledge  and 
practical  skills  that 
will  help  me  far  into 
my  professional 
career." 

-  Debra  Rogers 

MBA,  Capella  University,  2005 
Vice  President,  U.S.  Bank 


You  expect  as  much  from 
your  education  as  you  do 
from  yourself.  Our  high 
standards  are  the  reason 
leading  corporations  and  - , 
people  like  you  rely  on 
Capella  University  for  their 
educational  needs.  What 
you  learn  will  make  an 
immediate  difference  in 
your  work  and  in  your 
organization.  You  know 
where  you're  going.  Let 
Capella  University  help  you 
get  there. 

Visit  www.capetla.edu  to  learn  more. 


i®/  Capella  University 


ry  Rp   Brokerage  Analysts 


Best  Earnings 
Estimators 

Wall  Street  punishes  companies  that  miss  consensus  earnings  forecasts  and  rewards 
those  that  exceed  expectations.  StarMine,  a  San  Francisco  research  organization,  has 
built  up  a  nice  business  capitalizing  on  this  fact.  Since  1998  StarMine  has  used  analyst 
forecast  data  collected  by  its  partner  Thomson  First  Call  to  analyze  and  rank  the 
performance  of  security  analysts  from  both  big  brokerage  houses  and  stand-alone 
equity  research  shops. 

For  a  remarkable  three  years  in  a  row  StarMine  has  selected  Credit  Suisse  First 
Boston's  Ivy  Zelman,  pictured  on  this  page,  as  the  sharpest  earnings  estimator  track- 
ing North  American  stocks.  "The  odds  of  that  happening  by  luck  are  nil,"  marvels 
StarMine  Vice  President  David  Lichtblau.  According  to  StarMine,  Zelman's 
analytical  skills  in  2004  were  better  than  those  of  3,300  of  her  peers. 

Lichtblau  also  tells  us  that  analysts  who  are  good  at  forecasting 
earnings  don't  necessarily  excel  at  a  second  skill — making  good 
calls  on  when  to  buy,  hold  or  sell  a  stock.  That's  why  StarMine 
does  a  separate  batch  of  calculations  to  select  the  best  stock 
pickers.  Our  list  of  StarMine's  ten  stock-picking  stars — and  the 
companies  they're  up  or  down  on  now — is  on  page  1 16. 

Go  to  Forbes.com  for  an  interactive  version  of  the  best 
forecasters  and  stock  pickers  in  each  of  over  50  industries. 

—Andrew  T.  Gillies 

I  Ivy  Zelman 

Credit  Suisse  First  Boston 
HOUSEHOLD  DURABLES 

Stock 

Sherwin-Williams 
PAN  La-Z-Boy  12.77  0.83 

Last  year  Zelman  was  most  prescient  on  Ethan  Allen  Interiors, 
Fortune  Brands  and  Stanley  Works,  among  others.  On  the  latter 

company,  for  example,  she  called  for  December  quarter  earnings  of 
76  cents  a  share,  5  cents  above  the  consensus.  The  company 
reported  77  cents.  While  Zelman  expects  housing  sector  earnings  will 
rise  26%  for  2003,  she  fears  tightening  credit  will  hit  demand.  Thus 
she  suggests  Sherwin-Williams,  whose  paint  business  is  protected  from 
Chinese  competition  and  will  likely  thrive  as  people  think  less  of  buying 
real  estate  and  more  abi  iut  fixing  up  what  they  have.  The  Chinese  threat, 
she  says,  could  be  tro  lble  for  furniture  maker  La-Z-Boy;  her  2005 
estimate  there  stands  2  cents  below  consensus.  ^ 


Recent  Price 

$43.17 


20Q5E  EPS 

$3.37 
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ncial  expertise,  a 


over  100  years  of  financial  exp 
issues  that  really  matter.  Yours. 


,  we  know  the 


At  UBS,  it's  our  business  to  know  what  matters  to  you.  When  it  comes  to  wealth 
management,  that  means  more  than  just  building  wealth  today.  It  also  means 
making  plans  for  the  future,  for  your  children  and  for  your  family.  So  you  can 
feel  confident  your  wealth  is  going  to  benefit  the  people  and  causes  that  matter 
most  to  you. 

Your  financial  advisor  is  committed  to  helping  you  plan  things  the  way  you  want 
them  to  be.  To  achieve  that,  he'll  use  two  techniques  we've  honed  at  UBS  over 
more  than  a  century  of  experience.  He'll  listen.  And  he'll  understand. 

Only  then  will  your  financial  advisor  discuss  estate  planning  strategies*  He'll 
review  family  gifting  or  charitable  giving  programs  that  may  help  you  reduce  your 
taxable  estate.  He'll  be  able  to  work  alongside  your  tax  and  legal  advisors.  And 
backed  by  the  resources  of  an  award-winning  investment  bank  and  a  global  leader 
in  asset  management,  he'll  offer  you  access  to  an  array  of  investment  vehicles. 

Our  goal?  To  help  ensure  that  the  wealth  you  build  stays,  or  goes,  according  to 
your  plans.  Knowing  how  much  that  matters  to  you  is  just  part  of  a  relationship 
called  'You  &  Us.' 


You  &  Us 


Wealth 
Management 


Global  Asset 
Management 


Investment 
Bank 


UBS 


ither  UBS  Financial  Services  Inc.  nor  its  employees  provide  tax  or  legal  advice.  You  must  consult  with  tax  or  legal  advisors  regarding  your  personal 
jmstances.  ©UBS  2005.  All  rights  reserved.  Wealth  Management  services  in  the  U.S.  are  provided  by  UBS  Financial  Services  Inc.,  a  registered  broker 
ler  offering  securities,  trading,  brokerage,  and  related  product  and  services.  UBS  Financial  Services  Inc.,  Member  SIPC. 


Brokerage  Analysts 


2  Charles  Boorady 

Smith  Barney  Citigroup 
HEALTH  CARE  SERVICES 


3  Peter  Ruschmeier 

Lehman  Brothers 
PAPER  &  FOREST  PRODUCTS 


In  2004  Boorady  was  the  ace  for  predicting  profits  at  Coventry 
Health  Care,  Humana  and  PacifiCare  Health  Systems.  Today  he's 
so  upbeat  on  his  sector  that  he  couldn't  give  us  a  bearish  pick. 
He  says  his  favorites — Humana,  UnitedHealth  Group  and 

WellPoint — will  flourish  with  Medicare's  forthcoming  drug 
benefit  and  as  more  employers  adopt  Health  Savings  Accounts 
for  employees.  WellPoint  is  his  first  choice  for  price  gains  in 
2005.  He  believes  it  can  shave  $250  million  off  expenses 
following  its  merger  with  Anthem. 


Stock 


Recent  Price      2005E  EPS 


PICK 


WellPoint 


$117.77 


$7.90 


PICK 


UnitedHealth  Group 


91.26 


4.90 


Ruschmeier  thinks  tight  supply  and  healthy  demand  will  boost 
pricing  for  the  stocks  he  follows.  His  favored  group:  pulp  and 
paper.  Last  year  his  estimates  on  MeadWestvaco  and  Weyer- 
haeuser were  right  on  the  money.  He's  still  a  bull  on  both  stocks, 
but  his  first  choice  at  present  is  Sappi,  the  world's  largest 
producer  of  high-end  paper  for  magazines  and  catalogs.  "A  very 
impressive  set  of  assets,"  he  says.  One  he's  less  fond  of  is  Smurfit- 
Stone  Container.  The  corrugated-box  maker  faces  challenge 
from  abroad,  he  says,  and  looks  pricey  next  to  competitors. 


Stock 


Recent  Price  2005EEPS 


PICK 


Sappi 


$11.31 


$0.74 


PAN 


Smurfit-Stone  Container  13.58 


0.25 


The  Rest  of  the  Top  10  Estimators 


Analyst 
4.  Robert  McCarthy 


Firm 

Robert  W.  Baird  &  Co. 


Current  Favorite 
Actuant 


Recent  Price 
$43.14 


5.  Paul  Cheng 


Lehman  Brothers 


Suncor  Energy 


37.95 


6.  Jerry  R.  Herman  &  Robert  Craig     Legg  Mason  Wood  Walker 


Laureate  Education 


44.85 


7.  Quynh  Pham 


Delafield  Hambrecht 


Nastech  Pharmaceutical 


9.89 


8.  Matthew  Borsch 


Goldman  Sachs 


WellPoint 


117.77 


9.  Matthew  Snowling 


Friedman,  Billings,  Ramsey 


E-Trade  Financial 


11.03 


10.  Andrew  Casey 


Prudential  Equity  Group 


Deere 


64.57 


Prices  as  of  Apr.  22  Sources:  StarMine:  Thomson  One  Analytics:  FT  Interactive  Data.  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems:  Forbes. 
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You  can  get  more  out  of  your  technology  investment  by  making  sure  employees  have  access 
whenever  they  need  it.  IMo  downtime.  No  waiting  for  answers.  Now  it's  easy  to  keep  them 
connected  with  Sprint,  the  first  major  provider  of  end-to-end  managed  wireless  service.  We 
integrate  devices  with  your  network,  keep  them  running  effectively,  keep  them  secure.  We  can 
even  disable  lost  or  stolen  devices  remotely,  so  private  information  stays  that  way.  Sprint  Managed 
Mobility  Services™  help  save  your  company  time  and  money.  And  when  your  people  can  spend 
more  of  their  work  time  actually  working,  your  business  is  more  productive,  powerful,  beautiful. 
With  Sprint,  business  is  beautiful.™ 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777  5568  >  Wireless.  Data.  Voice.  IR 


©2005  Sprint.  All  rights  reserved  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P. 


Brokerage  Analysts 


Best  Stock  Pickers 


I  Holly  Guthrie 

Morgan  Keegan  &  Co. 
SPECIALTY  RETAIL 

By  StarMine's  tally,  an  investor  buying  all  the  stocks  in  the 
specialty  retail  industry  would  have  had  a  14%  gain  in  2004. 
But  someone  following  Guthrie's  specific  recommendations 
within  this  group  would  have  beaten  that  benchmark  by  4H 
percentage  points.  A  good  call:  She  upgraded  Urban  Outfitters 
in  early  2004  and  rode  it  to  a  122%  gain.  She  still  likes  it  and 
Bebe  Stores.  "They  understand  their  customer,"  she  says. 


Stock 

Recent  Price 

2005EEPS 

PICK 

Bebe  Stores 

$32.51 

$0.98 

PICK 

Urban  Outfitters 

45.15 

1.53 

2  Christopher  Donaghey 

SunTrust  Robinson  Humphrey 
AEROSPACE  &  DEFENSE 

Donaghey  concentrates  on  small-  and 
midcap  companies  doing  business  in 
military  intelligence,  surveillance  and 
communications.  With  budgets  for  clas- 
sified programs  expected  to  hit  $28 
billion  in  fiscal  2006,  he's  bullish  on 
these  areas  of  defense.  Last  year  his  calls 
led  him  to  beat  his  industry  benchmark  by  a  margin  of  44  per- 
centage points.  Now  he  likes  Argon  ST  and  Harris.  He  admires  the 
former's  management.  EDO  shares,  he  says,  could  take  a  hit  if  com- 
petition emerges  for  Warlock,  its  system  to  jam  roadside  bombs. 


3  Quynh  Pham 

Delafield  Hambrecht 
BIOTECHNOLOGY 

A  handful  of  analysts  excel  at  both 
estimating  earnings  and  picking  stocks. 
Quynh  Pham  is  a  standout,  ranking 
third  in  stock  picking  and  seventh 
among  estimators.  A  holder  of  degrees 
in  microbiology  and  business,  she  covers 
drug  and  biotech  stocks,  particularly 

those  in  the  Pacific  Northwest.  Vancouver's  ID  Biomedical  is  hel 
number  one  pick  now,  mainly  for  its  progress  toward  U.S.  approval 
of  its  flu  vaccine.  But  she's  worried  about  Cell  Therapeutics'  progresl 

on  its  lead  drug,  Xyotax,  especially  given  the  company's  financing! 


Stock 


Recent  Price 


2005EEPS 


PICK 


Argon  ST 


$28.39 


$1.15 


PAN 


EDO 


30.04 


1.51 


Stock 


PICK 


ID  Biomedical 


PAN 


Cell  Therapeutics 


The  Rest  of  the  Top  10  Stock  Pickers 


Recent  Price 


$16.00 


Analyst 
4.  Curtis  TrimbSe 


Firm 

Ferris,  Baker  Watts 


Current  Favorite 
ATP  Oil  &  Gas 


Recent  Price 

$22.25 


5.  James  Lee 


DE  Investment  Research 


General  Communication 


8.82 


6.  Kevin  McCarthy 


Banc  of  America  Securities 


Monsanto 


58.58 


7.  Anthony  Wible 


Smith  Barney  Citigroup 


Euronet  Worldwide 


28.21 


8.  Jay  M.  Meier 

9.  Steven  Milunovich 


Miller  Johnson  Steichen  Kinnard 


Identix 


5.01 


Merrill  Lynch 


Apple  Computer 


35.50 


10.  Gregory  Badishkanian 


Smith  Barney  Citigroup 


United  Natural  Foods 


27.47 


Prices  as  of  Apr.  22.  Sources.  SfarMine;  Thomson  One  Analytics;  FT  Interactive  Data.  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems;  Forbes. 
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ALL  NEW  JEEP  GRAND  CHEROKEE. 
THE  OFF-ROAD  LEGEND  CONTINUES.. .ON-ROAD. 

bw  you  can  make  the  most  of  every  journey,  no  matter  what  the  terrain.  The  new  Trail  Rated  Jeep  Grand  Cherokee 

tatures  a  330-hp  5.7L  HEMI7  V8.*  the  most  powerful  engine  in  its  class!  an  Electronic  Stability  | 

rogram;  and  Quadra-Drive  lit*  our  most  advanced  four-wheel-drive  system  ever.  Visit  jeep.com  Uvvp 


Jeep,  Trail  Rated,  and  HEMI  are  registered  trademarks  of  DaimierChrysler  Corporation.  Only  available  on  Limited  4x4  model. 
tBased  on  2004  Ward's  Middle/Sport  Utility  Segment  and  published  industry  information.  tAvailable. 


  Brokerage  Analysts  

The  Best  of  Both  Worlds  

These  individuals  may  not  have  ranked  among  the  ten  best  overall  analysts,  but  when  compared  only  to  peers  in  their  respective 
industries,  they  placed  among  the  top  three  analysts  in  picking  stocks  and  estimating  profits.  Here  are  their  best  bets. 


Analyst  Firm  Coverage  Area  Current  Favorite  Recent  Price 

Robert  Buchanan  A.G.  Edwards  Multiline  Retail  Nordstrom  $53.00 

Gary  Chase  Lehman  Brothers  Airlines  Southwest  Airlines  14.50 

John  Diffendal  BB&T  Capital  Markets  Automobiles  (Recreational  Vehicles)  Fleetwood  Enterprises  8.14 

David  Driscoll  Smith  Barney  Citigroup  Food  Products  General  Mills  48.56 

Richard  Gross  Lehman  Brothers  Gas  Utilities  Williams  18.00 

Maureen  Howe  RBC  Capital  Markets  Multi-Utilities  &  Unregulated  Power  Duke  Energy  28.95 

Constance  Maneaty  Prudential  Equity  Group  Personal  &  Household  Products  Revlon  3.00 

Alexander  Paris  Sr.  Barrington  Research  Electronic  Equipment  &  Instruments  CyberOptics  12.75 

Richard  F.  Rossi  Morgan  Joseph  &  Co.  Construction  &  Engineering  URS  30.82 

David  Schanzer  Janney  Montgomery  Scott  Utilities  Aqua  America  26.70 


The  Smart  Guys  Think  These  Stocks  Are  Cheaper 


Working  with  analysts'  data  from  partner  Thomson  First  Call,  StarMine  compiles  a  "SmartEstimate,"  or  an  earnings-per-share 
forecast  weighted  to  timely  calls  from  the  most  accurate  analysts.  For  the  following  stocks,  price-to-earnings  ratios  based  on 
SmartEstimates  for  next  12-month  profits  look  cheaper  than  multiples  calculated  using  the  consensus. 


PRICE 


ESTIMATED  P/E 


Company 

Industry 

Recent 

Change  from 
52-week 
high 

Estimated 
earnings 
growth1 

SmartEstimate 

Consensus 

Market 
value 
(Smil) 

Alvarion 

Computer  Services 

$8.67 

-46% 

41% 

26 

33 

$463 

Arch  Coal 

Coal 

44.99 

-5 

6 

20 

25 

2,844 

Atheros  Communications 

Semiconductors 

8.29 

-53 

30 

25 

32 

418 

Atlas  Pipeline  Partners 

Oil  Well  Services  &  Equipment 

45.00 

-8 

6 

19 

26 

323 

Atwood  Oceanics 

Oil  Well  Services  &  Equipment 

63.15 

-11 

57 

19 

30 

943 

Axcelis  Technologies 

Semiconductors 

6.82 

-46 

12 

19 

27 

696 

Electro  Scientific  Industries 

Electronic  Instruments  &  Controls 

17.77 

-41 

14 

21 

29 

512 

Impax  Laboratories 

Biotechnology  &  Drugs 

17.78 

-31 

33 

18 

22 

1,045 

Massey  Energy 

Coal 

38.68 

-17 

8 

16 

23 

2,960 

NetBank 

S&Ls/Savings  Banks 

8.11 

-30 

11 

30 

39 

375 

Sina 

Computer  Services 

26.95 

-36 

30 

21 

27 

1,412 

Southwest  Airlines 

Airlines 

14.50 

-15 

15 

26 

33 

11,748 

Symmetricom 

Communications  Equipment 

9.30 

-22 

20 

21 

27 

438 

Take-Two  Interactive  Software 

Software  &  Programming 

24.35 

-13 

18 

17 

23 

1,768 

Transocean 

Oil  Well  Services  &  Equipment 

50.45 

-8 

41 

24 

32 

16,266 

Ultralife  Batteries 

Electronic  Instruments  &  Controls 

16.28 

-31 

34 

25 

32 

230 

Prices  as  of  Apr.  22  '  Annualized,  next  three  to  five  years. 

Sources.  StarMine;  Thomson  One  Analytics;  FT  Interactive  Data.  Reuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems;  Forbes. 


FOrbCS     ViSIT  US  ON  THE  WEB 
See  the  Forbes.com/StarMine  Best  Brokerage  Analysts  page  for  more  stock  picks  from  the  highest-ranked  analysts,  as  well  as  spots  where 
the  most  accurate  analysts  are  making  bold  calls  on  expected  earnings.  You'll  also  find  the  best  earnings  estimators  and  stock  pickers  in 
dozens  of  industries,  free  downloads  for  your  handheld,  details  on  methodology  and  other  items.  Please  visit  www.forbes.com/bestanalysts. 
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tociete  Generaie  and  open  up  your  perspectives 


sing  an  innovative  bank  means  gaining  the  freedom  to  imagine  anything.  Driven  by  its  ability  to  look 
,  Societe  Generaie  now  has  a  workforce  of  92,000  in  80  countries  and  has  become  steadily 
ler  in  its  three  key  fields,  offering  its  customers  ever  more  occasions  to  broaden  their  perspectives. 
16  million  customers  <1'  in  retail  banking,  315  billion  euros  <1'  managed  by  global  investment 
gement  and  services  and  a  confirmed  worldwide  leadership  in  corporate  and  investment  banking 
capital  markets,  derivatives  and  structured  finance),  Societe  Generaie  has  become  a  first  choice 
r  for  its  customers  around  the  world.  If  you  too,  have  a  taste  for  growth,  you  will  soon  see  what  the 
;te  Generaie  red  and  black  effect"  can  do  for  you.  (i)at  31/12/04.  www.socgen.com 
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PAYMENT  SERVICES 


ASSET  MANAGEMENT 


PRIVATE  BANKING 


GLOBAL  SECURITIES  CORPORATE  & 

SERVICES  FOR  INVESTORS   INVESTMENT  BANKING 


GROUP 


Special  Advertising  Section 


Broadband  Converffenc 


'  Written  by  David  F.  Hold 
Produced  by  Bob  Grossman 


THE  TELCO  TRIPLE  PLAY 


elephone  companies 
around  the  world  are  transforming  their 
networks  from  the  wires  and  circuits  of  the 
last  century  to  the  next-generation  networks 
of  the  Internet  Age.  "By  employing  Internet 
Protocol  (IP)  technology,  they  can  deliver  a 
rich  mixture  of  telephone,  Internet  and  even 
TV  services,  the  'Telco  Triple  Play/  to  their 
customers,"  say  Kermit  Ross  and  John 
Celentano,  principals  with  researcher 
Millennium-Skyline  Project.  "In  an  age  of 
relaxed  regulation,  unbridled  competition 
and  broadband  convergence,  the  Triple  Play 
is  emerging  as  a  survival  issue  for  telcos  in 
the  face  of  vigorous  competition  from  the 
nation's  cable  TV  operators,"  they  add. 
The  threat  is  formidable,  as  cable  television 
companies  have  evolved  from  providing 
broadcast  television  to  offering  broadband 
Internet  access,  and  are  now  planning  to 
capture  a  portion  of  the  $100  billion  residen- 
tial phone  market  by  offering  voice  over  IP 


\/oIR  IIMC 

OTCBB.VOII 


Leading  the  way  in  ... 

Voip 

making  the  way  for  others 


kbout  VoIP,  Inc.  (OTCBB:  VOII) 

bIP,  Inc.  is  a  publicly  traded  emerging  facilities-based  global  service  provider  of  superior  quality  Voice- 
|er-IP  based  solutions,  offering  residential  and  business  customers  more  user  friendly  and  affordable 
feys  to  communicate  today. 

pIP,  Inc.  manufactures  products  and  provides  services  to  Internet  Service  Providers,  Telecommunication 
fervice  Providers  and  Cable  Operators  in  strategic  countries  around  the  world. 

tirough  its  subsidiaries,  VoIP,  Inc.  also  provides  a  comprehensive  portfolio  of  IP  multimedia-based 
ilutions  ranging  from  subscriber-based  voice  services,  SIP  based  infrastructure  design  and  deployment, 
|  broadband  Customer  Premise  Equipment  design  and  implementation  services,  as  well  as  engineering 
bsign,  manufacturing  and  distribution  of  wireless  broadband  technology. 

blP  Incorporated  Wholly  Owned  Subsidiaries: 


§)GlobaPhone 


i  Delivers  innovative  broadband 
phone  service  for  residential 
and  business  subscribers 
ivww.eglobalphone.com 


voipsolutions 


Virtual  Service  Provider  &  Manufacturer 
of  Customer  Premise  Equipment 
and  Services  for  the  VoIP  industry 
www.vojpsolutions.com 


amei  icas? 

Enterprise  Voice  over  IP  services 
Origination  and  Termination 
wholesalevoip"" 
vcip800,m  &  voipdicT 
www.voipamericas.com 


NDT*Net 

Technologies,  Inc. 

Supplier  of  Cable/DSL/ADSL 
Modems  and  Customer 
Premise  Equipment 
www.dtnettech.com 
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TRIPLE  PLAY  SOLUTION      The  future  starts  at  VoIP,  Inc. 

VoIP,  Inc.  introduces  the  next  generation  in 
Internet  Protocol  (IP)  based  TV  set-top  boxes. 

The  VOI-S100  and  VOI-S200  Series  deliver  SIP 
based,  high  quality  interactive  video  content  to  your 
TV.  Web  browsing,  email,  home  networking,  VOD 
(Video  on  Demand)  and  VoIP  phone  services  are 
only  the  beginning... 

'Based  on  EM  8622. 


IP  Set-top  Box 

IP  TV  +  VoIP  +VOD 
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www.voipinc.com 
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Responding  to  the  challenge,  the  largest  U.S. 
telephone  companies  are  preparing  to  provide 
full-fledged  video  entertainment  services,  including 
TV  programming,  movies-on-demand  and  HDTV,  to 
tens  of  millions  of  customers.  To  make  this  possible, 
they  are  investing  in  massive  network  upgrade 
projects  using  fiber-to-the-home,  which  provides 
nearly  unlimited  bandwidth,  and  improved  DSL 
technology  that  enables  a  regular  copper  telephone 
line  to  carry  multiple  video  channels.  And  that's 
not  all.  As  cell  phones  evolve  into  multimedia 
communication  devices,  wireless  service  providers 
are  promising  to  turn  the  triple  play  into  the  quadruple 
play,  creating  an  even  more  dynamic  market. 

In  the  profiles  that  follow,  we  will  describe  how 
leading-edge  companies,  such  as  Allied  Telesyn,  Ericsson, 
Motorola  and  VoIP  Inc.,  are  working  to  unite  once 
disparate  voice,  data,  video  and  wireless  networks  to 
create  a  truly  seamless  broadband  lifestyle. 

Ericsson  Delivers  the  Triple  Play 
For  Wired  and  Wireless  Services 

Wireline  service  providers  around  the  world  are  reinvent- 
ing themselves  to  prepare  for  the  impending  convergence 
of  voice,  video  and  data  services  known  as  the  triple  play, 
while  wireless  operators  are  making  similar  moves  to  bring 
broadband  triple  play  services  to  mobile  subscribers.  In 
both  cases,  making  the  right  choice  about  which  technolo- 
gy to  deploy  requires  a  trusted  technology  partner  who  can 
pave  a  new  path  to  profitability. 

With  a  long  history  building  hundreds  of  telecom 
networks  serving  millions  of  people  around  the  world, 
Ericsson  is  well  positioned  to  help  service  providers  deploy 
the  next  generation  of  converged  network  services. 

Anticipating  the  demands  that  video  would  place  on  a 
telecom  infrastructure  designed  for  voice,  Ericsson  decided 
several  years  ago  to  develop  a  new  platform  based  on  tech- 
nology used  on  the  Internet  and  in  data  networks.  The 
result  was  Ethernet  DSL  Access  (EDA),  an  IP-based  plat- 


form that  offers  a  plug-and-play  solution  for  triple  play  se 
ices  such  as  telephone,  Internet  data,  Video-on-Demand, 
multicast,  gaming,  shopping  and  file  sharing. 

According  toTorbjorn  Nilsson,  Ericsson's  senior  vice  pr< 
ident  for  strategy  and  product  management,  "The  cho 
was  obvious  —  IP  over  Ethernet  —  because  all  services 
both  wireline  and  wireless  will  be  controlled  by  IR  a 
Ethernet  provides  the  most  cost-efficient  means  of  deliv 
ing  the  bandwidth  that  video  will  require." 

That  forward-looking  vision  proved  to  be  correct,  as  1 
largest  telecom  companies  in  the  U.S.  have  recer 
announced  plans  to  develop  IP-based  video  entertainmt 
services,  and  to  deliver  those  services  over  Ethern 
In  fact,  Ericsson  has  deployed  its  broadband  Etheri 
solutions  with  more  than  60  network  operators  aroi 
the  world. 

In  the  wireless  world,  the  mobile  triple  play  off 
the  prospect  of  enormous  growth.  "There  are  35  mill 

"We  think  that  th 
mobile  triple  plaj 
will  complement  till 
wireline  triple  plal 
because  people  want  i 
have  many  of  th 
features  that  the 
enjoy  at  home  an 
at  the  office  in  the: 
pocket  as  they  travel 

—  Torbjorn  Nilssc 
Senior  Vice  Preside 
for  Strategy  and  Prodi 
Management,  Ericss 


BUT  YOU 
NEED  THE 
CAPABILITY 
TO  HANDLE 
MORE 
DIVERSE 
TRAFFIC 


THIS 
IS  US 
GIVING 
YOU 
ALL  THAT 
WITH 
PLENTY 
OF  ROOM 
TO  SPARE 


Your  customers  want  more  than  internet  access  from 
broadband. They  want  IPTV,  video-comms,  telephony 
and  games  as  well.  Oh  and  they  want  them  all  from  one 
supplier  Down  one  wire.  So  let's  talk.  Ericsson  offers  a 
truly  high  performance  broadband.  It  lets  customers  use 
the  same  line  for  more  things  more  often.  It  improves  their 
experience  and  strengthens  their  loyalty.  And  with  tons  of 
spare  capacity  built  in,  you're  ready  for  future  applications. 
That's  where  broadband's  heading.  Get  on  board. 

ericsson.com/forward._broadband 
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subscribers  to  3rd  Generation  (3G)  services  in  the  world 
today.  By  2010  there  will  be  nearly  1  billion  subscribers  for 
the  mobile  triple  play,"  says  Nilsson. 

The  reason  for  this  popularity  is  simple.  "We  think  that 
the  mobile  triple  play  will  complement  the  wireline  triple 
play  because  people  want  to  have  many  of  the  features  that 
they  enjoy  at  home  and  at  the  office  in  their  pocket  as  they 
travel,"  he  explains. 

Cingular  Wireless,  the  largest  wireless  carrier  in  the 
U.S.,  recently  chose  Ericsson  to  help  develop  Cingular's 
next-generation  mobile  broadband  voice  and  data  network. 
When  the  network  rolls  out  in  2006,  subscribers  will  be 
able  to  access  the  network  at  speeds  of  3  to  5  megabits  per 
second,  with  a  peak  rate  of  14  Mbps,  to  download  audio, 
video  and  large  file  attachments  faster  than  ever  before. 
And  Ericsson,  through  its  Sony  Ericsson  joint  venture,  also 
supplies  multimedia-capable  handsets  designed  to  match 
the  capabilities  of  the  new  network. 

Adding  it  all  up,  Ericsson  offers  one  of  the  most  complete 
solutions  for  most  types  of  networks  in  the  telecommuni- 
cations marketplace  today. 

VoIP,  Inc.,  Helps  Customers  Focus  on  Selling 
More  Services,  Not  Building  Technology 

Could  you  ever  have  imagined  10  years  ago  that  you 
would  now  have  so  many  choices  for  communications 
services?  Ma  Bell  used  to  be  the  only  option.  But  the 
advent  of  voice  over  IP  (VoIP)  technology  is  changing  the 
boundaries  of  what  used  to  be  called  a  telephone  service. 

Voice  services  are  now  available  not  only  from  traditional 
telephone  companies  and  cell  phone  providers,  but  also 
from  cable  companies,  ISPs  and  soon,  from  wireless  data 
providers.  The  common  denominator,  and  the  catalyst  for 
this  sea  change  in  choices,  is  the  Internet  Protocol  (IP).  VoIR 
Inc.  (ticker  VON),  is  one  of  the  companies  leading  the  way 
in  the  delivery  of  VoIP  services  today  —  and  WiMax  VoIP 
services  in  the  future. 

VoIR  Inc.,  has  developed  a  Virtual  Service  Provider  (VSP) 
platform,  which  gives  the  company  tremendous  flexibility  to 
offer  services  directly  to  consumers  as  a  retail  provider, 
directly  to  enterprises  as  a  wholesale  provider  or  prepack- 


"We  provide  th 
infrastructure  so  ou 
customers  can  focus  oil 
marketing  and  selling  tl 
service  to  their  customer! 
without  the  large  month] 
contract  commitments  thai 
a  large  telecom  carrie| 
would  requirej 

—  Steven  Ivest«| 
Chief  Executive  OfficJ 
VoIP,  Ir 
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aged  to  cable  companies,  and  to  ISPs  that  are  adding  1 
triple  play  to  their  portfolio  offering.  Having  developed  t 
enhanced  services  platform,  VoIP  Inc.,  has  several  disti 
advantages  over  its  competition.  First,  it  has  allowed 
company  to  drive  75%  of  the  physical  cost  out  of  its  r 
work.  The  savings  are  being  passed  on  to  its  growing  list  us 
clients.  VoIP  Inc.,  also  manufactures  its  own  custonwPOfl 
premise  equipment  (CPE)  for  its  subscribers,  which  gi\ 
the  company  greater  flexibility  in  maintaining,  deliver 
and  creating  new  services  and  in  managing  total  cost. 

The  company  is  also  saving  its  customers  valuable  tij 
with  its  Web-based  auto-provisioning  of  services.  Accord 
to  Chief  Executive  Officer  Steven  Ivester,  enterpri* 
installing  a  new  IP-PBX  can  "go  to  our  Web  site,  create 
account,  enter  the  IP  address  of  the  new  equipment,  a 
any  amount  of  origination  or  termination  they  desire  a 
provision  service  within  10  minutes  online  with  no  phys 
connection.  It  might  take  five  to  six  weeks  to  do  the  sa 
thing  with  a  traditional  telecommunications  carrier  a 
much  higher  cost." 

VoIP  Inc.'s  VSP  service  is  a  hosted  and  managed  serv 
that  enables  a  cable  company  or  an  ISP  within  eight  to 

(Continued  on  pagl  ):. 
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OTOROLA  MEANS 
SEAMLESS  MOBIL 


The  lines  are  blurring  between  traditional  video  and  voice 
providers.  In  the  past,  consumers  received  voice  services  from 
the  telephone  company  and  video  services  from  the  cable 
company.  There  simply  were  no  other  options  and  the  services 
were  often  limited.  But  consumers  are  demanding  converged 
voice,  video,  data,  wireless  communications  and  entertainment 
services,  and  they  want  these  converged  services  anytime, 
anywhere  —  in  the  home,  in  the  office  or  on  the  road.  < 


■  ortunately,  a  new  generation  of  service  providers  and 
^  technology  partners  is  joining  forces  to  meet  these 
demands.  One  company  well  positioned  to  bring  togeth- 
er the  products,  services  and  support  needed  for  this 
isrging  market  is  Motorola,  Inc.  Motorola  calls  this  on- 
nand  communications  paradigm  "seamless  mobility,"  and  is 
iving  force  helping  service  providers  achieve  this  vision, 
eamless  mobility  enables  consumers  to  have  convenient, 
sonalized  access  to  the  information  that's  important  to 
n  —  as  they  move  between  the  different  spaces  in  their 
:s.  Behind  the  scenes,  Motorola  enables  this  by  uniting  the 
bus  software  and  hardware  platforms  across  the  compa- 
i.  portfolio  of  cellular  handsets,  digital  cable  set-tops,  auto- 
tive  products  and  enterprise  solutions, 
[he  result  is  new,  continuous  experiences  that  empower 
I  consumer.  "Motorola  believes  that  technology  should 
plve  around  the  consumer,  rather  than  the  consumer 
ipting  his  or  her  behavior  to  the  technology,"  says  Daniel 
loney,  president,  Connected  Home  Solutions  Business 
)  executive  vice  president  of  Motorola,  Inc.  "We  are  creat- 
l  rich  media  experiences  that  follow  consumers  from  the 
pe  to  their  car  to  their  office,  and  then  out  into  the  world." 
j.oney  points  out  that  today,  Motorola  technologies  are 
jbling  consumers  to  see  into  their  house  and  control 
[ices  even  when  they  are  not  home,  have  face-to-face  com- 
nications  even  though  they  are  thousands  of  miles  apart  or 
their  cellular  device  into  their  home  telephone  system, 
pr  service  providers,  Motorola  is  uniquely  poised  to  drive 
unless  mobility  because  it  has  all  the  pieces  in  one 
npany:  expertise  in  consumer  electronics  devices  and  a 
[  heritage  in  building  wireless,  wireline  and  broadband 
works.  This  means  that  Motorola  can  enable  service 


providers  —  regardless  of  their  network  architecture  or 
service  mix  —  to  deliver  new  revenue-generating  services  to 
consumers  and  businesses. 

At  the  heart  of  this  converged  communications  paradigm 
is  the  Internet  Protocol  (IP),  and  Motorola  is  investing  its 
resources  to  establish  leadership  in  this  rapidly  changing  tech- 
nology. "We  have  invested  in  a  new  IP  multimedia  services 
architecture  that  allows  us  to  smoothly  and  seamlessly  provision 
services  across  different  domains,"  explains  Adrian  Nemcek, 
president,  Networks  Business  and  executive  vice  president  for 
Motorola,  Inc.  That's  good  news  for  service  providers  because 
"the  future  value  for  operators  will  be  their  ability  to  provide  a 
wide  range  of  services  across  different  access  technologies, 
both  wired  and  wireless,  that  they  may  already  have  in  place," 
he  says. 

A  prime  customer  example  is  Verizon,  which  has  begun  an 
ambitious  initiative  to  deliver  a  broad  array  of  next-generation 
video  entertainment  services,  along  with  voice  and  very  high 
speed  Internet  access,  over  a  next-generation  all-fiber  access 
network.  Motorola  has  been  selected  to  provide  optical 
networking  equipment  and  digital  set-tops,  helping  Verizon 
build  an  advanced  communications  network  that  will 
bring  converged  voice,  data  and  video  services  to  mil- 
lions of  Verizon  customer  homes  and  businesses 
over  the  next  few  years. 


MOTOROLA 


Advertisement  7 


(Continued  from  page  5) 

weeks,  to  offer  the  triple  play.  Best  of  all,  they  can  sign  up 
and  start  providing  VoIP  services  to  their  subscriber  base 
for  a  fraction  of  what  it  would  cost  to  deploy  the  equipment, 
hardware  and  services  on  their  own.  Service  provider  cus- 
tomers are  really  buying  their  own  separate  piece  of  VoIP, 
Inc.'s  "voipsolutions"  network,  which  gives  them  access  to 
blocks  of  local  phone  numbers  so  that  they  can  offer  their 
own  plans  and  services  as  a  turnkey  operation  that  is 
integrated  directly  into  their  customer's  billing  platform. 

"We  provide  the  infrastructure  so  our  customers  can 
focus  on  marketing  and  selling  the  service  to  their  cus- 
tomers without  the  large  monthly  contract  commitments 
that  a  large  telecom  carrier  would  require,"  says  Ivester.  "As 
they  sign  up  subscribers,  we  both  make  money."  ■ 


Web  Directory 

Allied  Telesyn 

www.alliedtelesyn.com 

Ericsson 

www.ericsson.com 

Motorola 

www.motorola.com 

VoIP,  Inc. 

www.voipincorporated.com 
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DELIVERING  NEW  SERVICES 

NON-TRADITIONAL  SUPPLIERS  HAVE  THE  EDGE  ^T^ZTZZ! 


With  traditional  telephone  companies  moving  into  the  video 
market  and  providing  TV  service  to  customers,  you  might  think 
that  they  turn  to  the  same  vendors  that  have  been  providing 
equipment  and  services  to  the  sector  for  years  and  years.  Not 
so.  Allied  Telesyn  is  an  aggressive  new  supplier  to  the  market 
that  already  has  17  years  of  experience  in  the  IP/Ethernet 
business,  typically  a  non-telco  service  area,  but  has  more 
active  IP/Ethernet  networks  deploying  voice,  video  and  data 
than  just  about  any  other  company  in  the  U.S. 

Allied  Telesyn  reports  that  it  was  the  first  company  to 
deploy  an  end-to-end  IP/Ethernet  triple  play  solution, 
designed  for  telephone  companies,  and  it  already  has  sev- 
eral successful  production  networks  that  have  been  in  oper- 
ation for  two  years.  Part  of  Allied  Telesyn's  success  in  being 
first  to  market  is  that  it  provides  an  end-to-end  solution. 
Historically,  one-stop  shopping  like  this  meant  that  you 
couldn't  get  the  best  components.  But  according  to  Philip  Yim, 
executive  vice  president  of  Global  Marketing  &  Product 
Development,  "Customers  deploying  these 
networks  today  could  not  -^ss^^H 


mind  and  has  taken  the  worry  out  of  wondering  which  pie 
of  the  solution  belongs  to  which  vendor's  component  - 
who  is  going  to  take  responsibility  if  the  solution  does 
work.  With  such  peace  of  mind,  AlliedTelesyn's  customers 
achieving  big  wins  in  their  business.  Matanuska  Telephc 
Association,  one  of  the  largest  telecommunications  coope 
tives  in  the  country,  has  deployed  the  Allied  Telesyn  solutii 
In  a  market  that  is  on  the  threshold  of  competition  for  la 
service  from  the  incumbent  cable  operator,  the  deploym 
of  an  IP  video  solution  was  seen  as  a  key  component  in  reta 
ing  customers  and  building  additional  revenue.  "Much  to] 
surprise  of  our  cable  and  satellite  competitors,  our  video  pr 
uct  with  its  advanced  functionality  is  achieving  a  high  leve 
success,"  says  Keith  Southard,  business  manager.  "We 
getting  our  share  of  the  market."  In  a  tough  economy  whi 
it  is  difficult  to  keep  customers  and  sustain  revenue  strear 
that  is  a  big  win. 


gust 
nisei 


JVcrv, 
gtthai 
oocupi 


Allied  Tele: 

www.alliedtelesyn.corril 


I 


Health 


HEPATITIS  C 


Stealth  Killer 

Pharma  firms  scramble  to  squelch  a  deadly  blood-borne  virus  |  By  Robert  Langreth 


AT  FIRST  IT  SEEMED 
like  a  bad  cold  that 
wouldn't  go  away. 
But  then,  one  day  in 
February  1994,  Gina  Pol- 
ichino  woke  up  dizzy  and 
/omiting,  so  weak  she  could 
lardly  walk  across  the  room. 
[Doctors  said  her  liver 
mzymes  were  off  the  charts 
ind  diagnosed  her  with 
liepatitis  C.  She  had  appar- 
ently contracted  the  virus 
i  rom  a  tainted  blood  prod- 
jet.  "I  was  as  yellow  as  a 
panana,"  she  recalls. 

Her  liver  eventually  stabi- 
ized  on  its  own.  But  11 
months  of  treatment  with 
interferon  failed  to  clear  the 
Ldrus  from  her  blood  and 
;:aused  fever,  depression  and 
liausea.  Worse,  while  on  inter- 
feron she  developed  lupus, 
doctors  told  her  she  could 
liever  take  interferon  again — 
i  big  problem  because  the 
jnain  hepatitis  C  regimens  all 
|ise  this  protein. 

Pollichino,  now  48,  has 
retried  into  a  long  wait,  hoping  that  her 
yiver  will  hold  out  until  new  drugs  arrive, 
perhaps  five  years  from  now.  "It  doesn't 
occupy  my  life,  but  it  is  always  in  the  back 
pf  my  mind.  Every  time  I  cut  my  finger 
jind  see  blood,  it  is  there,"  she  says. 

Hepatitis  C  is  the  stealth  plague  of  the 
paby-boom  generation.  Before  virologists 
had  even  identified  the  virus  in  1987,  the 
nlood-borne  pathogen  had  silently 
infected  innumerable  people  through 
tainted  blood  transfusions  and  dirty  nee- 
lles.  Today  2.7  million  Americans  are 


Hepatitis  C  sufferer  Gina  Pollichino  holds  out  for  new  drugs. 

chronically  infected  with  this  killer  virus, 
but  only  800,000  of  them  know  it,  so  slow 
and  insidious  is  the  course  of  this  disease. 

The  virus  lodges  in  the  liver  and  often 
causes  few  symptoms  for  decades.  But 
over  time  it  produces  chronic  inflamma- 
tion and  scar  tissue.  Eventually  some  peo- 
ple have  so  few  healthy  liver  cells  left  that 
the  organ  fails.  Their  only  remaining 
option  is  a  transplant. 

As  more  people  are  diagnosed,  the 
death  toll  from  hepatitis  C  could  triple 
over  the  coming  decades  to  30,000  a  year 


from  roughly  10,000  now. 
"There  is  a  big  wave  of  dis- 
ease coming,  and  we  are  just 
at  the  start  of  it,"  says  Joshua 
Boger,  chief  executive  of 
Vertex  Pharmaceuticals, 
which  is  testing  two  hepati- 
tis C  drugs. 

A  new  wave  of  targeted 
drugs  for  hepatitis  C  may 
arrive  just  in  time,  the  fruits 
of  a  decade  of  intense 
research.  The  drugs  aim 
either  to  boost  immune 
response  or  to  attack  and  in- 
activate the  viral  enzymes  that 
hepatitis  C  uses  to  replicate, 
in  much  the  same  way  that 
AIDS  drugs  attack  that  virus. 

Existing  drug  regimens 
are  based  on  various  geneti- 
cally engineered  versions  of 
the  natural  immune  system 
protein  alpha  interferon 
combined  with  a  second 
chemical,  ribavirin.  They 
work  indirectly  by  revving  up 
various  bodily  defense  mech- 
anisms to  attack  the  virus. 
But  interferon-ribavirin  reg- 
imens clear  the  most  common  strain  only 
half  the  time  at  most  and  cause  an  array  of 
nasty  side  effects. 

Currently  the  $2.5  billion  hepatitis  C 
market  is  dominated  by  Roche  and  Scher- 
ing-Plough, with  their  second-generation 
interferon  products,  Pegasys  and  Peg- 
Intron.  If  better-tolerated  regimens 
existed,  the  market  could  surge  as  infected 
people  with  mild  or  no  symptoms  get 
treatment  for  the  first  time. 

Most  of  the  new  drugs  are  at  leact  sev- 
eral years  away  from  the  market,  but  there 
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are  so  many  candidates  under  way  that 
sorne  are  bound  to  work.  "All  the  big 
pharmas  are  working  on  this,"  says  Chiron 
molecular  virologist  Michael  Houghton, 
who  led  the  group  that  discovered  the 
\  ii  us  in  1987.  Adds  Jean-Pierre  Somma- 
dossi,  chief  executive  of  Idenix  Pharma- 
ceuticals: "Suddenly  you  see  an  explosion 
of  potential  compounds." 

Initially  the  new  meds  will  likely  be 
added  to  interferon  regimens  in  an 
attempt  to  boost  the  cure  rate.  But  the 
ultimate  goal  is  a  two-  to  three-pill  cock- 
tail that  could  replace  interferon  and  cure 
the  vast  majority  with  few  side  effects. 

One  approach  is  to  boost  immune 
response  without  interferon's  side  effects. 
Anadys  Pharmaceuticals  is  in  early-stage 
human  tests  with  drugs  that  stimulate  the 
so-called  TLR-7  receptor  on  immune  cells 
to  produce  interferon  just  where  it  is 
needed.  "Instead  of  flooding  your  system 
with  interferon  [via  injection],  you  allow 
your  immune  system  to  produce  inter- 
feron in  a  localized  fashion,"  says  Anadys 
Chief  Executive  Kleanthis  Xanthopoulos. 
Meanwhile  Chiron  is  testing  vaccines  to 
stimulate  the  immune  system  against 
hepatitis  C.  It  hopes  to  use  them  for  treat- 
ment as  well  as  prevention. 

Much  of  the  drug  development  cen- 
ters on  stopping  hepatitis  C's  ability  to 
replicate.  Hepatitis  C  has  been  a  particu- 
larly tough  virus  to  target  because  it  has 
proven  very  difficult  to  grow  in  the  lab.  A 
breakthrough  came  in  1999,  when 
researchers  in  Germany  created  a  hepati- 
tis C  "replicon,"  a  stripped-down  version 
of  the  virus  that  could  reproduce  itself. 
This  allowed  drug  companies  for  the  first 
time  to  sort  through  thousands  of  poten- 
tial compounds  for  the  ones  most  effi- 
cient at  shutting  down  the  virus. 

The  first  clear  hint  of  targeted  ther- 
apy's potential  came  in  late  2003,  when 
researchers  at  the  German  firm 
Boehringer  Ingelheim  reported  that  its 
hepatitis  C  protease  inhibitor  lowered  the 
quantity  of  virus  particles  by  roughly 
99.9%  in  eight  patients  in  two  days  of 
treatment,  beating  what  interferon  can 
accomplish  in  that  time  period.  Further 
trials  of  this  compound  are  on  hold 
because  the  drug  caused  cardiac  toxicity 
at  high  doses  in  animal  tests.  But  the 
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results  spurred  on  other  firms,  says 
Mount  Sinai  School  of  Medicine  livei) 
specialist  Douglas  Dieterich. 

Much  attention  is  being  lavished  ori 
two  classes  of  enzymes  inside  hepatitis  0 
that  are  crucial  for  its  replication:  poly- 
merase and  protease.  The  polymerase 
helps  the  virus  churn  out  millions  oi 
copies  of  its  RNA  genetic  material.  The 
protease  works  as  a  molecular  scissors  to 
cut  out  proteins  that  then  form  new  vira 
particles.  By  devising  small  chemicals  thai 
fit  into  the  "active  sites"  of  these  proteins 
and  block  their  function,  drug  firms  hope 
to  stop  viral  replication. 

The  hepatitis  C  protease  is  a  particu- 
larly tough  target  because,  unlike  the  sirm 

Vertex  drug  VX-950  snuggles  up  to  its  target. 


ilar  enzyme  in  HIV,  it  has  relatively  few 
nooks  and  crevices  into  which  to  cram  a 
druglike  chemical.  This  made  the  chem 
istry  so  hard  that  some  firms  gave  up.  Bu 
others,  including  Schering-Plough  anc 
Vertex  Pharmaceuticals,  prevailed  anc 
now  have  protease  inhibitors  in  earh 
human  trials.  This  month  Vertex  plans  tc 
present  initial  efficacy  results  for  a  drug  i 
believes  will  avoid  the  toxicity  problems  O) 
Boehringer's  compound.  Besides  its  rolj 
in  viral  replication,  the  protease  appears  tc 
suppress  production  of  the  body's  defen 
sive  interferon;  blocking  the  proteasf 
could  provide  a  double  whammy  agains; 
the  virus. 

Roche,  Idenix  Pharmaceuticals  anc 
others  are  chasing  polymerase  inhibitors 
Idenix  so  far  appears  to  be  in  the  lead;  it, 
polymerase-blocker,  valopicitabine,  i| 
now  in  a  second-stage  trial  with  170 
patients.  Preliminary  results  are  due  in 
the  fall.  In  what  it  is  calling  "a  massivi 
program,"  Roche  has  put  60  scientists  a 
its  Palo  Alto,  Calif,  research  lab  on  hepati 
tis  C  work;  its  first  polymerase  blocke 
just  began  human  trials,  with  a  seconc 
right  behind.  I 


SOMEONE  IN  H.R.  HAS  A 


DRUG  PROBLEM. 


If  you  work  in  human  resources, 
you  know  that  if  an  employee  has  a 
problem,  it's  your  company  's  problem, 
too.  Millions  of  parents  have  trouble 
talking  to  their  child  about  illegal 

drugs  —  or  what  to  do  about   

an  existing  problem.  Struggling 
with  this  can  make  it  hard  for 
employees  to  focus  on  meetings 
or  deadlines  at  work  —  or  even 
make  it  to  work.  Which  can  end  up 
seriously  affecting  your  company's 
bottom  line. 

But  you  can  help  them  —  and  keep 
your  company  running  smoothly.  How? 
By  providing  your  employees  with  the 
right  tools  to  help  them  keep  their 
kids  drug-free.  The  Parents@Work 
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program  is  a  free,  easy-to-implement 
resource  that  focuses  on  an  employee's 
family  by  providing  prevention  tips, 
warning  signs,  strategies,  and 
information  on  where  to  find  help. 

A  broad  range  of  small  and 
large  organizations  —  from  private 
businesses  to  government  agencies 
to  nonprofits  —  have  implemented 
the  Parents@Work  program 
and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee  s  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company- 
can  ever  o  ffer. 


To  learn  more,  visit  TheAntiDrug.com/ParentsAtWork. 
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Smart  technology  in  North  Carolina 
*  is  helping  revive  the  tattered  .textile'"—  ■ 
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industry— Mill  putting  Raleigh-Durham 
back  on  the  map  By  MarkTatge1** 
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Rolling  out  Raleigh: 
Walter  Schwarz  of 
Freudenberg  with  a 
nonwoven  wipe, 
deep-molded  to 
improve  absorbency, 
and  a  synthetic  that 
gives  garments  (like 
suits)  added  strength 
and  stability. 


INSIDE  A  SMALL  CLASSROOM  AT  NORTH  CAR- 
olina  State  University  in  Raleigh,  three  Ph.D. 
students  and  two  engineering  professors  wresde 
with  the  three  Cs — calculations,  charts  and 
cloth.  Cloth?  Yes,  they're  applying  their  consid- 
erable brainpower  to  building  a  better  T  shirt. 
Not  just  any  T  shirt.  This  one  has  tiny  silver 
particles  containing  electronic  transmitters  that  are  grounded,  pasted 
and  then  screen-printed  into  nonwoven  fabric.  The  shirt  can  "talk"  to 
satellites  or  monitor  your  respiration  and  heartbeat.  You  won't  be  able 
to  pick  up  this  item  at  the  Gap  or  the  Sharper  Image  for  a  while,  not 
until  the  researchers  figure  out  how  to  pack  in  miniature  batteries  to 
power  the  transmitters.  Still,  the  project,  funded  by  the  National  Textile 
Center — a  consortium  of  universities  with  federal  funding  for 
research — has  already  sparked  the  interest  of  the  U.S.  Army,  Nike,  Sara 
Lee's  apparel  unit  and  the  medical  community.  "We  are  on  the  lunatic 
fringe,"  laughs  Edward  Grant,  one  of  the  profs  and  director  of  NC 
State's  Center  for  Robotics  &  Intelligent  Machines. 

A  small  revolution  is  underway.  Grant  is  one  of  345  or  so  scientists 
in  Raleigh- Durham,  N.C.  working  to  reinvent  and  revive  the  Ameri- 
can textile  industry.  At  $348  billion  a  year  it  is  the  nation's  eleventh- 
largest  manufacturing  contributor  to  GDP — and  it's  fraying  badly. 
North  Carolina  has  lost  nearly  two-thirds  of  its  textile  jobs,  173,000 
workers,  since  1991.  The  recent  migration  of  textile  looms  from  the 
U.S.  to  Asia,  in  search  of  cheap  labor,  was  as  inevitable  as  their  migra- 
tion in  the  previous  century  from  New  England  to  the  South.  The 
departure  of  American  jobs  will  accelerate  with  the  recent  lifting  of 
quotas  on  Chinese  textiles;  such  exports  surged  29%  in  the  first  quar- 
ter of  2005  from  a  year  earlier. 

A  partial  salvation  for  the  business,  if  not  for  the  employees,  may 
lie  in  a  new  generation  of  synthetic  textiles.  These  fabrics  are  melted 
and  pressed,  not  woven  or  sewn,  and  can  be  much  stronger  than 
traditional  cloths.  They  have  little  or  no  natural  fiber  but  are 
manufactured  from  plastics — -petroleum  derivatives  like  polypropy- 
lene, polyethylene,  rayon,  polyester — with  wood  pulp  or  cotton  mixed 
in  to  improve  absorbency.  Cheaper  to  make,  such  products  require  just 
a  handful  of  workers  at  a  single  plant  to  produce  15,000  metric  tons  of 
nonwovens  a  year. 

Already,  300  U.S.  and  foreign  companies  in  Raleigh-Durham,  small 
and  large,  are  exploiting  university-created  technology.  They're  making 
mundane  products  like  disposable  diapers,  wipes  and  kitchen  mops. 
And  they're  turning  out  some  very  cool  stuff,  too,  including  fabrics  that 
block  bullets;  cleanse  themselves  of  anthrax  spores,  pesticides,  chemicals 
and  body  odor;  put  out  flames;  or  conduct  electricity.  Such  fibers  can  be 
made  as  tough  as  steel  cable  but  at  a  fraction  of  the  weight,  opening  new 
possibilities  for  building  roads,  bridges  and  aircraft. 

Such  enterprise  has  helped  propel  the  Raleigh- Durham-Chapel 
Hill  area  to  the  number  two  spot  on  our  list  of  Best  Places  for  Business 
and  Careers.  Thanks  to  the  mix  of  public  and  private  support  for  these 
new  technologies,  the  region  has  some  of  the  lowest  costs 
of  doing  business  in  the  nation — 


naces 


and  a  highly  skilled  labor  force.  (For  the 
quality  of  life  downtown,  see  box,  p.  136.) 
The  recovery  has  taken  place  despite  a 
calamitous  high-tech  bust,  which  has 
wiped  out  29,000  positions,  one-third  of 
all  information  technology  jobs,  since 
2000.  With  Research  Triangle  Park  at  its 
center,  the  region  was  once  a  magnet  for 
the  likes  of  IBM,  GlaxoSmithkline,  Nortel, 
Cisco  and  SAS.  Today  it  draws  such  old 
manufacturers  as  DuPont,  Kimberly- 
Clark,  Freudenberg,  BASF,  3M  and  Procter 
&  Gamble.  In  return  for  nominal  grants  to 
NC  State,  they're  getting  cheap  R&D. 

The  university  has  given  birth  to  a  few 
innovative  startups.  Among  them  is  3Tex, 
in  suburban  Cary,  which  came  up  with  a 
novel  way  of  weaving  synthetic  fibers. 
Adding  resin  results  in  a  fabric  tough 
enough  to  stop  armor-piercing  shells  or  to 
form  the  basis  of  I  beams,  truck  bumpers 
and  boat  hulls.  It  all  comes  off  a  3-D  weav- 
ing machine — a  new  twist  on  an  ancient 
process  that  weaves  fiberglass,  stainless  steel 
or  polyethylene  in  traditional  interlacing.  It 
was  developed  under  contract  for  NASA  by 
Mansour  Mohamed,  a  professor  emeritus 
from  NC  State.  In  the  mid-1980s  the  space 
agency  was  looking  to  strengthen  the  shell 
of  its  Mars  spacecraft.  But  because  NASA 
never  used  the  idea,  Mohamed  licensed  the 
technology  from  NC  State  and  launched 
3Tex  in  1996  with  $25  million  from  ven- 


ture partners.  The  company  has  sales  of  $2 
million  and  28  employees. 

Thirty  miles  west  of  Cary,  on  the  out- 
skirts of  Durham,  is  the  203,000-square- 
foot  Freudenberg  plant.  Headquartered  in 
Weinheim,  Germany,  Freudenberg  is  a  $5 
billion  (sales)  family-owned  business 
known  mostly  for  lubricants,  household 
products,  building  systems  and  flexible  cir- 
cuit boards.  But  it's  also  the  world's  largest 
producer  of  nonwovens  ($  1 .4  billion  worth 
last  year),  accomplished  with  the  help  of  its 
Novolon  product  line,  first  developed  at  NC 
State.  Its  fibers  are  lightweight,  breathable 
and  durable  and  can  be  easily  formed  into 


Old  versus  new:  Cotton  Inc.'s 
Janet  0  Regan.  NC  State's 
Behnam  Pourdeyhimi. 

constandy.  Built  on  a  160-acre 
site,  cut  into  a  thick  forest  ol 
yellow  pines,  the  Freudenberg 
plant  employs  300  workers, 
Nearly  all  of  them  work  in  area: 
off  the  manufacturing  floor, 
Labor  runs  just  5%  to  6%  o: 
the  total  cost  of  goods  sold; 
compared  with  25%  for  an  av 
erage  weaving  operation.  "This 
is  the  way  we  can  compete  with 
China,"  says  Dr.  Walter  Chap 
pas,  who  heads  Freudenberg' 
Novolon  division. 

It's  catching.  Over  the  lasl 
year  and  a  half,  seven  non 
woven  textile  companies  hav< 
announced  plans  to  expand  oi 
open  new  plants  in  the  area,  investinj 
$241  million  in  new  factories.  The  new 
comers  include  Japan's  Livedo  Corp. 
Jacob  Holm  Industries  from  Switzerlanc 
and  two  Israeli  outfits,  N.R.  Spuntecl 
Industries  and  AFG  Wipes.  Most  of  theii 
business  is  in  personal  care  goods — fron 
cleaning  towels  to  baby  wipes  and  inconti 
nence  products.  "We  liked  the  warm  wel 
come  we  received  and  that  there  is  a  textil* 
tradition  in  North  Carolina,"  says  Car 
Nowiszewski,  vice  president  and  genera 
manager  of  Spuntech. 

We're  not  talking  corporate  welfare.  It 


a  more  or  less  typical  offer  the  state  and 

The  result  is  a  fabric  tough  enough  to  stop  armor- 
piercing  shells  or  form  the  basis  of  truck  bumpers. 

county  gave  the  $60  million  (sales)  Spurn 
tech  $500,000  in  incentives  to  relocate  it 
U.S.  operations  from  Bloomfield,  Conn.  t<  itm 
Roxboro.  The  220,000-square-foot  plan) 
slated  to  open  later  this  y  ear,  will  use  spun 
laced  technology,  a  method  of  sprayin 
water  at  3,000  pounds  per  square  inch  t< 
entangle  synthetic  fibers — rather  thai 
using  heat;  the  finished  fabric  is  strong  an>  |po 
soft.  Spuntech  will  create  60  new  job 
Some  of  them  likely  will  be  filled  by  gradu 
ates  of  NC  State's  College  of  Textiles. 

Spuntech  and  other  arrivistes  can  als< 
draw  on  a  passel  of  trade  groups.  Th  -1 
Raleigh-Durham-Greensboro  triangle  i 


crush-resistant  shapes — ideal  for  filtration, 
apparel,  insulation  and  home  furnishings. 

You  can't  make  this  stuff  on  a  Jacquard 
loom.  Plastics  used  in  most  nonwovens  are 
typically  heated  to  460  degrees  Fahrenheit 
and  blown  onto  a  belt,  where  an  adhesive  is 
added.  The  fibers  are  then  pressed  together 
with  heated  rollers,  forming  a  web.  Once 
started,  the  machines,  which  resemble  print- 
ing  presses,  must  run  7  days  a  week,  24 
hours  a  day,  or  the  hot  molten  plastic  hard- 
ens, leading  to  costiy  repairs.  That  puts  non- 
woven  makers  under  intense  pressure  to 
come  up  with  new  products  to  keep  the  $25 
million  to  $40  million  machines  humming 
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FedEx  Delivers  with  Speed  and  Performance 


luring  recent  acquisitions,  FedEx 
i?eded  to  optimize  areas  of  its 
i  bsidiary  operations.  More  than 
50,000  employees  and  contractors 
rong,  the  company  once  again 
rned  to  BearingPoint  to  implement 

rnplex  solutions  across  multiple 
atforms.  From  managing  critical 
isiness  Process  changes  to  ERP 
structuring  —  all  delivered 
nultaneously.  These  are  the  kinds 

results  that  make  the  difference. 
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A  novel  twist:  This  3-D  weaving  machine 
can  produce  fabric  2.5-inches  thick. 

home  to  the  Association  of  the  Nonwoven 
Fabrics  Industry,  Cotton  Inc.,  which  rep- 
resents 31,000  U.S.  cotton  growers  and 
importers  as  well  as  the  American  Associ- 
ation of  Textile  Chemists  &  Colorists. 

Most  research  takes  place  at  the  Col- 
lege of  Textiles.  One  of  its  former  deans, 
David  Chaney,  helped  develop  Astroturf; 
a  scientist  at  the  school  invented  a  bio- 
degradable wound  dressing  extracted 
from  crab-shell  fiber.  At  the  rolling  cam- 
pus on  Raleigh's  west  side  800  undergrad- 
uate and  graduate  students  work  with 
companies,  helping  to  solve  everyday 
problems  like  reducing  energy  use, 
improving  supply-chain  management, 
using  eco-friendly  dyes  and  developing 


In  one  process,  molecules,  one- millionth  the  size  of  a 
grain  of  sand,  are  attached  to  carbon-based  polymers. 

When  the  researchers  uncover  a  new  idea, 
licensing  fees  go  to  the  university,  not  the 
College  of  Textiles.  "That  is  something  we 
are  trying  to  change,"  Pourdeyhimi  says. 


better  fibers.  In  pilot  labs  corporate  clients 
can  test  their  ideas  before  committing  lots 
of  capital,  by  conducting  small  runs  of 
new  products. 

Corporations  pay  nominally  for  this 
privilege  via  an  industry  consortium 
called  the  Nonwovens  Cooperative 
Research  Center.  The  nonprofit  was 
started  in  1991  with  a  $300,000  grant  from 
the  National  Science  Foundation.  Its  bud- 
get is  now  $2  million  a  year,  mostly  from 
60  dues-paying  companies.  Those  with 
sales  of  more  than  $25  million  shell  out 
$20,000  per  annum;  smaller  outfits  ante 
up  $2,500.  It's  a  lot  of  buying  power:  For  a 
$20,000  investment,  companies  get  an 
equivalent  of  $1.5  million  in  research  a 
year.  "A  pretty  good  deal,"  says  Behnam 
Pourdeyhimi,  associate  dean  at  the  College 
of  Textiles. 

Some  join  just  to  keep  tabs  on  rivals. 
"If  you  had  your  most  significant  com- 
petitors sitting  at  the  table,  you  would 
want  to  be  there,"  says  Pourdeyhimi, 
who's  fighting  to  expand  the  cooperative's 
research  funding.  After  taking  over  in 
1999s  Pourdeyhimi  has  raised  $7  million 
to  build  pilot  manufacturing  labs,  getting 
companies  to  either  donate  equipment  or 
give  the  college  below- market- rate  financ- 
ing. Companies  now  pay  to  use  those  labs 
and  fund  individual  projects.  A  sore  point: 


Under  pressure  to 
shrink  overhead  and 
telescope  the  new- 
product  cycle,  big  com- 
panies are  more  likely 
to  turn  to  universities 
or  small  companies  to 
help  develop  ideas. 
Procter  &  Gamble  has 
worked  with  NC  State 
using  imaging  software 
to  test  the  properties  of 
finished  nonwovens. 
But  to  mass-produce  its 
Swiffer  dust  mop — an 
electrostatic  charge 
applied  to  its  nonwoven 
pad  attracts  dust, 
crumbs  and  pet  hair 
from  hard  surfaces — 
P&G  hired  Polymer 
Group  Inc.,  an  $845 
million  (sales)  com- 
pany with  a  plant  in 
Benson,  N.C.,  29  miles 
south  of  Raleigh. 

In  nearby  Greens- 
boro, International  Tex- 


So  long,  looms.  Textiles  of  the  future 
are  nonwoven  plastics  that  are 
heated,  blown,  rolled  and  hydrated. 


P  &  #  J 


tile  Group,  a  collection  of  rolled-fabric 
makers  bought  out  of  bankruptcy  by 
financier  Wilbur  Ross,  is  coming  up  with 
new  products  for  affiliated  company 
Nano-Tex,  which  develops  textile  applica 
tions  on  the  nano  scale.  ITG  has  turned  to 
NC  State  and  Pourdeyhimi  for  advice.  "It's 
^^^^^^^^^   all  very  blue  sky  right 
TQvIRqIPSSBI  now,"     says  Renee 
DeLack  Hultin,  presi- 
dent of  the  Americas 
for  Nano-Tex.  Such 
nanotechnology  in- 
volves engineering  car 
bon-based  polymei 
molecules,  one-mil 
lionth  the  size  of  a  grair 
of  sand,  that  attach  tc 
fibers  to  wick  awaj 
moisture   and  resis 
stains,  water  and  static 
The  process  is  already 
widely  used  in  appare 
and  home  furnishings 
If    you've  recentl 
bought  a  tie  with 
Brooks  Brothers  labe 
or  shirts  or  chinos  frorr 
the  Gap  or  Eddie  Bauei 
you're  probably  wear 
ing  Nano-Tex  treatec 
fibers. 

Nonwovens  are  th< 
weave  of  the  future 
Already  generatin 


Deep-molded 
polyester-nylon  fibers 
make  highly  absorbent 
cloth.  Use:  wipes. 

Oxidized  acrylic  fibers 
rich  in  carbon  resist 
fire  and  heat. 
Use:  bedding. 

Heated  plastic  blown 
onto  a  belt  is  shaped 
into  tiny  pores. 
Use:  liquid  filters. 

Polypropylene  fibers 
are  framed  with  wire 
mesh,  then  coated. 
Use:  air  filters. 

Air  and  heat  are  used 
to  make  deep-molded, 
soft  polyester  fiber. 
Use:  cushioning. 

Hydrated  polyethylene 
and  nylon  are  pressed 
together. 
Use:  apparel. 
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Innovation  drives  everything  we  do. 
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pm  innovative  drive  systems  challenging  the  electric  car  land  speed  record  to  research 
|i  the  first  "self-healing"  power  grid,  our  breakthroughs  have  proven  time  and  again  that 
pay's  revolutionary  ideas  lead  the  way  to  greater  productivity  and  competitive  advantage 
r  customers  tomorrow.  Over  100,000  power  and  automation  professionals  around  the 
brld.  Over  one  million  solutions  delivered  every  day.  Welcome  to  the  world  of  ABB. 


vw.abb.us 
004  ABB  Inc. 


Best  ^"Places 


Deadville 


YOU  WOULDN'T  CALL  RALEIGH  THE  CITY  THAT  NEVER  SLEEPS,  UN- 
less  you  were  looking  at  the  Wake  County  Jail,  where  the 
lights  never  go  out.  The  streets  aren't  much  more  awake  by 
day.  When  a  gas  main  recently  burst,  workmen  didn't  have  to  clear  the  streets:  The  30,000 
downtown  workers  were  tucked  in  their  cubicles  with  little  incentive  to  venture  outside.  Restau- 
rants are  few.  And  forget  shopping— unless  you're  pawning  jewelry  or  looking  for  used  clothing. 

While  the  suburbs  boomed  over  the  last  25  years— which  explains  how  Raleigh-Durham 
lands  very  near  the  top  of  our  Best  Places  survey— the  downtowns  of  Raleigh  and  its  blue-col- 
lar cousin,  Durham,  slid  into  a  funk.  The  vaunted  Research  Triangle  Park,  midway  between  the 
two  cities,  has  generated  40,000  jobs  since  its  creation  in  1959,  but  it  also  sucked  the  life  out 
of  the  downtowns. 

With  Duke  University,  the  Durham  Bulls  (the  AAA  affiliate  of  the  Tampa  Bay  Devil  Rays)  and 
an  ambitious  $200  million  revamp  of  the  former  American  Tobacco  cigarette  factory  into  office 
and  residential  units,  Durham  is  mending  itself  slowly.  White-collar  Raleigh  hasn't  been  as 
enterprising.  Five  years  ago  the  city  declined  an  opportunity  to  spend  $143  million  (with  taxpayer 
help)  on  a  hockey  stadium  for  the  Carolina  Hurricanes.  (The  team  then  moved  next  to  North 
Carolina  State's  football  stadium  on  the  far  west  side  of  Raleigh.)  So  downtown  Raleigh  still  has 
no  big  sports  draw  or  popular  attraction  beyond  a  natural  history  museum. 

Civic  planners  are  now  spending  $1  billion,  in  public  and  private  projects,  to  revitalize  the 
downtown.  Among  them:  ripping  out  the  six-block  Fayetteville  Street  Mall  built  in  1977  and 
demolishing  the  adjacent  convention  center;  the  street  will  be  returned  to  traffic  with  300  park- 
ing spaces.  "Just  about  every  city  that  put  these  street  malls  in  tore  them  out,"  says  Daniel  T. 
Douglas,  director  of  the  Raleigh  Urban  Design  Center,  which  is  directing  the  project.  "We  are  just 
behind  the  times." 

A  $192  million  convention  center  will  be  built  directly  west  of  the  current  one.  It  will  have 
500,000  square  feet,  plus  1,500  underground  parking  spaces  and  a  180-degree  view  of  down- 
town. Marriott  plans  to  open  a  $60  million,  400-room  hotel  next  door.  Moving  the  convention 
center  will  give  theatergoers  outside  the  new  $60  million  BTl  Center  for  the  Performing  Arts  an 
unobstructed  view  of  the  capital.  Planners  hope  the  reorientation,  along  with  a  plan  to  return  six 
one-way  streets  to  two-way  traffic,  will  spur  pedestrians,  new  restaurants  and  entertainment 
spots.  Just  north  of  the  capital  the  state  is  selling  a  six-block  region  around  Blount  Street,  a 
historic  area  dotted  with  Victorian  and  early-20th-century  homes.  State  offices  will  give  way  to 
400  housing  units  built  by  private  developers. 

By  2008  there  could  be  the  first  28  miles  of  a  new  train  to  connect  Raleigh  to  Durham  and 
Research  Triangle  Park.  Cost:  $800  million,  to  be  shared  by  the  feds  (60%),  the  state  (20%)  and 
a  5%  fax  on  rental  cars.  The  transit  plan  projects  22,000  daily  riders  by  2025. 

The  train  is  supposed  to  relieve  the  traffic  jams  that  have  given  this  metropolis  of  336,000 
the  nickname  Sprawleigh.  Smart  Growth  America,  a  Washington,  D.C.  land  use  group,  recently 
ranked  the  Raleigh-Durham  area  third  worst  of  83  metro  areas  overall  for  urban  sprawl,  just 
behind  Riverside-San  Bernardino,  Calif,  and  Greensboro,  N.C.  —  M.T. 


$24  billion  a  year  in  worldwide  sales,  tha 
segment  is  forecast  to  expand  7%  to  8%  a1 
year,  twice  the  rate  of  traditional  textiles] 
The  Association  of  the  Nonwoven  Fabrics 
Industry  says  the  U.S.  is  playing  catch-upj 
accounting  for  one-third  of  those  salesj 
mostly  of  disposable  wipes  and  diapers, 
Other  applications  beckon.  There  are  big 
bucks  to  be  made  in  surgical  and  medical 
fabrics — gross  profits  for  surgical  packs, 
gowns,  caps,  masks,  sponges,  bandages 
and  tape  run  25%  to  30% — and  in  aller- 
gen- and  pollution-trapping  filters  foj 
heating  and  air-conditioning  (50%  td 
60%),  both  made  by  3M. 

The  rapid  shift  to  high-tech  fibers 
worries  cotton  growers.  Their  trade  groupi 
Cotton  Inc.,  spends  $20  million  a  yea^ 
developing  fabric  fibers,  colors  and  fin 
ishes  and  another  $46  million  to  ensure 
that  garmentmakers  keep  using  cotton, 
The  strategy  has  worked  for  decades;  cot-l 
ton  has  60%  of  the  $172  billion  appare: 
market,  says  the  NPD  Group. 

That  can't  last.  Chemical  giants  like 
DuPont  and  BASF  are  eyeing  apparel  in  a 
big  way.  So  is  ExxonMobil,  the  largest  sup- 
plier of  raw  materials.  Cotton  has  already 
lost  out  to  synthetics  in  diapers,  food  ser- 
vice napkins,  feminine  hygiene  product! 
and  facial  wipes.  In  U.S.  hospitals,  85%  tc 
90%  of  textile  products  are  nonwoven 
Clothing  is  the  next  battleground. 

Cotton  Inc.  isn't  giving  up  without  c 
fight.  To  help  talk  up  the  virtues  of  the  olc 
fiber,  the  group  recently  hired  Jane- 
O'Regan,  who  spent  20  years  in  sales  anc 
marketing  at  Freudenberg,  including  i 
stint  in  nonwoven  intralinings  used  ir 
shoulder  pads,  waistbands  and  the  like: 
O'Regan  has  turned  to  NC  State': 
Pourdeyhimi  for  help.  One  possibility:  i 
new  cotton  seal  of  approval,  applied  tc 
nonwovens  that  meet  certain  specifica- 
tions, including  a  small  cotton  content 
"This  is  a  defensive  move,"  O'Regan  con- 
cedes. "We  see  a  huge  opportunity  here.' 
Isn't  cotton  simply  more  expensive  to  pro- 
duce than  nonwoven  synthetics?  "Unles: 
oil  prices  keep  rising,"  snaps  O'Regan. 

The  mundane  parts  of  the  U.S.  textile 
business  are  doomed.  But  there's  room  a 
the  top,  and  Raleigh-Durham  is  groping 
for  it.  P 
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We  bring  the  world  to  your  front  door. 


Coldwell  Banker  Previews  International 


The  real  estate  powerhouse  ^ 
that  reaches  around  the  world 
to  match  premium  properties  to  premium  clients. 


A  world  of  luxury  listings  is  just  a  click  away 
www.  cpld  wellbankerprevie  ws  .com 


Coldwell 
Banker 


Intern 


3  Corporation.  All  Rights  Reserved. 'Coldwell  Banker  is  a  tegistered  trademark  licensed  to  ColdwHI  Banker  Real  Estat 
Housing  Opportunity  1st.  Each  Office  Is  Independently  6wned  And  Operated  Except  Offices  Own*  Arid  Operated  By 


180°flat.  % 
Now  100%  more  comfortable 


More  comfortable  flat  beds*.  After  introducing  the  first  flat  bed  in  business  class,  we're  redefining  the  meaning 
comfort  -  again.  Using  the  latest  cushioning  technology  we  created  softer  flat  beds  to  give  you  an  infinitely  deeper,  more  restful  sle^ 
And  plumper  pillows  and  cozier  blankets  make  the  experience  even  better.  Of  course,  comfort  isn't  solely  about  sleep.  From  the  champagl 
you're  handed  prior  to  take-off,  to  the  gourmet  menus  created  by  celebrity  chefs,  you  can  be  sure  a  flight  in  our  business  class  is  like  no  otq 


To  (earn  more,  visit  ba.com 

"Being  introduced  ori  long-h.iul  fliglus  dirough  May  2005. 


BRITISH  AIRWAYS 


ita 
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It's  Better 
Out  There 

As  business  travel  picks  up 
again,  corporate  executives 
will  find  better  in-flight 
experiences,  more  comfort- 
able hotels  and  even  a 
greater  choice  of  rental  cars. 

The  pace  of  business  travel 
almost  always  tracks  the 
pace  of  business,  so  it's  no 
surprise  that  corporate  exec- 
utives find  themselves  back 
on  the  road  again.  And  as 
business  travel  claws  its  way 
back  to  pre-2001  levels, 
corporate  executives  in  the 
know  will  find  that  life  on 
the  road  has  actually 
improved.  The  in-flight 
experience  is  better,  the 
hotels  are  more  comfortable 
and  even  car  rentals  have 
become  more  creative.  Some 
travel  suppliers  are  fully 
committed  to  raising  the 
quality  of  your  business 
travel.  In  fact,  it's  not  an 
overstatement  to  suggest 
that  traveling  on  business 
can  be  better  and  more 
productive  than  ever  before. 

A  BETTER  WAY  TO  FLY 

There's  no  better  example  of  high-qual- 
ity business-travel  service  than  the  Club 
World  business-class  product  offered  by 
British  Airways.  Now  in  place  on  most 
BA  flights  between  the  U.S.  and  the 
U.K.,  Club  World  is  no  less  than  a  lounge 
in  the  sky  that  allows  business  travelers 
to  sleep,  work  or  relax  in  total  comfort. 


One  Great  Thing  About ...  NeW  YOfk 

ONE  PERFECT  MEAL 

Eighteen  years  after  it  nabbed  the  coveted  four-star  rating  from  The  New  York  Times.  Le 
Bernardin  has  changed  chefs  and  shifted  its  approach.  Yet  the  elegant  and  dignified  dining 
room  remains  a  "high  church  of  reverently  prepared  fish."  The  Midtown  classic  is  perfect  for 
the  big-deal  business  meeting,  a  celebratory  event  or  just  one  perfect  meal  when  you're 
feeling  flush.  Reservations  are  a  must,  (www.le-bernardin.com) 

ONE  GREAT  HOTEL 

Gulf  +  Western,  the  conglomerate  once  lampooned  as  Engulf  and  Devour,  is  long  gone.  But  its 
iconic  high-rise  headquarters  at  One  Central  Park  West  has  been  meticulously  transformed 
into  the  Trump  International  Hotel  &  Tower.  Spacious  guest  rooms  and  one-  and  two-room 
suites  have  glorious  views  of  Central  Park  and  the  New  York  skyline.  They  have  recently  been 
outfitted  with  42-inch  flat-screen  TVs  and  combination  DVD,  VCR  and  CD  systems,  too.  The 
hotel  also  features  a  spa,  fitness  center,  55-foot  lap  pool  and  the  acclaimed  restaurant 
Jean-Georges,  (www.trumpintl.com) 

ONE  GREAT  THEATER  WEB  SITE 

The  New  York  theater  community  has  adopted  the  airline  industry's  convoluted  strategy  of 
using  secret  codes,  private  discounts  and  time-  and  date-sensitive  pricing.  And  with  VIP  tick- 
ets to  top  shows  selling  for  $250  each,  savvy  New  Yorkers  have  turned  to  BroadwayBox.com 
to  decipher  it  all.  The  site  publishes  all  the  codes  and  discount  offers  available  for  Broadway 
and  Off  Broadway  shows.  Some  deals  knock  50%  off  the  show's  published  ticket  prices. 
(www.broadwaybox.com) 

ONE  NEW  SPA  ON  FIFTH  AVENUE 

The  burgeoning  day  spa  concept  has  found  a  swanky  and  uniquely  New  York  foothold  on  oth- 
erwise stuffy  Fifth  Avenue.  The  Cornelia  Day  Resort  offers  massages  and  spa  treatments,  a 
beauty  salon  for  women  and  a  barber  shop  for  men,  private  suites  with  butler  service,  gourmet 
meals  and  even  a  relaxing  library  with  wine  service,  (www.cornelia.com) 


Developed  at  a  cost  of  almost  $400  mil- 
lion. Club  World  is  built  around  BA's 
precedent-setting,  completely  flat  beds. 
The  seats  are  designed  in  forward-  and 
rearward-facing  pairs  and  are  configured 
to  create  a  lounge-style  environment. 

Each  seat,  complete  with  footstool,  con- 
verts into  a  six-foot-long,  fully  flat  bed  at 
the  touch  of  a  button.  Each  seat  also 
includes  a  customer-controlled  privacy 
screen.  The  seat  is  fully  electronic  with 
integrated  lumbar  support,  and  it  can  adapt 
to  any  recline  position  between  fully 
upright  and  completely  flat.  The  footstool, 
placed  at  the  end  of  the  bed,  is  fully 
adjustable  in  height. 

Each  seat  also  has  adjustable  8.4-inch 
monitors,  and  entertainment  choices 
include  18  channels  of  film  and  television 
programming  and  12  channels  of  CD 


audio.  There  are  in-seat  laptop  pow^ 
points  and  satellite  telephones,  too. 

Unlike  traditionally  sterile  in-flight  er\\ 
ronments,  BA's  Club  World  is  more  like 
comfortable  lounge.  There  are  bright  sei 
fabrics,  carpets  and  curtains,  crisp  cottd 
pillows  and  super-soft  blankets.  Cab 
walls  are  decorated  with  black-and-whil 
photography.  The  washrooms  have  bee 
refurbished  and  Club  World  passenge 
receive  amenities  kits  stocked  with  pro 
ucts  from  Molton  Brown. 

And  recognizing  that  many  custome 
wish  to  sleep  for  as  long  as  possible  c 
overnight  flights,  BA  created  a  ne 
Sleeper  Service.  On  selected  East  Coa 
transatlantic  flights,  the  Sleeper  Servic 
offers  dining  before  departure  in  BA  a 
port  lounges.  That  means  a  more  trai 
quil  cabin  with  fewer  announcemen 
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d  disruptions  and  the  opportunity  to 
;ep  from  the  moment  you  enter  the 
jd  World  environment.  To  maximize 
;ep  time,  the  cabin  crew  asks  passen- 
rs  when  and  if  they  want  to  be  awak- 
ed for  breakfast.  Feeling  peckish  in 
jht?The  "NightCap"  service  on  board 
:ers  you  a  drink  from  the  bar  and  a 
ht  snack  to  help  you  wind  down  after 
ur  busy  day.  "Midnight  Munchies"  are 
ailable  throughout  the  flight  in  the 
ey  area  with  an  array  of  gourmet 
ndwiches,  fruit,  cheeses,  ice  cream 
d  other  snacks. 

vVhen  the  flight  ends,  passengers  can 
e  BA's  Arrivals  Lounge  at  London's 
lathrow  and  Gatwick  airports.  At 
lathrow,  the  lounge  has  shower  facili- 
s;  a  suit-pressing  service;  mini-gym; 


health,  beauty  and  spa  treatments; 
butler  service;  and  a  full  spread  of  busi- 
ness amenities. 

A  SWEETER-SOUNDING 
HOTEL  ROOM 

On  the  ground,  business  travelers  will 
also  find  a  better  range  of  hotel  rooms 
from  which  to  choose.  Most  major  chains 
have  upgraded  their  beds  and  bedding  — 
they've  even  taken  to  branding  them  with 


MOST  MAJOR  CHAINS  HAVE  UPGRADED  THEIR  BEDS  AND  BEDDING 
—  THEY'VE  EVEN  TAKEN  TO  BRANDING  THEM  WITH  NAMES  LIKE 
"HEAVENLY  BED"  AND  "SWEET  SLEEPER"  —  AND  REWORKED  THEIR 
ROOMS  TO  OFFER  HIGH-SPEED  INTERNET  ACCESS. 


One  Great  Thing  About ...  Bangkok 


|  ONE  GREAT  NEW  WAY  TO  FLY 

Thai  Airways  is  scheduled  to  launch  the  first  nonstop  between  Bangkok  and  New  York's 
Kennedy  Airport  on  May  1.  The  17-hour  flight  will  be  operated  with  Airbus  A340-500  aircraft 
configured  for  extraordinary  comfort.  The  60  business-class  seats  recline  167  degrees  and 
have  60  inches  of  legroom.  They  are  equipped  with  elaborate  entertainment  systems  featuring 
10.4-inch  video  monitors  and  hundreds  of  music,  video  and  game  channels.  Seats  in  Thai  Air's 
premium  economy  class  offer  42  inches  of  legroom.  And  even  coach  class  seats  offer  36  inches 
of  legroom,  more  than  many  domestic  first-class  chairs,  (www.thaiair.com) 

ONE  GREAT  BON  VIVANT 

Edward  "Ted"  Carter  first  came  to  prominence  as  one  of  Bernie  Cornfeld's  whiz  kids  at 
Investors  Overseas  Services  and  has  run  businesses  around  the  world.  Then  Carter  created 
The  Point,  an  Adirondacks  camp  that  he  turned  into  an  acclaimed  Relais  et  Chateaux  resort. 
These  days.  Dr.  Carter  is  a  professor  of  hospitality  and  tourism  at  Bangkok  University  and  his 
Web  site  is  a  beacon  for  savvy  travelers  who  want  to  know  what's  new  and  what's  best  in 
Bangkok  and  major  Asian  resort  communities,  (www.edwardcarterstravels.com) 

ONE  GREAT  DINING  EXPERIENCE 

Spectacular  cuisine  is  easy  to  find  in  Bangkok.  But  if  only  the  trendiest  and  the  continental 
will  do,  then  head  for  D'SenS.  It's  fronted  by  twin  chefs  Jacques  and  Laurent  Pourcel,  whose 
Les  Jardins  des  Sens  in  Montpellier,  France,  rates  three  Michelin  stars.  Nestled  on  the  22nd 
floor  of  the  Dusit  Thani  hotel,  the  dining  room  is  a  sea  of  leather,  Parisian  beds  and  shimmer- 
ing French  curtains,  (www.dusit.com/hotel/dtb/restaurant/res0125/index.html) 

ONE  GREAT  SHOPPING  SEASON 

European  cities  have  January  sales,  but  Bangkok  celebrates  the  art  of  shopping  throughout 
June  and  July  with  the  Amazing  Thailand  Grand  Sale.  Shops  throughout  the  city  reduce  prices 
by  10-50%  and  offer  many  different  types  of  promotions,  (www.dusit.com/all  _events/event0146) 


names  like  "Heavenly  Bed"  and  "Sweet 
Sleeper"  —  and  reworked  their  rooms  to 
offer  high-speed  Internet  access.  Also 
standard:  better  in-room  workstations  and 
more  ergonomically  compatible  desk 
chairs.  One  chain,  the  mid-priced  Hampton 
Inn,  has  even  stocked  guest  rooms  with 
lap  desks  so  business  travelers  can  com- 
fortably work  on  their  beds  with  their  note- 
book computers. 

But  few  hotels  have  gone  to  the  lengths 
of  the  W  Los  Angeles  Westwood  and  the 
W  New  York  -  Times  Square.  The  Left 
Coast/Right  Coast  branches  of  the  stylish, 
cutting-edge  chain  have  equipped  their 
suites  with  Sirius  Satellite  Radio.  That 
means  each  of  the  suites  has  more  than 
120  satellite  radio  channels,  including  65 
channels  of  100%  commercial-free  music. 

And  all  W  hotels  now  offer  special 
wake-up  and  sleep  packages  to  help 
guests  get  into  the  day  and  drift  off  in  the 
evening.  The  W  "Arise"  package  includes 
a  DVD  of  morning-stretch  exercises,  a 
specially  formulated  Bliss  Spa  minty 
shower  gel  and  a  shot  of  invigorating 


Homewood  Suites  by  Hilton 
Helps  You  Stay  Connected 

The  award-winning  Homewood  Suites  by  Hilton  hotel  brand  feels  more  like  home,  and  now  it  is 
making  sure  "business  families"  can  keep  in  touch  or  even  go  along  on  a  business  trip. 


Business  travelers  who  spend  a  few  nights 
or  longer  on  the  road  have  long  known  that 
Homewood  Suites  by  Hilton  offers  services 
and  features  that  make  them  feel  at  home. 
But  now  Homewood  Suites  is  bringing  busi- 
ness travelers  the  ultimate  amenity:  the  family. 

More  than  150  Homewood  Suites  by  Hilton  residential-style, 
all-suite  hotels  throughout  the  U.S.  and  Canada  have  recently 
introduced  the  Homewood  Connections™  program.  It's  aimed 
at  helping  the  "business  family"  —  a  family  with  at  least  one 
regular  business  traveler  —  keep  in  touch.  It  even  provides  tips 
for  bringing  the  kids  along  on  business  trips. 

"We  recognize  some  of  our  amenities  like  high-speed  Inter- 
net access  are  there  to  help  our  guests  stay  connected  with 
business;  but  those  features  also  have  become  integral  for  par- 
ents and  kids  to  stay  connected  when  separated  by  business 
travel,"  explains  Jim  Holthouser,  senior  vice  president  of  brand 

management  for  Home-  ^  

wood  Suites  by  Hilton.  MAT)  HOMEWOOD 

The  key  components  of  ^^^CdftM&CtiOtl^ 
the  innovative  Homewood 

Connections  program  include  a  Cyber-Speak  Guide,  compli- 
mentary family  grocery-shopping  service  (guests  pay  for  the 
groceries,  of  course)  and  online  tips  from  family  travel  expert 
Eileen  Ogintz  on  how  to  connect  with  home  while  on  a  busi- 
ness trip  and  her  list  of  "dos  and  don'ts"  for  taking  kids  on 
business  trips. 

"As  technology  advances  and  the  line  between  business  and 
leisure  travel  continues  to  blur,  savvy  parents  are  on  the  lookout 
for  solutions  to  make  travel  easy  and  stress-free,  both  when 
they're  apart  and  when  traveling  together,"  explains  Ogintz. 

It's  logical  for  Homewood  Suites  by  Hilton  to  help  bring  fam- 
ilies together  because  the  brand  specializes  in  the  kinds  of  ac- 
commodations that  families  prefer.  One-  and  two-bedroom 
suites  offer  separate  sleeping  and  living  areas,  while  spacious 
studio  suites,  at  some  locations,  offer  openness  throughout 
the  living  and  sleeping  areas.  Every  guest  suite  offers  a  fully 
equipped  kitchen  complete  with  microwave  oven,  full-size 
refrigerator,  twin-burner  stove,  toaster,  coffeernaker,  utensils 
and  place  settings  for  four.  There's  ample  work  space  and 
a  separate  dining  table,  two  telephones  with  voice  mail,  a 
remote-controlled  television  with  videocassette  player  and/or 
on-demand  movies  and  a  premium  cable  channel. 

The  just-like-home  feel  of  a  Homewood  Suites  hotel  is  rein- 
forced by  a  smartly  designed  package  of  guest  services  that 
also  helps  the  business  family  feel  comfortable.  For  instance, 


most  Homewood  Suites  by  Hilton  hotels  have  a  swimminl 
pool,  exercise  room  and  sports  court  in  addition  to  a  businesl 
center  and  a  small,  private  meeting  room.  Most  locations  alsl 
offer  an  on-site,  24-hour  Suite  Shop®  convenience  store  anl 
guest  laundry  facility.  And  all  Homewood  Suites  by  Hilton  U.Sl 
locations  now  offer  complimentary  high-speed  Internet  acces| 
to  help  business  families  stay  connected. 

Business  families  also  love  the  Homewood  Suites  uniqul 
hospitality  center  called  The  Lodge.  It's  a  central  area  off  th| 
main  lobby  featuring  a  dining  room  area  and  a  comfortable  li] 
ing  room  where  families  can  relax,  eat  and  socialize.  The  Lodgl 
is  also  where  guests  can  partake  in  two  of  the  signature  corrl 
plimentary  amenities  of  Homewood  Suites:  the  daily  Suit| 
Start™  hot  breakfast  and  the  Welcome  Home®  reception,  fe« 
turing  a  complimentary  light  meal  and  beverages  Monda| 
through  Thursday  evenings  (subject  to  state  and  local  laws). 

Add  these  inherent  benefits  to  the  new  Homewood  Connecj 
tions  program  and  it's  clear  that  Homewood  Suites  is  the  plac  | 
for  business  travelers  and  their  families. 

Homewood  Connections  also  is  offering  a  complimentarl 
Cyber-Speak  Guide  to  help  business  travelers  stay  in  touch  wit  I 
their  families  while  away  and  to  help  parents  speak  their  kid:l 
language.  Specifically,  the  guide  provides  the  shorthand  codel 
that  kids  are  so  fond  of,  like  MUSM  (miss  you  so  much),  Lll 
(love  you)  and  even  OTR  CLL  U  L8R  (on  the  road,  call  you  laterl 
In  recent  focus  groups  conducted  by  Homewood  Suites,  kidll 
of  business  travelers  revealed  they  "talk  more"  with  their  pai| 
ents  via  the  keyboard  than  via  the  telephone. 


!HHHB  W 

"Hotel  guests  are  very  tech  savvy  and  rely  on  e-mail  as  a  pri- 
lary  communication  outlet,"  says  Calvin  Stovall,  vice  presi- 
ent  of  brand  marketing  for  Homewood  Suites  by  Hilton.  "We 
reated  the  Cyber-Speak  Guide  to  add  a  little  fun  to  business 
avel  and  make  it  easier  to  correspond  and  connect  with  the 
ids  back  home." 

To  free  up  time  for  business  travelers  who  are  taking  the 
ids  on  business  trips,  Homewood  Suites  has  tailored  its 
rocery-shopping  service  for  families.  The  service  offers  a 


comprehensive  hsl  ol  I-  id  Inendly  snacks, 
drinks  and  convenient  meal  options. 
Guests  simply  punt  out  Iho  list  online  .it 
homewoodsuites.com,  fill  in  their  requests 
and  present  it  to  the  front  desk  of  any 
Homewood  Suites  hotel  at  check-in.  The  hotel  will  take  care 
ol  Iho  shopping  ,ind  delivery  ,il  no  chaige,  allowing  lamilies 
to  spend  moie  time  logothei  (charges  loi  gioceiy  items  will 
bo  indicated  on  the  guesl  lolio  .it  checkout) 

Homewood  Suites  by  Hilton  is  also  part  of  the  Hilton 
H Honors®  program,  where  members  can  Double  Dip  to  earn 
Points  &  Miles®  for  every  qualifying  stay  at  any  Homewood 
Suites  hotel.  In  addition,  Homewood  Suite:,  olleis  the  Suite 
Assuiance  Guarantee'",  which  ptomises  high  (|iiality  accom 
modations  and  friendly,  efficient  service  or  your  night's  stay  is 
free.  To  make  reservations  at  any  I  lomewood  Suites  by  I  lilton 
hotel,  travelers  can  visit  homewoodsuites.com  or  dial  1-800- 
CALL-HOME®. 

I  oi  moio  information  ahout  I  lomewood  Suites  hy  I  liltnn,  iho 

I  lomewood  Connections  ptogiam  and  I  ileen  Oginl/s  lips  loi 

business  families,  please  visit  homewoodsuites.com. 

Hilton  HHonors  membership,  earning  of  Points  &  Miles®,  and 

lodeinphoii  ol  points  ,ne  sul>|eot  lo  I  II  lonois  lent  is  and  Condition:. 

o  .MM)',  llilion  I II  lonois  Woddwide  (<V()()!>  I  lilton  Hospitality,  In. 


My  idea  of  haute  cuisine  with  zero  chance  of  being  interrupted. 

My  kind  of  business  casual. 


My  Homewood. 


A  living  room,  separato  bedroom,' 
lully  equipped  kitchen  and 
complimentary  high-speed  Inlernet 

aci  ess  at  all  U.S  loi  aliens 

A  complimentary  hot  breakfast  every 
morning  and  a  Manager's  Reception' 
every  weeknight.  So  you  can  feel 
at  home  even  when  you're  not. 
All  for  less  than  you  might  think. 
Visit  homewoodsuites.com, 
or  dial  1-800-call-home: 


MAKI  YOURSEf  P  At  IK  IMI 
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iom.o  hotols  have  sludio  suite).  'Monday  through  Thumdny,  subject  to  Mat!  and  local  lawn.  C'200b  Hilton  Hoiipilalily,  Inc., 
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wheat  grass.  The  W  "Twilight"  package 
includes  a  chamomile  temple  r.ub,  linen 
and  silk  pillow  liner  with  lavender  and  a 
special  CD  to  relax  and  calm  guests. 

DRIVING  RENTALS  YOUR  WAY 

Business  travelers  can  also  improve 
their  lives  on  the  road  by  driving  a  vehicle 
of  their  own  choice  rather  than  the  stan- 
dard cars  offered  by  most  rental  firms. 
One  company,  Hertz,  is  pioneering  a  "year 


of  choice"  by  offering  business  travels 
many  ways  to  choose  the  make  a 
model  they  prefer. 

The  Hertz  Prestige  Collection,  for  exa 
pie,  operates  at  select  locations  in  t 
U.S.,  Canada,  Western  Europe,  Austra 
and  New  Zealand.  The  exclusive  progrj 
offers  many  models  of  the  world's  fin* 
cars.  The  Prestige  Collection  allows  moc 
specific  reservations  of  Jaguar  S-  andl 
TYPEs;  Volvo  S80  and  V70;  Land  Ro^ 
Discovery  LR3;  Audi  A8L,  X4  and  A6;  11 
Hummer  H2  and  the  Cadillac  STS  a 
Escalade;  three  models  of  Infiniti;  a 
many  other  exotic  and  unique  vehicles. 

It's  not  just  the  choice  of  cars,  howev 
Hertz  Prestige  Collection  service  is  ext« 
sive,  including  dedicated,  on-site  staff 
answer  questions  about  the  vehicles;  fn 
pick-up  and  return  from  many  hotels  a) 
resorts;  a  special  toll-free  reservatil 
number  (800-654-2250);  compliments 
NeverLost,  Hertz'  on-board  navigatioi 
system;  and  a  year  of  fee-waived  mei 
bership  in  Hertz  #1  Club  Gold. 

Hertz  #1  Club  membership  is  also  t 
key  to  another  new  Hertz  feature:  t 
ability  to  select  and  reserve  brands  ai 
models  of  specific  cars  and  SUVs  at 
major  airports  across  the  U.S.  The  sek 
tion  includes  the  Mazda  6  in  the  m 
size  class,  a  Mustang  Coupe  in  the  sp 
cial  sporty  range  and  the  choi 
between  a  Ford  Explorer  or  Expediti 
in  the  SUV  category. 

So  where  does  business  travel  go  frc 
here?  For  the  discerning  corporate  exe 
utive,  there  will  be  more  perks  and  ame 
ties,  all  of  them  aimed  at  making  life 
the  road  just  a  bit  easier,  a  touch  mc 
stylish  and  a  little  more  convenient. 



Joe  Brancatelli  is  editor  and  publisher 
JoeSentMe.com,  a  noncommercial  l/l 
site  for  business  travelers. 


IT'S  NOT  JUST  THE  CHOICE  OF  CARS  —  HERTZ  PRESTIGE 
COLLECTION  SERVICE  IS  EXTENSIVE,  INCLUDING  DEDICATED, 
ON-SITE  STAFF  TO  ANSWER  QUESTIONS  ABOUT  THE  VEHICLES; 
FREE  PICK-UP  AND  RETURN  FROM  MANY  HOTELS  AND  RESORTS; 
AND  A  SPECIAL  TOLL-FREE  RESERVATION  NUMBER. 


London 


ONE  GREAT  NEW  ATTRACTION 

The  British  Airways  London  Eye  was  ridiculed  when  it  was  built  on  the  southern  bank  of  the 
Thames  in  time  for  the  Millennium  celebration.  But  the  135-meter  tall  observation  wheel 
has  just  been  voted  the  world's  best  tourist  attraction.  More  than  18  million  visitors  have 
climbed  into  the  wheel's  panoramic  capsules  for  the  25-minute  ride  that  offers  unobstructed 
views  of  London  and  the  surrounding  area.  On  a  clear  day,  you  can  see  25  miles  in  all 
directions,  (www.ba-londoneye.com) 

ONE  GREAT  NEW  MUSEUM 

A  recent  BBC  poll  named  Winston  Churchill  as  the  greatest  Briton  ever  —  so  that  partially 
explains  the  rapturous  response  to  the  new  Churchill  Museum.  Opened  in  February,  it  forms 
the  core  of  a  massive  restoration  of  Churchill's  underground  World  War  II  headquarters.  The 
museum  and  the  Cabinet  War  Rooms  create  an  intimate  portrait  of  Churchill,  who  directed 
the  war  from  these  once-secret  rooms  under  the  heart  of  London. 
(wWw.churchillmuseum.com) 

ONE  GREAT  BUSINESS  SERVICE 

The  weakness  of  the  U.S.  dollar  makes  London  pricey.  To  the  rescue  comes  the  London 
Business  Card.  It  offers  10%  off  meeting  room  rentals;  30%  off  services  at  Kinko's;  a  one-day 
free  health  club  membership;  a  free,  five-day  mobile  phone  rental;  discounts  at  restaurants 
and  retail  shops  and  10%  off  entry  to  private  lounges  at  London's  airport. 
(www.londonbusinesscard.com) 

ONE  GREAT  HOTEL  PACKAGE 

The  exquisite,  all-suite  51  Buckingham  Gate  is  the  British  flagship  of  Taj,  the  Indian  lodging 
and  dining  group.  The  hotel's  new  Indian  Royal  London  promotion  bundles  the  best  of 
Anglo-Indian  London  in  one  package:  one  or  three  nights  in  a  suite;  tickets  to  The  Far 
Pavilions,  the  new  musical  based  on  M.M.  Kaye's  epic  novel  of  19th-century  India;  pre-  or 
post-theater  dining  at  Quilon,  London's  best  Indian  restaurant;  breakfast  and  use  of  the 
St.  James  Court  health  club,  (www.51-buckinghamgate.com) 


OPEN:  The  Small  llusiness  Network  from  American  Express  and  I Icrtz  have  joined  together 
to  save  your  company  money.  Now  it's  easy  to  save  even  more  at  Hertz.  Just  pay  with  an  American 
Express®  Business  Card  and  save  an  extra  5%  off  your  total  rental  charges,  including  surcharges  and 
taxes.  The  extra  5%  savings  will  automatically  appear  on  your  American  Express  statement  and  is 
combinable  with  any  Hertz  GDP. 

The  savings  continue  to  add  up  when  you  use  Hertz  GDP#3()6613  for  up  to  20%  off  I  Icrtz  Business  Travel 
Rates.  Plus,  as  an  American  Express  Business  Gardmemhcr,  you  are  entitled  to  a  fee-waived  I  Icrtz  #1 
Club  Gold*  membership,  our  fastest  way  to  rent  a  car.  For  details,  go  to  http://www.hertz.com/open. 

To  make  a  reservation,  go  to  hertz. com,  call  1-800-654-3131  or  contact  your  travel  professional. 
To  learn  more  or  apply  for  an  American  Express  Business  Card,  call  1-NNN-473-5N16  or  visit 
open.americanexpress.com/hertz. 


tz  rents  Fords  and  oilier  tine  cars.  ®  Reg.  r.s.  Pat. Off.  ©  2005  Hero  SyMem,  Ino. 

•  K  YOUR  INFORMATION:  To  receive  your  5%  savings,  payment  must  be  made  with  an  American  Kxpress""  Business  (lard.  Savings 
lilablc  only  at  participating  U.S.  locations.  Participation  and  otters  arc  subject  to  change  without  notice.  Hertz  terms  and  conditions 
ply.  For  more  information  please  visit  open. amcricanexprcss. com/savings. 


SMAU  BUSINESS  NETWORK" 


Rent  Wisely. 
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Too 
Much  Of 
A  Good 

Thing? 

Highly  productive  workers  are  keeping 
manufacturing  jobs  in  tiny  Pella,  Iowa. 
But  they're  also  foiling  economic  growth. 
By  Matthew  Swibel 


IN  ANOTHER  LIFE 
Mark  Zylstra  might 
have  been  a  Swiss 
watchmaker.  For  now 
the  31 -year-old  plant 
manager  is  content  to 
lord  over  a  factory  floor  of  Vermeer  Man- 
ufacturing Co.  in  Pella,  Iowa,  pointing  to  a 
directional  drill  assembly  line  that  used  to 
be  cluttered  with  20  days'  worth  of  parts 
inventory.  Zylstra  and  a  group  of  seven 
studied  the  problem,  then  resolved  to  stack 
those  parts  50  feet  away  in  the  machine 
shop  area.  Seems  trivial,  but  the  move  al- 
lowed the  plant  to  cut  10  days'  worth  of 
inventory — Zylstra  is  now  trying  to  halve 
that  number  and  free  up  $600,000  a 
year — and  also  helped  make  room  for 
eight  new  assembly-line  workers  (who 
spend  less  time  looking  for  scattered 
parts).  "We  do  this  stuff  for  survival,"  says 
Mary  Andringa,  Vermeer's  co-chief  exec- 


utive and  the  founder's  daughter. 

Factory  owners  have  been  doing  such 
things  for  survival  ever  since  Frederick  W. 
Taylor  invented  time-and-motion  studies 
more  than  a  century  ago.  Productivity  at 
Vermeer,  a  $500  million  (sales)  manufac- 
turer of  industrial  and  farm  machinery,  has 
risen  an  average  4%  in  each  of  the  last 
seven  years,  the  result  of  thousands  of 
changes  to  production  methods.  Among 
them:  suggesting  how  many  blueprints  an 
engineer  should  have  on  his  desk,  deciding 
how  far  to  travel  to  perform  an  assembly- 
line  task  and  reducing  the  time  it  takes  to 
hire  and  orient  a  new  employee  from  23  to 
7  days.  "If  you're  not  doing  lean  manufac- 
turing," says  Zylstra,  "someone's  gonna  put 
you  out  of  business."  He  picked  up  that 
line  working  down  the  road  at  Pella  Corp., 
the  $1  billion  (sales)  company  where  over 
eight  years  he  saw  window  units  roll  off  the 
line  every  108  seconds;  productivity  has 


gained  an  estimated  2%  each  year. 

Such  continual,  incremental  im 
pravements  have  helped  the  two  larges 
private  employers  in  Pella  keep  manufac 
turing  jobs  from  being  exported  abroad 
Across  Iowa  17  factories  shuttered  las 
year,  according  to  Plant  Closing  News;  th» 
state  has  28,000  fewer  manufacturing  . 
positions  since  2000.  Vermeer  and  Pell; 
between  them  offer  a  combined  5,500 
nonunion  jobs  in  a  town  where  7,500 
working-age  adults  live.  Within  the  last  1 . 
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lonths  the  two  companies  have  brought 
150  new  manufacturing  jobs  to  their 
ome  base.  Unemployment  in  the  Pella 
rea  stands  at  4.2%,  a  full  point  below  the 
i.ational  average.  Workers  in  Iowa's  manu- 
icturing  and  mining  sectors — the  two 
reas  most  influenced  by  Pella  residents' 
utput — earn  an  average  $758  a  week,  the 
jghest  wages  of  any  nonfarming  industry 
r\  the  state.  Not  exactly  a  millionaire's 
efuge,  but  in  how  many  other  rural  spots 
an  you  play  the  quintessential  capitalist 


sport,  golf,  as  you  can  at  Pella's  own  Bos 
Landen  Golf  Resort?  "I  do  realize  I  don't 
live  in  the  real  world  sometimes,"  allows 
David  Vollmar,  executive  director  of  the 
Pella  Area  Chamber  of  Commerce. 

A  little  too  perfect,  perhaps.  While 
driving  up  their  efficiency,  Pella  Corp.  and 
Vermeer  have  effectively  slammed  the 
door  on  other  sizable  businesses  that  have 
tried  to  plant  a  foot.  "We've  created  two 
great  manufacturing  companies,"  says 
Vollmar.  "But  I  can't  find  anyone  else  to 


come  here  because  they're  worried  about 
the  tightness  of  the  labor  market."  It 
makes  for  timidity  at  home:  Pella  doesn't 
have  many  entrepreneurial  spinoffs  from 
its  two  largest  employers.  The  city's  job 
growth  over  the  last  five  years?  Nil. 

Blame  the  chilling  effect  for  the 
painstaking  seven  years  it  took  Vollmar  to 
convince  Brown's  Shoes  to  open  a  store  in 
Pella.  Given  the  three-shift  schedules  at 
Pella  Corp.  and  Vermeer,  would  employees 
have  enough  time  to  shop?  Recent  town 
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hearings  on  property  rezoning  for  a  Wal- 
Mart  expansion  drew  fierce  debate.  "If 
my  son  doesn't  want  to  work  in  a  plant, 
there's  nothing  else  for  him  to  do.  At 
least  Wal-Mart  will  mean  more  jobs."  So 
argued  a  woman  resident  and  Wal-Mart 
employee  in  favor  of  the  expansion.  (The 
rezoning  measure  passed.)  She  got  it 
right.  As  a  two-company  town,  Pella 
can't  inoculate  itself  against  a  downturn. 
It  lost  1,000  or  so  manufacturing  jobs 
between  2001  and  2002,  causing  the 
decline  of  approximately  $58  million  in 
earned  income. 


mechanical  hoist — into  a  company  in 
1948.  Armed  with  only  a  high-school 
diploma,  Veimeer  introduced  the  world's 
first  large,  round  haybaler  in  1971.  Like 
Case  and  Deere  before  it,  Vermeer 
branched  off  from  farm  machines  into 
construction  machines.  It  does  a  thriving 
business  in  directional-drilling  equipment 
used,  among  other  things,  to  lay  fiber- 
optic cable. 

Most  of  the  city's  dozen  or  so  factory 
ventilation  stacks  belong  to  either  Pella 
Corp.  or  Vermeer.  So,  in  effect,  do  a  few 
ecclesiastical  spires:  Each  firm's  charitable 


Aiming  for  ultraeffici 
making  cuts  for  wind 
frames  at  Pella  Corp 


Founded  in  1847  by  Dutch 
immigrants,  Pella  provided  rich 
soil  for  grain  and  corn.  A  child- 
hood home  of  Wyatt  Earp,  the  city  was  a 
forgettable  Chicago-Rock  Island-Pacific 
rail  depot,  45  miles  southwest  of  Des 
Moines.  In  1925  lumber  entrepreneur 
Peter  Kuyper  made  an  initial  $5,000  down 
payment  to  buy  Rolscreen  Co.,  maker  of 
an  early  insect  screen  for  windows  that 
rolled  out  of  sight.  What  eventually 
became  Pella  Corp.  sells  mostly  residential 
windows  and  doors  in  North  America, 
Japan  and  China. 

Pella  had  an  army  of  window  plant 
workers  after  World  War  II,  when  farmer 
Gary  Vermeer  turned  a  modest  inven- 
tion— a  modified  farm  wagon  with  a 


puts  it  426  out  of  573  small  towns  mea 
sured  by  the  Policom  Corp.,  an  economy 
development  firm.  Vermeer  offers  fre< 
doctor  and  nurse  visits  to  workers  anc 
their  families.  Both  companies  foot  th< 
tuition  bill  for  its  employees  to  get  college 
and  postgraduate  degrees.  "Unions  wil 
tell  you  they  can  offer  you  better  pay  and 
benefits,"  says  Bruce  Severson,  productior 
area  manager  at  Vermeer.  "But  I'm  nol 
convinced." 

Strict  union  job  classifications  stifle 
innovation,  says  William  Schwartz,  a  busi- 
ness consultant  who  has  run  workshops  ai 
Pella  Corp.  on  kaizen,  the  Japanese  art  oil 
continual  improvement.  Indeed,  some  o' 
the  best  ideas  have  emerged  from  week-| 
long  brainstorming  events  involving  ter 
or  so  workers  from  different  job  cate- 
gories.  Unfettered  by  job  assignments! 
participants  can  set  an  objective — say,  td 
reduce  production  errors  or  streamline] 
order  entry — or  come  up  with  novel 
product  ideas.  One  such  session  gave  risa 
to  a  Pella  innovation  this  year:  between- 
the-glass  cordless  blinds  and  shades  (wkn 
dow  and  patio-door  treatments  tuckec 
between  panes  of  glass  and  away  from 
dust  and  yanks  from  kids). 

Efficiency  can  carry  you  only  so  far 
In  another  company  town  30  miles  to  th« 
north  a  more  famous  manufacturer  pu 
itself  through  similar  cycles  of  self 
improvement.  The  results  at  Maytag— 
300  layoffs  in  the  past  18  months  anc 


"If  my  son  doesn't  want  to  work  in  a  plant,  there's 
nothing  else  for  him  to  do.  Wal-Mart  means  more  jobs. 


programs  benefit  churches  (the  town's 
church-to-bar  ratio  is  29:2).  There  are  a 
restored  opera  house,  an  indoor  commu- 
nity swimming  pool  and  a  $2.5  million 
Dutch-built  working  windmill — all  paid 
for  mostly  by  the  charitable  foundations  of 
Pella  Corp.  and  Vermeer  or  members  of 
these  firms'  founding  families.  Sloping 
gambrel  rooflines  fill  the  downtown  Pella 
streetscape,  where  stores  still  stock  Dutch- 
spiced  beef,  Dutch  lace  and  Dutch  pastries. 

What  you  won't  find  in  Pella  is  a 
union  rep,  despite  some  earnest  rounds  of 
knocking  on  doors  by  union  organizers. 
The  average  annual  wage  growth  in  Pella 


warnings  last  month  that  the  flagship 
laundry  machine  factory  is  in  deep  trou 
ble — have  sent  town  leaders  on  a  desper 
ate  scramble  to  secure  a  new  economit 
lifeline.  Their  answer:  a  $76  millior 
Nascar  racetrack  that  will  be  partly  subsi 
dized  by  the  state. 

Iowa  legislators  are  also  putting  up 
$100  million  in  order  to  attract  300  com 
panies  and  bring  1 5,000  jobs  to  the  state 
What  worries  Vollmar  in  Pella  is  that  he' 
not  high  on  their  list.  "I've  struggled  for  Y. 
years  to  find  the  next  Pella  Corp.  or  Ver 
meer,"  he  says.  "And  I  haven't  had  anyon< 
close  to  discussion."  t 
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Best  ■J*  Places 


Biloxi 
Blues 

The  Gulf  Coast 


region  seems  to 
have  everything 
going  for  it. 
How  come  it's 
such  a  mess? 
By  Luisa  Kroll 

■  MISSISSIPPI'S  GULF  COAST  HAS 
beautiful  beaches,  the  nation's 
^^^^  largest  shipbuilder,  a  giant 
NASA  rocket  test  complex,  a 
huge  oil  refinery,  air  force 
and  naval  bases  and  a  dozen 
casinos.  It  also  has  two  powerful,  probusi- 
ness  U.S.  senators  and  a  new  governor 
who  once  lobbied  for  big  tobacco.  So  why 
is  the  Biloxi-Gulfport-Pascagoula  area 
(pop.  372,000)  such  a  basket  case? 

Here  are  two  reasons.  The  state  offers 
tax  relief  and  public  debt  to  heavy  industry 
but  not  to  high-tech  companies.  An 
attempt  to  correct  the  deficiency,  part  of  an 
economic  development  package  known  as 
Momentum  Mississippi,  got  snarled  in  the 
state  legislature,  which  is  wrestling  with  a 
$500  million  shortfall.  The  growing 
gaming  industry  is  also  being  thwarted.  A 
recent  request  by  the  University  of  South- 
ern Mississippi  to  teach  a  course  in  casino 
management — a  potential  boon  to  the 
growing  gaming  industry  but  an  anathema 
to  many  residents — was  found  to  be  illegal 
because  of  a  clause  in  the  Mississippi  Gam- 
ing Control  Act  of  1991. 

The  numbers  tell  a  grim  story.  Job 
growth  over  the  last  five  years  has  been 
negative.  Household  income  growth  has 
limped  along  at  an  average  1.3%  a  year. 
The  region's  work  force  is  not  highly  edu- 
cated; only  18%  of  its  residents  25  and 


older  have  completed  four  years  of  college. 
Add  to  that  a  high  crime  rate,  minimal 
cultural  life,  relatively  high  business  costs 
for  the  area  and  a  loss  of  critical  wage- 
earning  residents  ages  25  to  44 — and  you 
end  up  being  ranked  144  out  of  150 
among  our  Best  Places.  For  these  dubious 
distinctions  Biloxi  wins  recognition  in  this 
survey  as  a  clunker  city. 

Biloxi's  vast  sprawl  of  defense- related 
industries,  accounting  for  at  least  40,000 
jobs,  ought  to  provide  some  protection. 
But  the  sector  is  vulnerable  to  the  vagaries 
of  federal  politics  and  budget  deficits. 
Over  the  last  15  years  of  military  base 
shutdowns,  Trent  Lott,  the  Republican 
senator,  has  successfully  fended  off  the 
scythe  for  Mississippi.  He  may  not  be  so 
lucky  this  time.  Naval  Station  Pascagoula, 
which  lost  two  warships  and  748  crew  late 
last  year  when  they  were  decommissioned, 
is  a  possible  target  for  the  latest  round  of 
cuts.  The  region's  largest  private  employer, 
Northrop  Grumman,  puts  12,000  people 
to  work  at  its  Ship  Systems  unit,  up 
recently  but  about  half  the  number  of 
employees  who  worked  there  in  1977. 

How  about  gaming  in  a  city  once 
touted  as  Las  Vegas  East?  Those  barges 
helped  Biloxi  sail  through  the  mid-1990s 
when  they  first  opened,  creating  a 
$  1 .5-billion-a-year  industry  and  employ- 
ing 19,000  people  by  2000.  But  now,  hurt 


by  Sept.  1 1  and,  more  recently,  Hurricane 
Ivan,  the  casino  take  has  been  inching  up| 
at  an  average  1  %  a  year;  employment  hasi 
dropped  8%  or  so  since  2000.  Everyone  I 
hoping  for  a  lift  from  two  new  operators! 
later  this  year,  including  a  Hard  Rock  Hotel! 
&  Casino.  Maybe  yes,  maybe  no.  "Tha 
market  is  [already]  pretty  mature  and  can) 
only  support  so  much,"  says  Deutsche 
Bank  gaming  analyst  Marc  Falcone. 

A  few  bright  spots,  however.  After  the 
Bush  Administration  announced  last  year 
that  the  space  shuttle  would  be  retired  in 
2010,  NASA's  Stennis  Space  Center,  which 
performs  engine  testing  on  it,  went  into  ac- 
tion, wooing  more  private  enterprises  to  its 
140,000-acre  grounds.  It  recently  got  a 
commitment  from  Rolls-Royce  to  relocate 
its  outdoor  engine  testing  by  the  end  ol 
2007,  a  $40  million  investment  that  will 
create  15  to  30  part-time  jobs.  Another  new 
tenant:  Ionatron,  which  makes  weapons 
using  laser-guided  electricity.  Separately 
Northrop  Grumman  recently  announced 
plans  to  build  two  unmanned  aerial 
vehicles  for  military  surveillance,  bringing 
a  $25  million  investment  and  160  new  jobs. 

Governor  Haley  Barbour  is  upbeat 
promising  to  add  Momentum  to  the 
name  Mississippi.  "I  guarantee  this  is  one 
of  the  best  places  to  do  business  in  Amer- 
ica," he  says.  At  the  moment,  wishfu. 
thinking. 
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The  Top      lO  Places 

Quite  a  Ride 

In  a  year  of  rising  prices,  ten  metro  areas 
stand  out  when  it  comes  to  keeping  costs 
down  and  attracting  smart  people. 
By  Kurt  Badenhausen 


CONSUMERS  AREN'T  THE  ONLY  ONES  FEELING  THE  PINCH  AT 
|^  the  pump.  Energy  prices  rose  6.6%  for  businesses  last  year, 
along  with  an  8%  jump  in  taxes.  The  most  expensive  state  in 
j^^p       which  to  hang  your  shingle  is  ( lalifornia,  which  has  12  of  the  20 

costliest  metro  areas  in  the  nation.  (Hint:  Housing  prices  had  a 
)t  to  do  with  it.)  Our  seventh  annual  ranking  of  Best  Places  for  Business  and 
Careers  relies  again  on  Economy.com,  the  West  Chester,  Pa.  research  firm,  which 
elped  us  weigh  business  costs  (labor,  energy,  tax  and  office  space  expenses)  and 
ving  costs  (housing,  transportation,  food  and  other  household  expenditures). 
conomy.com  also  helped  assess  the  education  levels  of  the  work  force,  as  well 
s  job  and  income  growth  and  migration  patterns  over  the  past  five  years.  For 
uality-of-life  issues  we  examined  crime  rates  and  used  a  culture-and-leisure 
idex  developed  by  Bertrand  Sperling,  a  consultant  in  Portland,  Ore.  who  keeps 
•ack  of  museums,  theaters,  golf  courses,  sports  teams  and  the  like.  For  detailed 
lformation  on  the  150  largest  metro  areas  and  a  ranking  of  168  smaller  ones, 
o  to  www.forbes.com/bestplaces. 


Boise,  Idaho 


POPULATION:  488,000  JOB  GROWTH:  2.4%  INCOME 
GROWTH:  3.2%  BIG  EMPLOYERS:  Micron 
Technology,  Mountain  Home  Air  Force  Base, 
Hewlett-Packard,  St.  Luke's  Regional  Medical 
Center,  Albertsons. 

JOB  GROWTH  IN  BOISE  RANKS  NUMBER  8  AMONG 
the  150  largest  metro  areas  during  the  past  five 
years;  employment  has  been  strong  across  all 
industries.  Residents  also  have  benefited  from  a 
steady  decline  in  living  costs. 

2  Raleigh-Durham,  N.C. 

POPULATION:  1,313.000  JOB  GROWTH:  0.7% 
INCOME  GROWTH:  1.7%  BIG  EMPLOYERS:  Duke 
University,  University  of  North  Carolina, 
IBM,  North  Carolina  State  University, 
GlaxoSmithkline. 

LAST  YEAR  CREDIT  SUISSE  FIRST  BOSTON,  MERCK 
and  chipmaker  Cree  announced  plans  to  invest  a 
total  $700  million  in  the  area.  Two  big  draws: 
39%  of  the  adult  population  has  a  college  degree 
and  business  costs  are  12%  below  the  national 
average. 


3 


Austin,  Tex. 


POPULATION:  1,402,000  JOB  GROWTH:  0.6% 
INCOME  GROWTH:  2.4%.  BIG  EMPLOYERS:  University 
of  Texas,  Dell,  Seton  Healthcare  Network,  IBM, 
Freescale  Semiconductor. 

AUSTIN'S  GROSS  METRO  PRODUCT  GROWTH  HAS 
slumped  after  annual  gains  of  more  than  10%  in 
the  late  1990s.  But  look  for  the  economy  to  re- 
bound to  7%  a  year  through  2008,  thanks  to  one 
of  the  nation's  smartest  work  forces. 


"Washington,  D.C.- 
Northern  Va. 

POPULATION:  5,292,000  JOB  GROWTH:  1.8% 
INCOME  GROWTH:  3.9%  BIG  EMPLOYERS:  Verizon 
Communications,  Safeway,  Marriott  International, 
Inova  Health  System,  BAE  Systems. 

THE  UNEMPLOYMENT  RATE  FOR  THE  NATION'S 
capital  is  a  staggering  7.1%,  but  a  tight  labor 
market  in  northern  Virginia  brings  the  rate  for 
the  metro  area  as  a  whole  down  to  3.1%,  the 
fourth  lowest  in  the  country. 
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Albuquerque,  N.M. 


POPULATION:  764,000  JOB  GROWTH:  i.3% 
INCOME  GROWTH:  1.7%  BIG  EMPLOYERS: 
Kirtland  Air  Force  Base,  University  of  New 
Mexico,  Sandia  National  Labs,  Presbyterian 
Healthcare  Services,  Intel. 

BUSINESS  COSTS  ARE  THE  LOWEST  IN  THE 
country,  27%  below  the  national  average. 
The  area's  crime  rate  has  fallen  faster  than 
the  U.S.  average,  but  it  still  ranks  in  the 
bottom  quintile  and  keeps  Albuquerque 
from  being  ranked  on  top. 
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Huntsville,  Ala. 


POPULATION:  362,000  JOB  GROWTH:  1.1% 
INCOME  GROWTH:  1.0%  BIG  EMPLOYERS: 

U.S.  Army/Redstone  Arsenal,  Huntsville 
Hospital  System,  SAIC,  Boeing,  NASA, 
Cinram  International. 

HUNTSVILLE  BOASTS  A  LOT  OF  HIGHLY 
educated  people,  including  the  highest 
concentration  of  engineers  in  the  coun- 
try, at  7.2%  of  the  work  force.  Housing  is 
still  relatively  cheap:  The  median  home 
price  of  $128,000  is  the  lowest  of  any  of 
our  top  ten  places. 
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Fayetteville,  Ark. 


POPULATION:  346,000  JOB  GROWTH:  3.6% 
INCOME  GROWTH:  5.3%  BIG  EMPLOYERS: 

Wal-Mart,  University  of  Arkansas,  J.B.  Hunt 
Transport  Services,  Pinnacle  Foods, 
Superior  Industries 

WHILE  NOT  EXACTLY  A  CULTURAL  HUB, 
Fayetteville  offers  low  business  costs  (11% 
below  the  national  average)  and  impres- 
sive job  growth  (ranked  number  4).  Ben- 
tonville's  Wal-Mart — $285  billion  in  sales 
last  year — is  driving  much  of  the  growth. 
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Norfolk,  Va. 


POPULATION:  1,646,000  JOB  GROWTH:  1.4% 
INCOME  GROWTH:  4.1%  BIG  EMPLOYERS: 

Norfolk  Naval  Station,  Northrop  Grumman, 
Sentara  Healthcare,  Wal-Mart,  Riverside 
Regional  Medical  Center. 

NORFOLK'S  HIGH-TECH  EMPLOYMENT  IS 
only  2.5%  of  the  labor  force,  compared 
with  an  average  of  7.7%  for  the  rest  of  the 
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top  ten.  Incomes  remain  below  the  national 
and  state  averages,  but  they've  been  grow- 
ing at  the  eighth-fastest  rate  in  the  U.S. 
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Atlanta,  Ga. 


POPULATION:  4,541,000  JOB  GROWTH:  0.5% 
INCOME  GROWTH:  2.7%  BIG  EMPLOYERS: 

Delta  Air  Lines,  Kroger,  Emory  University, 
BellSouth,  Publix  Super  Markets. 

HOTLANTA  CONTINUES  TO  ATTRACT  NEW 
residents — from  New  York,  Chicago  and 
Miami,  mainly — with  a  net  migration  of 
340,000  people  during  the  past  five  years, 
third  largest  in  the  U.S.  This  year  total 
employment  should  surpass  its  early- 
2001  prerecession  peak. 


Madison,  Wis. 

POPULATION:  454,000  JOB  GROWTH:  1.2% 
INCOME  GROWTH:  3.1%  BIG  EMPLOYERS: 

University  of  Wisconsin,  American 
Family  Insurance,  Meriter  Health 
Services,  Dean  Health  System, 
CUNA  Mutual  Group. 

LAST  YEAR'S  TOP-RANKED  AREA  FEL 
because  of  slower  income  growth  an« 
higher  business  costs.  Strong  job  growtl 
has  reduced  the  role  of  government  ii 
Madison's  economy  over  the  past  1 
years.  But  the  public  sector  still  repre 
sents  25%  of  employment. 
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Where  are  the  best 
places  to  jump-start 
a  business  or  a 
career?  Texas  and 
Virginia,  with  highly 
educated  labor 
forces  and  relatively 
low  business  costs, 
score  well  on  our 
annual  ranking  of  the 
150  biggest  metros 
(populations  over 
345,000),  with 
seven  areas  in  the 
top  20.  No  other 
state  placed  more 
than  one  locale  in 
the  upper  echelon. 
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Largest  Metro  Areas 


BUSINESS  COSTS 

Index  measures  labor,  energy  and  tax  costs 
RANK  LOCATION 


LIVING  COSTS 

Index  measures  all  household  costs 
RANK  LOCATION 


CRIME  RATE 

Crimes  per  100,000  residents 
RANK  LOCATION 
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Albuquerque,  NM 
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Outbound  Oligarchs 


IG  THIS  APRIL,  IN  A  CONFERENCE  CENTER  NEAR  WEST- 
bbey,  London  Mayor  Ken  Livingstone  welcomed  1,200 
vernment  and  business  guests.  Large  and  powerful  com- 
cluding  Sibneft,  Norilsk  Nickel  and  Alfa  Bank,  were  rep- 
d.  The  mayor,  known  as  Red  Ken  for  his  left-leaning  ways, 
5ked  the  "warmth  and  sympathy"  Britons  feel  for  an  old  ally 
against  Hitler.  He  encouraged  business  leaders  to  look  upon  the 
London  Stock  Exchange  as  the  world's  "most  approachable"  finan- 
cial market.  And  he  noted  that  Russian  tourists  now  spend  as  much 
as  Americans.  "Russians,"  he  concluded,  "are  welcome  in  this  city, 
both  as  individuals  and  for  the  business  that  they  bring." 

Yet  Russians  need  no  invitation.  After  seven  decades  of  com- 
munism and  two  of  gangster  capitalism,  an  estimated  250,000  of 
them  and  other  Russian  speakers  from  the  former  Soviet  Union 
now  live  in  London.  Coundess  more  have  property  or  a  financial 
presence  there.  It  is  a  launching  pad  for  personal  or  professional 
ambitions.  Many  are  seeking  Western  partners  for  investment  and 
are  burnishing  their  image  with  a  coterie  of  Western  lawyers, 
investment  advisers  and  public  relations  agents.  They  have 
injected  hundreds  of  millions  of  pounds  sterling  into  the  U.K. 
economy,  buying  houses  and  luxury  goods. 

The  best-known  among  them  include  the  oligarchs,  the  cadre 
of  men  who  walked  off  with  Russia's  valuable  natural  resources 
and  state-owned  enterprises,  often  amid  murky,  corrupt  and  even 
violent  privatizations.  While  many  of  these  wealthiest  Russians 
have  also  bought  homes  in  France,  New  York  or  Israel,  London  has 
clearly  emerged  as  a  destination  of  choice.  Russians  are  lured  by  its 
four-hour  proximity  to  Moscow,  strong  capital  markets  and  favor- 
able tax  laws.  "London  is  a  metropolis,"  says  Olga  Sirenko,  a  Russ- 
ian who  moved  there  in  1997  and  now  edits  a  Web  site  for  Russian 
expats.  "It  is  fashionable.  It  has  all  the  boutiques.  It  has  all  the  cul- 
ture. Moscow  doesn't  have  that  kind  of  chic." 

Nor  does  Moscow  have  a  judicial  system  like  Britain's  that 
protects  them  from  unwelcome  inquisitors.  "I  think  they  feel  this 
is  a  country  of  law.  They  feel  they  are  well  protected  here,"  says  a 
notable  among  them,  Boris  Berezovsky,  in  England  since  2001. 

The  ties  between  Russia  and  England  date  back  centuries.  In 
1555  Czar  Ivan  the  Terrible  granted  a  group  of  English  mer- 
chants a  monopoly  on  the  trade  of  furs,  timber  and  cloth,  thus 
establishing  the  Muscovy  Company.  Centuries  later  Lenin  plot- 
I  ted  from  London.  After  the  Bolsheviks  took  power,  Russian  aris- 
j  >  tocracy  and  intelligentsia  also  headed  to  London. 
*       Many  of  these  postrevolution  Russians  assimilated  into  British 
3  culture,  and  by  the  late  1980s  it  seemed  to  some  expats  there  was 
1  no  Russian  community  in  London  at  all.  But  that  began  to  change 
i  in  the  1990s,  a  tumultuous  decade  for  Russia  and  its  lawless  econ- 
I  omy.  The  gap  between  the  wealthiest  and  poorest  Russians 
I  widened.  By  2004, 40%  of  the  nation's  $546  billion  economy  was 
5  controlled  by  22  business  groups,  according  to  Moscow  invest- 

"  Glitteratski:  Russian  and  British  elite  at  London's  Royal  Albert  Hall. 
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"Father  of  all  the  oligarchs":  Anatoly  Chubais  does  business  in  secure  Westminster. 

ment  firm  Hermitage  Capital  Management,  a  concentration  of 
power  unheard  of  in  developed  capitalist  nations. 

Money  flowed  out  as  fast  as  the  millionaires.  Between  1998 
and  2004,  $102  billion  in  capital  left  Russia,  according  to  Her- 
mitage Capital.  Much  of  it  went  to  offshore  accounts  in  Switzer- 
land and  elsewhere.  From  there  it  is  impossible  to  trace,  but  tax 
lawyers  say  the  U.K.  offers  unique  tax  advantages  to  people  with 
assets  offshore.  Most  countries  require  their  residents,  foreigners 
included,  to  pay  taxes  on  worldwide  income  and  capital  gains. 
But  U.K.  residents  can  set  up  their  offshore  accounts  in  such  a 
way  as  to  legally  avoid  these  taxes,  says  Joel  McDonald,  a  lawyer 
at  the  law  firm  Salans  in  London.  Thus  a  Russian  billionaire  can 
hold  stock  offshore,  sell  it  and  use  the  proceeds  to  buy  a  London 
mansion — all  without  paying  taxes  on  the  gain.  The  UK.  gov- 
ernment has  considered  closing  the  loophole  but  pulled  back. 
That  would  mean  killing  the  property  market,  to  say  nothing  of 
denting  the  pay  of  international  lawyers  and  accountants.  "It's 
quite  a  great  industry  for  a  U.K.  tax  adviser,"  says  McDonald. 

Wealth  buys  an  emigre  not  just  a  lifestyle  but  a  day  in  court, 
something  that  may  or  may  not  be  available  in  the  Wild  West 
legal  system  of  Russia  (see  On  My  Mind,  p.  42).  England,  with  its 
legal  establishment  and  highly  trained  public  relations  firms, 
affords  some  legal  predictability.  Among  the  first  to  take  advan- 
tage was  Berezovsky,  once  the  wealthiest  man  in  Russia.  Dubbed 
"Godfather  of  the  Kremlin"  by  FORBES  for  his  strong  ties  to  the 
Yeltsin  government,  he  fell  out  with  Russian  President  Vladimir 
Putin  and  fled  Moscow  in  2000,  landing  first  in  France. 

But  the  Russian  government  pursued  Berezovsky,  accusing 
him  of  fraud  and  seeking  extradition.  In  2003  London  police 
arrested  him.  Bond  was  set  at  $160,000.  Half  was  posted  by  Lord 
Timothy  (Tim)  Bell,  a  powerful  p.r.  man  who  had  orchestrated 
Conservative  Party  campaigns  in  the  Margaret  Thatcher  era. 
The  remainder  was  posted  by  Stephen  Curtis,  a  once-obscure 
London  lawyer  who  rose  to  prominence  as  managing  director  of 
Group  Menatep,  a  holding  company  established  by  oligarch 
Mikhaii  Khodorkovskv  for  Yukos  oil  and  other  assets.  (Curtis 
died  a  year  later  in  a  m\  sterious  helicopter  accident.) 


Initially  the  U.K.  government  refused  to  grant 
Berezovsky  asylum.  But  he  says  he  felt  certain  he 
would  get  a  fair  hearing  in  his  extradition  pro- 
ceedings. A  bit  of  intrigue  may  have  helped:  A  talej 
emerged  about  a  Russian  agent  ostensibly  sent  toj 
murder  Berezovsky  by  stabbing  him  with  a  poi- 
son-filled pen  while  he  attended  the  London  hear-i 
ings.  The  plot,  if  there  was  one,  was  thwarted,  and] 
Berezovsky's  lawyers  successfully  argued  he  had  a 
well-grounded  fear  of  persecution  in  Russia. 

From  his  Mayfair  office  Berezovsky  has  since) 
fashioned  himself  as  an  anti-Putin  crusader.  To 
show  disapproval  of  the  2003  arrest  of  Yukos' 
Khodorkovsky,  he  rented  hundreds  of  Mercedes 
limousines,  bearing  placards  of  protest,  and  had 
them  driven  past  the  Russian  consulate  in  London. 
He  says  that  Putin's  crackdown  on  wealth  and 
business  has  put  25,000  wealthy  Russians  in  Lon- 
don in  the  last  two  years.  "Mainly  they  are  businessmen,"  he  says 
"Some  of  them  are  very  rich.  Some  of  them  are  middle  scale." 

Berezovsky  acknowledges  his  figure  is  no  more  than  a  guess 
But  clearly  interest  in  the  U.K.  is  rising  among  his  countrymen 
In  2000  the  U.K.  granted  1 14,000  visas  to  Russians;  by  2003  thfl 
number  had  increased  by  52%.  Londoners  began  to  take  notice 
that  summer,  when  Roman  Abramovich,  a  onetime  business 
partner  of  Berezovsky  and  an  oil  magnate  now  worth  $14.7  bil-i 
lion,  retained  Skadden,  Arps  partner  Bruce  Buck  to  broker  z 
$233  million  deal  to  buy  Chelsea  Football  Club. 

Buck  became  chairman  of  "Chelski,"  as  it  became  known 
and  Abramovich  poured  $289  million  into  the  team,  catapulting 
it  to  the  top  of  league  standings.  In  Russia  Abramovich  had  beer 
so  reclusive  a  newspaper  offered  i 
prize  for  his  picture.  In  London 
though,  he's  seen  attending  virtuall; 
every  game,  often  with  his  wife  anc 
with  fellow  billionaire  Sibnef 
President  Evgeny  Shvidler.  Yet  h 
managed  to  remain  opaque,  stoutl 
refusing  to  do  interviews. 

The  famously  eager  Britisl 
press — and  the  public  at  large- 
lapped  up  news  about  the  enigmati 
billionaire.  The  tabloid  Sun,  fo 
instance,  reported  the  prospect  of 
West  End  musical  about  Abramovich.  Aliona  Muchinskaya, 
Russian  who  runs  a  public  relations  agency,  says  she  was  sud 
denly  inundated  with  calls  from  companies  that  wanted  to  se 
luxury  goods  to  Russians,  a  contrast  to  stereotypes  of  a  decad 
earlier.  "The  cliche  was  that  all  these  Russian  women  are  pickin 
up  potatoes,"  she  says.  "And  all  of  a  sudden,  it's  just  like,  boon 
It's  not  like  that.  It's  all  Russian  women  are  beautiful.  They  a 
wear  fur.  They're  wearing  diamonds.  They  have  yachts." 

To  tap  this  market,  real  estate  agent  Savills  hired  a  Russiar 
speaker.  So  did  Knight  Frank,  another  London  real  estate  agen 
which  now  also  advertises  that  it  has  offices  in  Moscow.  Patric 
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Keep  that  spark  alive. 

FACT:  Viagra  can  improve  erections 
for  guys  with  ED.  Studies  show 
Viagra  can  also  improve  their 
sexual  relationship  satisfaction. 
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Viagra  can  improve  the  ability  to  achieve 
and  maintain  an  erection  for  guys  with 
erectile  dysfunction.  Ask  your  doctor  if 

VIAGRA 
is  right  for  you. 


AGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone, 
/ou  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA, 
king  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

ie  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach, 
ss  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a 
ief  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

■Ik  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest 
in,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  Although  erections 
sting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class, 
is  important  to  seek  immediate  medical  attention.  Erections  lasting  longer  than  six  hours 
n  result  in  long-term  loss  of  potency. 

VIAGRA  is  covered  under  most  Managed  Care  Plans. 

:ase  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 
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PATIENT  SUMMARY  OF 
INFORMATION  ABOUT 


This  summary  contains  important  information  about  VIAGRA*.  It  is 
not  meant  to  take  the  place  ol  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  it  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  tor 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  jus!  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens.  This  is  called  an 
erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows  out 
of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis.  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process  The  penis  cannot  fill  with  enough  blood  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers' ).  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  thai 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e  g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  defoimed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


VIAGRA 

(sildenafil  citrate)  tablets 


•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections  these  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg)  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65.  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  oi  VIAGRA  in  a  48  hour  period.  If  you  are 
faking  alpha-blocker  therapy,  you  should  not  take  a  dose  ol  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  trench  fries),  the  medicine  may 
take  a  little  longer  to  start  working  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours.  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses.  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  the  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body) 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F),  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature], 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com.  or 
call  1-888-4VIAGRA. 
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Outbound  Oligarchs 

Ramsay,  head  of  residential  business 
there,  figures  the  agency  has  sold  20  to  3( 
homes  to  Russians  in  England  in  the  lasl 
year,  worth  in  excess  of  $100  million 
Many  have  purchased  homes  in  Surrey,  a 
ritzy  London  suburb.  But  central  Lon-j 
don's  property  market  is  affected  in  equaj 
measure.  Last  summer  the  Sunday  Timel 
noted  that  a  "ripple  went  through  the 
elite  community  of  the  world's  super^ 
rich"  when  a  "mystery  billionaire"  paicj 
$75  million  for  a  house  at  15  Kensington 
Palace  Gardens,  next  door  to  Kensingtor 
Palace  itself.  The  paper  traced  the  owner- 
ship to  Leonard  Blavatnik,  a  Russian- 
born  American  who  formed  investment 
shop  Renova  with  school  friend,  oligarch 
and  billionaire  Viktor  Vekselberg. 

Retailers  are  attempting  to  tap  th« 
market,  too.  On  Sloane  Street,  one  oj 
London's  most  exclusive  shoppinj 
enclaves,  Sandra  Buecking,  manager  o 
Fendi,  seeks  Russian  clients  by  contacting 
high-end  London  hotels  to  determine 
which  offer  Russian-language  television 
She  says  big-spending  Russian  womer 
have  different  tastes  in  clothing  than  thi 
more  genteel  British — "Think  leoparc 
print,"  she  says.  So  she  recently  hired  ; 
Russian  employee.  "They're  in  ho- 
demand,"  she  says.  "And  also,  a  friend!) 
pleased-to-meet-you,  upbeat  Russiai 
isn't  easy  to  come  by." 

Indeed,  Russia's  elite  are  using  Lon 
don  as  something  of  a  playground, 
place  where  they  can  talk  more  freel' 
about  their  home  country  and  enjoy  thei 
newfound  wealth.  Oleg  Deripaska,  th 
former  metals  trader  who  emerged  fron 
the  violence  of  Russia's  aluminum  indus 
try  unscathed  and  in  control  of  Russiai 
Aluminum  (Rusal),  takes  classes  at  th 
London  School  of  Economics.  Wortl 
$5.8  billion,  he  sponsored  an  exhibit  a 
London's  Somerset  House  in  2003  an< 
reportedly  owns,  via  a  holding  compam 
a  $50  million  house  in  London. 

There  is  business  opportunity,  toe 
Russian  telecom  Sistema  recently  com 
pleted  the  largest-ever  initial  public  offer 
ing  by  a  Russian  company  on  the  Londo 
Stock  Exchange,  raising  $1 .56  billion.  La-' 
summer  Nikolai  Smolensk!,  then  age  2^ 
paid  an  estimated  $27  million  for  TV: 
Engineering,  the  iconic  English  sports  ca 


ETWORK 

?  largest  digital  voice  and 
:a  network  in  the  U.S. 
i  the  largest  U.S.  provider 
the  global  standard. 


EXPERTISE 

Our  people  and  partners 
make  wireless  work  for 
more  businesses  than  any 
other  wireless  carrier. 


APPLICATIONS 

The  broadest  and  deepest 
portfolio  of  wireless 
business  solutions. 


SERVICE 

24/7  enterprise-grade 
support.  And  the  only 
service  staff  dedicated 
to  business  people. 


ahead  of  the  game 


gave 

TaylorMade  more  time  to  sell. 


Cingular  helped 
TaylorMade  represen- 
tatives maximize  their 
sales  by  deploying  a 
wireless  solution  that 
automated  the 
inventory  process. 
Today,  TaylorMade 
spends  more  time 
cultivating  customers 
and  less  time 
counting  inventory. 


INGULAR  WIRELESS   MAKES   BUSINESS   RUN  BETTER 


X  cingular 

raising  the  barr-iill  " 

To  find  out  how  Cingular  can  make  your  business  run  better, 

•  call  your  account  representative 

•  click  cingular.com/businessleader 


Global  coverage  based  on  coverage  in  174  countries.  Cingular  covers  over  270  million  people.  Coverage  not  available  in  all  areas. 
All  marks  property  of  their  respective  owners.  ©2005  Cingular  Wireless.  All  rights  reserved. 
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Four  funds  on  MONEY* 
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V 

Choose  from  over  90  low-cost  funds  including  four  on  MONEY's  "50  Best": 

Expense 

As  of  3/31/05                                         1Year          5 Year         10Year  Ratio 

a 
- 

Blue  Chip  Growth  Fund  (TRBCX)                1.73%         -4.38%         10.24%  0.88%2 
Moderate-risk  approach  to 
long-term  growth  potential 

Equity  Income  Fund  (PRFDX)                   12.19%          8.17%         12.05%  0.74%2 
Lower-risk  approach  to 
long-term  growth  potential 

International  Discovery  Fund'  (PRIDX)       16.58%         -2.14%        13.05%  1.32%3 
High-risk  approach  to 
long-term  growth  potential 

New  Era  Fund  (PRNEX)                           33.36%         14.42%         12.93%  0.69%* 
Moderate-risk  approach  to 
long-term  growth  potential 
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Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which 
cannot  guarantee  future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you 
may  have  a  gain  or  loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end 
performance,  call  us  or  visit  our  Web  site.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should 
read  and  consider  carefully  before  investing.  'To  protect  the  interests  of  long-term 
shareholders,  the  fund  charges  a  2%  redemption  fee  on  shares  held  for  three  months  or 
less.  The  performance  information  shown  does  not  reflect  the  deduction  of  the  redemption 
fee.  If  it  did,  the  performance  would  be  lower. 

All  mutual  funds  are  subject  to  market  risk,  including  loss  of  principal. 

Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  As  of  12/31/04.  :As  of  10/31/04. 
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100%  NO  LOAD 


lagazine's  "50  Best"  list. 


Another  reason  to  consider  T.  Rowe  Price. 

>/IONEY  magazine  chose  fourT.  Rowe  Price  funds  to  be  included  on  the  MONEY  50"  list, 
'an  elite  group  of  proven  funds  you  can  use  to  build  a  rock-solid  portfolio."  MONEY 
:hose  its  50  "best"  funds  based  on  low  cost,  management  integrity,  and  a  consistent 
nvestment  approach* 

\tT.  Rowe  Price,  we  apply  the  same  disciplined,  long-term  approach  to  all  of  our  funds  — 
vhile  keeping  costs  low.  In  fact,  almost  all  of  our  funds  for  individual  investors  have 
:xpense  ratios  below  their  Lipper  category  averages,  with  no  loads,  commissions,  or 
;ales  charges.**  So  no  matter  which T.  Rowe  Price  no-load  fund  you  choose,  you  can  be 
:onfident  that  your  investment  will  go  further. 

o  find  out  which  of  over  90 T.  Rowe  Price  mutual  funds  is  right  for  your  goals  and  tolerance 
or  risk,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site  today.  And  discover 
vhy  more  and  more  investors  are  choosing  low-cost T.  Rowe  Price  funds. 


TROVVEPRICE.COM/MUTUALFUNDS 


1-800-541-4790 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


Source:  MONEY  magazine.  The  funds  on  the  MONEY  50*  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  of  MONEY  magazine.  Some  of  the  criteria 
eluded  consistent  investment  approach,  solid  performance,  low  expenses,  and  a  history  of  integrity  on  the  pari  of  management.  The  ending  dale  for  performance  was  1 2 M  6/04 .  The 
jblication  date  of  the  MONEY  article  was  2/05,  MONEY  and  MONEY  50  are  registered  trademarks  of  Time,  Inc.  Used  with  permission.  *  *  1 1  \  of  1 1 6  funds  (excluding  institutional  and 
ink  institutional  funds  as  defined  by  Lipper)  more  than  six  months  old  had  expense  ratios  below  their  Lipper  averages  based  on  fiscal  year-end  data  available  as  of  3/31105.  (Source 
r  data:  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPMON4071  631 


Outbound  Oligarchs. 


Too  Close  to  the  Bear 


Which  Russian  oligarchs  might  face  a  fate  similar  to  that  of  Mikhail  Khodorkovsky,  jailed  two  years  ago  on  fraud  and  theft  charges 

while  bis  oil  company,  Yukos,  was  dismantled  and  sold  to  government-backed  players?  A  decision  in  his  case  is  expected  this  month. 

"All  of  these  people  are  politically  exposed  because  they  control  so  much  of  the  Russian  economy  and  attractive  assets  [oil, 
gas,  mining,  metals,  heavy  industry],"  says  Charles  Hecker  of  business  risk  consultancy  Control  Risks  Group  in  London.  Some  oli- 
garchs may  try  to  harmonize  their  private  interests  with  the  Kremlin's  economic  and  social  priorities,  says  Nikolas  Gvosdev,  edi- 
tor of  America's  National  Interest,  and  others  will  leave  before  the  going  gets  tough.  Bears  below  reflect  our  gauge  of  relative  risk. 
„^^_  —  Tatiana  Serafin 

V  (partner,  Mikhail  Fridman) 

His  largest  holding,  oil  producer  TNK-BP,  was  said  to  be  facing  a  billion-dollar  tax  bill,  prompting  bp's  Lord  Browne  to 
beeline  it  to  Russia  to  talk  to  Putin.  Matters  remain  uncertain.  Vekselberg's  other  main  holding,  aluminum  company 
Sual,  is  trying  to  reorganize  to  Putin's  liking.  Despite  Vekselberg's  public  displays  of  support  for  Russia,  including 
having  his  Faberge  egg  collection  tour  the  country,  he  took  up  Swiss  residency  in  December.  '•^m  "*fH 

(partner,  Mikhail  Prokhorov) 
His  diversified  holding  company  controls  nickel  mines  as  well  as  insurance,  media,  agriculture  and  engineering 
concerns;  he  got  out  of  oil  when  he  saw  the  political  tempest  surrounding  it.  The  Russian  government  recently 
rejected  his  deal  with  Siemens  for  it  to  take  over  one  of  his  holdings,  Power  Machines.  That  may  be  his  bargain- 
ing chip— give  the  government  Power  Machines  and  consolidate  his  holdings  in  other  sectors.  '*fH 

(partner,  Sergei  Popov) 

His  empire  includes  chemicals,  coal  mines,  steel  mills  and  a  10%  stake  in  Russia's  electric  monopoly,  Unified 
Energy  System.  In  2002-03  he  was  stripped  of  holdings  in  nuclear  component  manufacturers.  Melnichenko  now 
reportedly  spends  only  a  few  days  a  year  in  Russia.  His  coal  mines  are  the  main  fuel  supplier  to  UES,  controlled 
by  Anatoly  Chubais,  who  has  his  own  plans  for  the  energy  sector.  <4JUl  *H9l 


The  core  of  his  fortune,  Sibneft,  may  be  vulnerable  to  government  plans  to  create  a  consolidated  state-owned  oil 
producer  from  what's  left  of  Yukos.  After  his  governorship  of  the  Chukotka  region  ends  in  December  2005,  he 
may  say  do  svidaniya  to  Russia  and  focus  on  his  Chelsea  soccer  team.  4fH  ^JH 


He  controls  Russian  Aluminum,  the  country's  leading  producer  of  the  metal,  and  owns  auto  and  aircraft  manufac- 
turing companies— all  on  the  Kremlin's  little  list  of  strategic  industries  in  need  of  an  audit.  It  helps  that  he  is  married 
to  Boris  Yeltsin's  step-granddaughter;  the  Yeltsin  family  was  promised  immunity  when  Putin  came  to  power. 


manufacturer.  In  Russia  he  was  known  as  the  "baby  oligarch," 
the  son  of  oligarch  Alexander  Smolenski,  whose  banking  busi- 
ness collapse  in  1998  wiped  out  thousands  of  customers.  The 
son's  plans  for  his  new  company  include  global  expansion  and 
customizing  $  1 60,000  cars  with  gemstones.  "He  obviously  knew 
a  lot  of  wealthy  people  who  could  afford  to  buy  these  kinds  of 
things,"  says  the  seller's  lawyer,  Neil  Myerson. 

So  at  least  for  now  the  influx  of  Russian  wealth  in  London 
appears  likely  to  continue,  particularly  as  concerns  linger  about 
safety  at  home.  Tension  heightened  this  March  after  an  unsuc- 
cessful attempt  to  murder  Anatoly  Chubais,  head  of  power 
company  Unified  Energy  System,  architect  of  Russian  privatiza- 
tion and  the  "father  of  all  Russian  oligarchs,"  as  Pravda  put  it. 
Moreover,  Khodorkovsky's  2003  arrest,  the  subsequent  trial  and 
dismantling  of  Yukos  has  put  into  question  the  Kremlin's  com- 
mitment to  free  market  s  and  the  rule  of  law.  Putin  made  a  move 
to  restore  investor  confidence  in  March  by  assuring  companies 


the  government  would  not  review  controversial  privatizations » 
the  1990s.  But  in  April,  just  as  the  Russian  elite  gathered  i 
London  for  an  investment  conference,  Russian  authorities  h 
the  TNK-BP  oil  company  with  a  $1  billion  tax  bill. 

Amid  this  climate  of  fear  and  intrigue,  840  people  heade 
later  that  evening  to  London's  Royal  Albert  Hall  for  the  Russk 
Rhapsody  concert.  The  guest  list  included  Prince  Andrew,  tr 
Queen's  second  son,  as  well  as  Gazprom  founder  and  form 
prime  minister  Viktor  Chernomyrdin  and  TNK-BP  board  men 
ber  Viktor  Vekselberg.  There  in  the  elegant  London  hall  men 
tuxedos  and  women  in  slinky,  sparkly  gowns  gathered  durir 
the  cocktail  hour.  Statuesque  models  stood  motionless,  the 
chests  displaying  enormous  diamond  necklaces,  one  worth  $] 
million.  Soon  enough  the  New  Russia  State  Symphony  Orche 
tra  took  up  Tchaikovsky  and  Sviridov,  and  in  the  safe  cocoon  ■ 
London  the  glitteratski  smoked,  spoke  freely  and  loudly — ar 
downed  shot  after  shot  of  vodka. 
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EXCELLENCE  LOVES  COMPANY. 

More  of  the  world's  best  players  trust  the  #1  ball  in  golf,  Titleist.  And  many  of  the  world's  most  successful  brands  do,  too. 
That's  because  associating  your  corporation  with  Titleist  makes  a  strong  statement  about  your  commitment  to  quality  and 
excellence,  on  and  off  the  course.  Now  you  can  choose  from  five  new  golf  balls,  Titleist  Fro  VI*,  Pro  Vlx™,  NXT®,  NXT®  Tour 
and  DT®  SoLo.  And  only  at  Titleist  can  you  get  the  sophisticated  color  reproduction,  creative  ^ 
capabilities  and  exacting  quality  control  your  brand  deserves.  For  information  about  logoed  s^b&£J£jUJb£f 
golf  balls  and  custom  packaging,  contact  your  local  golf  shop  or  visit  titleist.com/customball.        #1  ball  in  golf* 
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Advertising.  The  way  great  brands  get  to  be  great  brands 


Day  Trading 


YOU  MAY  REMEMBER  THOSE 
day  trading  banditos  of  the 
late  1990s.  Most  of  them 
were  particularly  fond  of 
Internet  stocks  and  were 
incinerated  when  the  Nas- 
daq blew  up  in  2000.  But  not  all  of  them. 
One  big  one  survives,  and,  if  you  believe 
his  story,  is  prospering:  Steven  Schonfeld. 

Schonfeld  oversees  a  harem  of  semi- 
independent  traders  who  use  his  equip- 
ment, his  software  and  his  capital,  sharing 
profits  with  him  and  paying  him  trading 
commissions.  This  operation  yielded  rev- 
enue of  $200  million  last  year,  he  says,  on 
which  he  netted  15%  before  taxes.  Schon- 
feld says  he  has  outlived  his  competitors 
because  "we  are  infinitely  better.  We're 
more  reputable  than  any  firms  out  there 
because  of  a  great  regulatory  track  record." 

Which  isn't  saying  much.  The  Schon- 
feld Group,  with  headquarters  in  Jericho, 
N.Y.  and  trading  operations  in  New  York 
and  Florida,  has  racked  up  its  share  of 
admonitions  and  fines.  In  1999  the  New 
York  Stock  Exchange  accused  him,  among 
other  things,  of  extending  $23  million  in 
credit  from  his  personal  funds  to  set  up 
customer  accounts;  maintaining  inaccu- 
rate books  and  records;  and  allowing 
nonregistered  employees  to  perform  the 
duties  of  registered  representatives.  Pun- 
ishment: a  $1.3  million  fine  and  a  30-day 
industry  suspension.  Schonfeld  says  he 
stopped  the  practices  in  question  imme- 
diately, even  though  he  believed  they  were 
"legal  and  responsible."  Since  2000  he  has 
been  fined  at  least  twice  by  the  National 
Association  of  Securities  Dealers  for  vio- 
lations of  rules  on  Nasdaq's  short-order 
execution  system,  or  SOES,  a  mechanism 
for  orders  of  up  to  1 ,000  shares  to  be  exe- 
cuted immediately  at  a  marketmaker's 
announced  quotes. 

To  traditional  marketmaking  firms 
like  Merrill  Lynch,  Morgan  Stanley  and 
their  ilk,  the  day  traders  were  looked 
down  on  as  conniving  villains  who  cre- 
ated unnecessary  chaos  and  cost  them 
millions  in  potential  fees.  To  smaller 
investors,  they  were  heroes,  equal-mar- 
ket-opportunity providers  who  exploited 
excessive  spreads  between  the  bid  and  ask 
prices  of  over-the-counter  stocks. 

Nowadays  most  of  the  frenzy  has  fiz- 


zled out.  Schonfeld,  a  fast-talking  Long 
islander,  evokes  a  bit  of  nostalgia  as  he 
insists  that  he  is  here  to  stay,  despite 
depressed  profit  margins  and  an  iffy  mar- 
ket. He  still  counts  on  his  so-called  pro- 
prietary traders,  those  who  trade  on  his 
firm's  account,  for  the  majority  of  his 
firm's  revenues.  He  claims  to  be  adding 
more  traders  all  the  time,  but  their  con- 
tributions to  overall  revenues  are  declin- 
ing, from  98%  five  years  ago  to  60% 
today,  says  Andrew  Fishman,  Schonfeld 
Group's  president. 

Schonfeld,  45,  got  his  start  in  day 
trading  in  the  mid-1980s.  The  son  of  a 
fabricmaker  in  New  York  City's  garment 
district,  Schonfeld  graduated  with  a  busi- 
ness degree  from  Emory  University  and 
returned  to  New  York.  There,  according 
to  NASD  documents,  he  took  a  job  as  a 
broker  at  Blinder,  Robinson,  the  now- 
defunct  penny  stock  peddler  whose 
founder,  Meyer  Blinder,  was  convicted  in 
1992  of  wire  fraud  and  money  launder- 
ing. After  five  years  Schonfeld  left  for  Pru- 
dential Bache  Securities.  While  there,  he 
started  trading  stocks  for  himself.  To 
track  his  progress,  he  created  a  database 
of  his  first  50,000  trades,  searching  for 
patterns  of  success  (among  the  variables: 
time  of  day,  length  of  holding,  industry 
sector).  With  $400,000,  Schonfeld  set  up 
shop  in  Great  Neck,  N.Y.  in  1988.  He 
hired  a  couple  of  friends,  assessed  their 
trading  habits  and  recorded  them  in  one 
of  his  myriad  databases.  Schonfeld  still 
holds  in  excess  of  90%  of  his  firm. 


Day  trading  is  a  game  of  leverage. 
Outfits  like  Schonfeld's  often  exercise! 
approximately  10-to-l  buying  leveragal 
on  the  firm's  net  capital,  that  beings 
roughly  the  same  as  net  worth.  Day  trad-l 
ing  companies  let  their  traders  use  thisj 
buying  power  on  an  intra-day  basis  tq 
buy  on  steep  margin,  much  steeper  than) 
they  could  get  from  an  ordinary  retail 
account  at  a  Merrill  Lynch  or  a  Charles 
Schwab  &  Co.  Day  trading  firms  can 
escape  the  usual  margin  limits  as  long  as 
they  have  the  capital  to  cover  any  poten^ 
tial  losses  at  the  end  of  the  day. 

Most  day  trading  firms  required  their 
customers  to  put  up  $25,000  in  order  to  tap 
into  the  firm's  buying  power;  traders  could 
keep  all  their  profits  and,  of  course,  had  to 
eat  the  losses.  Schonfeld  was  different:  His 
traders  didn't  have  to  ante  up.  Instead,  he 
distributed  his  firm's  buying  power  elec^ 
tronically  to  individual  accounts.  He  would 
keep  between  35%  and  40%  of  their  profits, 
plus  fees  charged  as  commissions.  Schonj 
feld  would  also  pick  up  100%  of  any  trading 
losses.  Traders  hit  the  screens  only  aftei 
Schonfeld  put  them  through  a  boot  camp  ol 
sorts,  where  they  did  paper  trades  and 
learned  how  to  use  the  firm's  programs.  Ke> 
program:  a  filtering  tool  called  Schon-site. 
which  lets  traders  screen  for  such  variables 
as  volatility,  liquidity,  industry  sector,  indi- 
vidual markets  and  price. 

Schonfeld  retained  complete  control 
of  the  risk  via  his  computerized  system 
monitoring  every  move  by  his  hundred; 
of  captive  traders.  Since  Schonfeld  partic- 


Last  Man 
Standing 

Steven  Schonfeld  claims  to  run  the  biggest  and  most 
successful  day  trading  firm  left.  Is  he  really  any  good? 

By  Susan  Kitchens  and  Michael  K.  Ozanian 
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Pay  Trading 


ipated  in  a  trader's  upside  as  well  as  his 
commission  fees,"It  was  a  brilliant,  com- 
mission-churning business  that  heavily 
stacked  the  odds  in  favor  of  the  house," 
says  someone  who  once  did  business  with 
the  firm.  Schonfeld  also  took  the  hit  on 
losing  traders,  but  those  who  lost  money 
were  shut  down  quickly.  Between  1999  and 
2001,  Schonfeld  says,  he  paid  out  $685  mil- 
lion to  1,100  traders  who  worked  for  him. 

That's  tough  to  verify,  given  how 
closely  day  trading  firms  hold  their  num- 
bers. The  Securities  &  Exchange  Com- 
mission doesn't  require  them  to  file  quar- 
terly income  statements,  balance  sheets 
or  statements  of  cash  flows,  as  public 
companies  must.  They're  obliged  only  to 
report  their  balance  sheets  once  a  year; 
once  a  month  they  file  net  capital  reports. 

Still,  a  financial  snapshot  emerges 
from  Schonfeld  Securities,  the  arm  that 
does  trading  with  Schonfeld's  capital. 
Once  the  main  engine  of  Schonfeld 
Group,  the  securities  unit  is  in  decline. 
Its  assets  shrank  from  $2.5  billion  on 
Mar.  31,  2000  to  $670  million  four  years 
later.  Over  the  same  period  net  capital 
dropped  from  $110  million  (4.5%  of 
assets)  to  $24  million  (3.6%  of  assets). 
Moreover,  an  income  statement  for  fis- 
cal 2003,  perhaps  mistakenly  filed,  notes 
that  the  firm  lost  $25  million  on  $106 
million  in  revenue.  Fishman,  the  presi- 
dent of  Schonfeld  Group,  predicts 
brighter  days.  "We  have  trading  tech- 
nology in  place  so  that  if  the  market  gets 
healthier,"  he  says,  profits  will  soar. 

Fishman  says  that  looking  at  the  secu- 
rities unit's  finances  "doesn't  paint  the 
whole  picture,"  because  the  unit  now 
accounts  for  less  than  half  Schonfeld's 
$1.3  billion  or  so  in  assets  and  $200  mil- 
lion in  revenues.  He  does  concede  that  the 
profit  margin  on  the  house  trading  has 
fallen  from  33%  in  the  late  1990s  to  10% 
today.  (Meaning:  For  every  $100  made 
from  stock  price  gains,  $90  is  eaten  up  in 
overhead  and  fees  to  trading  networks 
like  Archipelago.) 

Schonfeld  Group  has  shifted  more 
into  commissions,  which  now  account  for 
around  25%  of  Schonfeld's  revenue,  up 
from  almost  nothing  five  years  ago.  That 
alone  won't  save  the  firm,  since  commis- 
sion rates  have  been  falling — from  $20 


per  1,000  shares  in  the  early  1990s  to  an 
industry  average  of  $5  today.  Schonfeld 
charges  retail  customers,  who  do  not 
work  for  him  but  use  his  systems,  $3  to 
$5.  "Used  to  be  that  every  day  was  a  big 
money  day,"  says  a  former  day  trader  at 
Datek  Securities.  "Now  it's  about  not  los- 
ing money,  holding  on  until  you  can 
make  a  little  bit  of  money." 

That  seems  to  be  Schonfeld's  prob- 
lem. Since  2000  Schonfeld's  total  revenue 
has  plunged  from  $600  million  to  $200 
million.  Fishman  concedes  that  Schon- 
feld Group  expects  to  see  flat  revenues 
and  thinner  margins  overall  this  year. 

To  survive,  Schonfeld  needs  more  bod- 


By  the  Numbers 


While  day  trading  is  down,  some  folks  hang  on. 


Number  of  traders  in  U.S.  wh 
an  50  trades  a  year. 


Total  revenue  collected  last 
Schonfeld  proprietary  traders. 


Number  of  traders  who  make  m 
,000  trades  a  year. 


Average  number  of  trade 
cleared  by  Schonfeld  Group  each  day, 

Sources.  Celent  Communications;  Schonfeld  Group. 


ies — traders  who  can  churn  stocks  and 
create  commissions.  That  was  the  impetus 
behind  his  most  controversial  acquisition 
to  date:  Heartland  Securities,  once  one  of 
the  biggest  day  trading  houses,  with  300 
traders.  At  the  time  of  Schonfeld's  bid,  in 
January  2003,  Heartland  was  nearing 
bankruptcy  and  the  SEC  had  accused  its 
principals  of  carrying  out  fraudulent  trad- 
ing practices,  first  at  Datek  Securities,  and 
later  at  Heartland,  which  took  over  Datek's 
business.  The  complaint  alleged  that 
Heartland  and  some  of  its  executives — 
including  Sheldon  Maschler,  his  son  Erik 
and  technology  wiz  Jeffrey  Citron 
( founder  of  a  private  trading  system  called 
Island  and  today  head  of  the  Internet  tele- 
com firm  Vonage) — had  devised  and  used 


a  "fraudulent  scheme"  to  exploit  the  SOE3 
system  for  illegal  trading.  According  to  the 
SEC,  they  covered  up  the  scheme  by  creatj 
ing  false  trading  accounts  and  filing  fak« 
reports  with  regulators.  Sheldon  Maschlej 
was  fined  $29.2  million  and  Citron  $22.3 
million — among  the  largest  penalties  evei 
levied  by  the  agency  against  individuals! 
Schonfeld  acquired  the  distressed  com] 
pany's  assets — its  traders,  computers  and 
software  systems.  He  inherited  none  o| 
Heartland's  legal  woes,  but  Schonfelc 
brought  on  several  former  Heardand  exec- 
utives, including  Lee  Maschler,  Erik' 
brother. 

Whatever  its  sordid  past,  Schonfelc 
wanted  Heartland.  Nine  day! 
after  the  SEC's  complaint,  h« 
locked  up  the  assets  in  j 
nondisclosure  agreement 
with  the  Maschlers — whicll 
essentially  prevented  Heart 
land  from  seeking  bids  from 
anyone  else  during  a  twoi 
month  period,  say  the  com 
pany's  creditors.  Those  credf 
tors  also  complained  thai 
Schonfeld  imposed  an  "egre 
giously  high"  breakup  feel 
equal  to  20%  of  the  cash  por 
tion  of  the  purchase  price,  oi 
$300,000;  reasonable  fee^ 
they  argued,  ranged  from 
0.65%  to  3%.  Over  the  objec 
tions  of  its  creditors,  thi 
bankruptcy  judge  allowed 
Heardand  to  sell  its  assets  fo1 
$4.2  million,  including  $2.7  million  in 
assumed  debt,  to  Schonfeld  and  anothe 
firm,  Trillium  Trading. 

Trillium,  it  turns  out,  was  headed  b; 
Lee  Maschler,  who  was  also  an  equit' 
owner  of  Heartland.  That  apparent  coni 
flict  of  interest  rankled  creditors,  who  fel 
they  couldn't  get  a  fair  deal.  But  "at  a  ceri 
tain  point,"  says  the  creditors'  attorney 
Stuart  Komrower  in  Hackensack,  N.jl 
"people  just  wanted  to  put  the  deal  behind 
them."  Schonfeld  took  a  50%  equity  stak 
in  Trillium;  Lee  Maschler  became  a  princi 
pal  of  Schonfeld  Group.  The  deal  "was  ; 
good  business  opportunity  to  grow  th 
firm,"  says  Schonfeld.  But  why  associat 
himself  with  a  company  tainted  by  fraud 
"Good  question,"  says  Fishman.  I 
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Middleware  is  Everywhere. 


Can  you  see  it? 


IBM  Express  Middleware 


i 


1.  Endorsement  deal  e-mailed  to  agent. 

2.  IMs  serial  numbers  to  vendor,  securely. 

3.  Staff  shares  updated  model  specs. 

4.  Production  goals  posted  to  team  space. 

5.  New  product  launched  in  record  time. 


MIDDLEWARE  IS  IBM  SOFTWARE.  IBM  Workplace™ 
Services  Express  software.  Designed  and  priced  for 
mid-sized  businesses,  it's  how  to  collaborate  from 
anywhere.  At  any  time.  Built  on  open  standards,  it  can 
keep  your  business  flexible,  more  responsive.  It's  easy 
to  implement,  easy  to  manage.  It  can  help  you  make 
better,  more  informed  decisions  and  not  miss  a  beat. 


Middleware  for  the  on  demand  world.  Learn  more  at  ibm.com/middleware/teamwork  ft  J  DEMAND  BUSINESS 


IBM  the  IBM  logo,  Workplace  and  the  On  Demand  logo  are  registered  tradei 

States  and/or  other  countries.  "V2005  IBM  Corporation  All  rights  reserved. 


ADVERTISEMENT 


Nobel-laureate 
strategies  and 
a  restless  DNA 


of  business 


innovation 
have  yet  again 
reinvented 
America's 
most  diversified 
economy  — 
a  melting  pot 
of  immigrant 
M.BAs  thriving 
on  radical 
change  in  a 
great  big  city. 


ACapitalistJ&ve 


Recut  for  a  Global  Settin 


We  told  the  world  to  let  the  marketplace  find  its  own  way.  Eventually  the  world  listened,  and 
then  gave  us  a  bunch  of  Nobel  Prizes  in  economics. 

We  got  through  faster  when  we  said  that  the  business  of  business  is  creating  shareholder 
value,  and  the  world  has  seen  the  financial  markets  democratize. 

Chicago  knows  something  about  making  money.  The  restlessly  adaptive  blood  of  market 
economics  throbs  in  our  veins.  Yet  no  other  city  on  Earth  can  match  our  businesses'  city-building 
commitment  to  use  private  profit  for  the  common  good  and  for  the  public's  pursuit  of  happiness. 

Comfortable  With  Radical  Change 

Chicago  is  a  town  founded  on  making  money  and  that's  why  no  city  ever  grew  so  fast  and 
furiously  as  we  did.  Along  the  way,  we've  created  hundreds  of  industries,  only  to  innovate 
them  out  of  existence  again.  We  are  comfortable  with  radical  change,  and  that's  what  qualifies  us 
for  the  global  road  ahead. 


he  city's  economy  "has  experienced  a  more  pro- 
found transformation  —  from  'stacker  of  wheat' 
to  'service  city'  —  than  have  other  large  metro- 
politan areas  of  the  United  States,"  writes 
i  Federal  Reserve  Bank  of  Chicago  Vice  President 
Bill  Testa  in  a  recently  published  book,  Global  Chicago. 

Our  financial  exchanges  first  made  food  abundant  and 
affordable  for  America,  and  now  manage  the  risks  of  ever- 
more volatile  markets  worldwide.  As  the  market-stabilizing 
mechanism  of  derivatives  trading  goes  increasingly  global 
and  electronic,  Chicago-based  exchanges  (including 
America's  first  to  go  public)  sit  on  the  fastest,  highest-volume 
telecommunications  infrastructure  on  Earth. 


From  the  forthcoming  book,  Revealing  Chicago,  by  Terry  Ev; 
to  be  published  by  Harry  N.Abrams,  Inc.,  in  May  2q 


Growing  Rich  on  Location  and  Infrastructure 

Chicago  has  always  grown  rich  exploiting  its  location  throu 
dominant  infrastructures.  Its  North  American  railroad  supre 
acy  has  now  made  Chicago  by  far  the  Western  Hemisphei 
largest  intermodal  container  handler  —  the  only  contaii 
"port"  with  equally  balanced  European  and  Asian  trade  I 
umes;  New  York's  gateway  to  the  Pacific;  and  Los  Angel 
gateway  to  the  Atlantic.  American  leadership  in  logistil 
trucking,  warehousing  and  distribution  naturally  coincide! 

From  the  first  paid  airplane  ticket  to  the  prese 
Chicago's  airport  system  offers  the  most  flights  to  the  m« 
places  —  3,300  flights  per  day,  with  nonstops  to  134  u 
cities  and  46  international  business  capitals.  A  just  rebu 


Ed  Zander 

Chairman  and  Chief  Executive  Officer,  Motorola 

Motorola  was  born  76  years  ago  on  West  Harrison  Street  in  Chicago.  Today,  our  state-of-the-art  consumer  experience  design  stu< 
overlooks  the  Magnificent  Mile. 

Dynamic,  multicultural,  tech-sawy  metropolises  like  Chicago  are  critical  to  Motorola's  vision  of  Seamless  Mobility.  People  on  the 
need  information  and  connections  on  the  go. 

Personal  mobile  broadband.  Real-time  traffic  and  navigation.  A  VOIP  phone  with  an  office  WLAN  inside.  Motorola  brings  them  to  y 
—  from  home  to  car  to  office  and  the  spaces  in  between. 

Motorola  gives  back  to  communities  where  we  live,  work  and  do  business.  As  part  of  our  commitment  to  enriching  education 
science  and  math,  for  example,  we  are  a  title  sponsor  for  the  Chicago  Public 
Schools  Science  Fair.  We've  also  helped  prepare  kids  for  the  future  with 

Junior  Achievement  of  Chicago  since  the  1940s.  ^N^^T^^R^^LA 

Motorola  and  Chicago.  Moving  forward  together.  intelligence  everywhi 
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Boeing's  Global  Enterprise  —  Flight  Plan  to  Chicago 

When  the  Boeing  Company  moved  to  Chicago  a  few  years  ago  from  I 
West  Coast,  two  of  its  four  key  headquarters  relocation  criteria  were 
related  —  quick  access  to  its  operations  throughout  America  and  cc 
venient  nonstop  connections  to  customers  worldwide. 

The  ability  to  wake  up  and  go  to  sleep  in  their  own  beds  with  a  $ 
business  day  of  face  time  in  New  York  and  D.C.  has  transformed  I 
quality  of  life  for  Boeing's  corporate  leaders  —  who  previously  lost  tj 
days  in  travel  time  to  work  the  East  Coast.  And  C-level  visitors  i 
Boeing  World  Headquarters  can  stay  in  three  of  Zagat's  top-five  iJ 
hotels  in  a  vibrant  downtown,  where  the  majority  of  the  region's  off) 
space  is  concentrated  within  walking  distance. 

Boeing's  other  two  key  headquarters  relocation  criteria  were  to  fini 
business-friendly  environment  and  a  culturally  diverse  city  with  a  I 
spectrum  of  ethnic  amenities  to  attract  the  world's  best  talent  and  ful 
its  corporate  diversity  strategy.  Both  roads  led  to  Chicago. 
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ADVERTISEMENT  7 


"If  I  ask  a  Chicago  business  leader, 
'What  have  you  done  lately  for  Chicago?' 
he  knows  I  expect  an  answer" 

—  Jamie  Dimon, 
Chief  Operating  Officer,  JPMorgan  Chase 


hicago  business  is  a  tightly  knit  com- 
munity, communicating  for  mutual 
benefit  and  collaborating  for  the  public 
good.  Chicago 
Mayor  Richard 
M.  Daley  frequently  says  he  is  the 
envy  of  his  peers  throughout  the 
country  "because  I  enjoy  a  close 
partnership  with  business  in  every 
important  thing  we  do  here." 

New  Yorker  Jamie  Dimon, 
chief  operating  officer  of  JPMorgan 
Chase,  put  it  this  way:  "If  I  asked  a 
New  York  business  leader,  What 
have  you  done  for  the  city  lately?' 
he'd  wonder  what  I  was  talking 

about.  If  I  ask  a  Chicago  business  leader,  'What  have  you 
done  lately  for  Chicago?'  he  knows  I  expect  an  answer." 
What  20  corporations,  13  foundations,  and  56  fami- 


Michael  RViollt 

President,  Robert  Morris  College 

Robert  Morris  College  (RMC)  is  an  independent,  accredited,  not-for-profit  institution  offering  associate  and  baccalaureate  degn 
programs  focusing  on  integrating  hands-on,  experiential  instruction  together  with  general  education  foundations  and  real-world  enric 
ment  opportunities. 

The  College  offers  programs  in  business,  graphic  arts,  healthcare,  culinary  arts  and  computer  studies.The  curricula  are  designed  wi 
input  from  leaders  in  those  respective  fields  and  evolve  with  changes  and  growth  in  each  industry.  Partnerships  with  Chicago  and  lllinc 
corporations  and  healthcare  institutions  help  ensure  that  RMC  graduates  are  prepared  for  careers  that  are  integral  to  the  futures 
employers  and  employees  alike. 

Serving  over  6,000  students  statewide,  RMC's  main  campus  is  in  downtown  Chicago  with  branch  campuses  in  Orland  Park,  La 
County,  DuPage  (Aurora),  O'Hare  (Bensenville),  Peoria  and  Springfield.  Robert  Morris 
College  is  the  largest  private  college  grantor  of  Bachelor's  Degrees  in  Business  in 
Illinois  and  the  state's  top  provider  of  associate  degrees. 


Robert  W  Morri 


Real  College  for  the  Real  World 


Chicago  .  -  . 
Symphony  Orches 


Buckingham  Fountain 


Chicago  claims  the  best  urban 
quality  of  life  in  America 

"You  could  never  do  this  in  New  York,"  Dimon  recently  told  tl 
Economic  Club  of  Chicago. 

The  people  of  what  the  New  York  Times  has  called  "the  quintessent; 
American  city"  are  immigrants  from  everywhere  —  from  200  nations  dv 
ing  just  the  past  30  years.  There  is  no  majority  race  in  metropolit; 
Chicago,  a  city  with  130  foreign-language  media,  and  a  9-1-1  system 


William  A.  Osborn 

Chairman,  President  and  Chief  Executive  Officer,  Northern  Trust 

Northern  Trust  has  been  part  of  the  fabric  of  Chicago  since  our  founding  in  1 889.  Since  then,  we  have  grown  to  be  one  of  the  leadi 
providers  of  custody,  asset  administration  and  asset  management  services  for  institutional  and  private  clients  worldwide.  Northern  Tn 
employs  more  than  8,200  people  worldwide,  with  over  5,300  in  the  Chicago  area. 

We  are  committed  to  contributing  to  the  growth  and  vitality  of  the  city  through  our  support  of  social  welfare,  educational,  civic  a 
cultural  institutions,  and  through  more  than  1 30,000  volunteer  hours  provided  to  these  organizations  by  our  employees.  We  do  t 
because  a  strong  and  healthy  community  benefits  all  Chicagoans,  and  because  we  want  to  give  back  to  the  city  that  has  helped  ms 
Northern  Trust  successful.  Chicago  is  a  world-class  city  in  which  a  global  business  can  thrive,  and  Northern  Trust  is  proud  to  call  it  hon 


Northern  Trus 


Chicago  has  always 
been  our  kind  of  town 


Diverse.  Creative.^ 
A  thriving  center  of  business  and 


>w  ideas 


Burson-Marsteller 

Brand  Marketing  I  Change  Communications  I  Corporate/Financial  Relations 
Crisis  Management  I  Government  Relations  I  Public  Affairs  I  Media  Relations 
Healthcare  I  BKSH  &  Associates  I  Direct  Impact  I  Marsteller  Advertising/Interactive 

Technology  I  Worldwide 


To  learn  more,  visit  www.bm.com/ 
or  call  John  LaSage  or  Bob  Kornecki  at  312.596.3400. 


can  answer  emergency  phone  calls  in  27  languages. 

Chicagoans  are  a  profoundly  diverse  population  that 
together  frequently  and  comfortably,  a  million  at  a  time  at  fr^ 
lakefront  festivals,  speaking  a  hundred  languages.  Chicago  claim 
the  best  urban  quality  of  life  in  America  —  offering  financially  an 
logistically  manageable  lifestyles  filled  with  an  abundance  of  cod 
classic,  global  and  authentic  options  for  cosmopolitan  ways  of  lifl 

"America's  Most  Diversified  Economy"  —  Moody's 

Chicago's  economy  is  as  diversified  as  its  population  is  diversj 
Moody's  Investors  Service  ranked  it  the  country's  most  diversifiet 


Other  Services  S% 
Leisure  &  Hospitality  9% 


Educational  & 
Health  Services  1 4% 


Professional  & 
Business  Services  18% 


Financial  Activities  9% 


Construction  5% 
Manufacturing  I3%| 

Wholesale  Trade  7* 
Retail  Trade  12% 


Transportation  & 
Utilities  5% 


Information  3% 


Chicago's  labor  pools  rank  in  the  top  five  largest  for  all  but  one  of 
the  22  major  occupational  groups  tracked  by  the  U.S.  government. 

Source:  World  Business  Chicago 


Chicago  Airport  System 

The  Chicago  Airport  System  is  the  centerpiece  of  the  nation's  aviation  network.  More  than  88 
million  travelers  experience  O'Hare  and  Midway  International  airports  annually.  Everyone  at 
Chicago's  airports  has  a  strong  commitment  to  operating  superior  and  award-winning  airports, 
offering  unparalleled  levels  of  service  and  choice  to  air  travelers. 

Chicago's  airports  are  working  to  meet  the  challenges  and  demands  of  the  21st  century.  The 
recent  completion  of  the  Midway  Terminal  Development  Program  has  increased  the  number  of 
airline  gates,  restaurants  and  retail  options  for  visitors.  We're  also  planning  for  the  future  with  the 
O'Hare  Modernization  Program,  which  will  reconfigure  the  airport's  intersecting  runways  into  a 
more  modern,  parallel  layout. 

O'Hare  and  Midway  International  airports,  the  region's  largest  economic  engine,  are  owned 
and  operated  by  the  City  of  Chicago.  The  airports  are  self-supporting  and  receive  no  local  tax- 
payer dollars. 


meaning  it  is  the  one  place  that  most  resembles  the  American  ecoj 
omy  as  a  whole.  This  diversification  has  always  protected  Chicago  1 
downturns  and  has  serendipitously  contributed  to  entrepreneur! 
innovation.  Since  1990,  the  value  of  locally  produced  goods  an 
services  has  increased  37%,  resulting  in  a  $366  billion  metropolis] 
economy  (21%  larger  than  Sweden's). 

In  many  ways  we  are  Americas  leading  business  city.  Not  jii 


George  Nolen 

President  and  Chief  Executive  Officer,  Siemens  Corporation 


Whether  traveling  from  O'Hare,  watching  a  game  at  Soldier  Field  or  getting  a  checkup  at  Northwestern  Memorial  Hospital,  Chicagoa 
benefit  from  Siemens'  innovations  in  everything  from  security  and  power  to  medicine  and  lighting  to  transportation  and  communicatior 
Through  1 5  divisions  in  the  Chicagoland  area,  including  the  worldwide  headquarters  of  Siemens  Nuclear  Medicine,  3,300  Siemens  emplc 
ees  are  enhancing  the  way  Chicagoans  live  and  work. 

In  2005,  Siemens  Building  Technologies  will  introduce  the  Siemens  Energy  Academy.  This  partnership  with  "Chicago  After  Schc 
Matters"  will  expose  students  from  13  schools  to  the  science,  economics  and  policies  of  energy,  as  well  as  provide  job  shadowii 
internships  and  skills  training. 

Siemens  also  donates  millions  each  year  to  programs  that  encourage  students  to 
pursue  studies  and  careers  in  math  and  the  sciences.  Siemens  and  its  employees  are 

committed  to  helping  "the  city  that  works"  work  better.  |  Eh  l\l 


WE  MAKE  SURE  IT  ALL 
WORKS  TOGETHER.  WHETHER 
YOU'RE  CONNECTING 
COMPUTERS  OR  COASTS. 


For  clients  nationwide,  we're  merging  all  streams 
of  communication  -  voice,  data  and  video  -  through 
one  pipe,  over  the  Internet.  Providing  IP-based 
technology  that  will  make  your  company  smarter, 
more  efficient  and  more  productive  than  ever. 
We'll  continue  to  keep  these  technologies  coming. 
To  support  your  company  wherever  it's  going. 


sbc.com 


ADVERTISEMENT  15 


. . .  there  is  virtually  no 
segment  of  the  American 
economy  in  which  Chicago 
is  not  a  key  player; 


measured  by  98  headquarters  of  large  publicly  trad- 
ed corporations,  but  by  the  fact  that  there  is  virtu- 
ally no  segment  of  the  American  economy  in 
which  Chicago  is  not  a  key  player.  Our  niche  is  no 
niche  but  change,  the  national  leader  in  a  dozen 
rapidly  —  and  often  radically  —  evolving  indus- 
tries, including  a  still-strong  and  diversified  man- 
ufacturing base. 

"Dominating"  in  Business  Expansion 

During  the  most  recent  economic  slowdown,  the 
city  that  created  the  skyscraper  as  an  efficient  sym- 
bol of  business  success  continued  to  build  vigor- 
ously. Millennium  Park  was  just  one  of  numerous 
breakthrough  public  projects  executed  by  "the  city 
that  works."  As  a  strategic  indicator,  a  quarter  bil- 
lion of  the  $11  billion  spent  since  1989  on  public 
works  in  the  Daley  administration  has  been  for  51 
new  public  libraries,  usually  as  the  avant-garde  of 
neighborhood  redevelopment. 


Joe  Walkoviak 

President  and  Chief  Executive  Officer,  SBC  Midwest  (a  subsidiary  of  SBC  Communications  Inc.) 

When  it  comes  to  fostering  a  dynamic  business  community,  Chicago  is  indeed  the  "city  of  big  shoulders."  Chicago  supports  companit 
with  its  tremendous  resources,  attractive  economic  opportunities  and  a  top-notch  infrastructure.That  infrastructure  includes  world-clal 
telecommunications  services  from  the  SBC  family  of  companies. 

Whether  a  business  operates  on  a  local,  national  or  global  scale,  SBC  companies  offer  an  array  of  voice,  data,  wireless  and  Interni 
Protocol  (IP)  communications  services  that  help  bring  businesses,  their  employees  and  their  customers 
closer  together.  Having  invested  in  IP  networks  and  advanced  technologies,  SBC  companies  today 
deliver  next-generation  services  to  our  business  and  residential  customers  across  Chicago. 

SBC  companies  have  more  than  17,000  employees  in  the  Chicago  area  and  we  are  a  major 
supporter  of  local  cultural  and  educational  institutions.  With  1 25  years  of  service,  the  SBC  family  of 
companies  is  proud  to  be  Chicago's  hometown  communications  company. 


SBC 


Midway 
In  terna  tional 
Airports 


►  Serve  more  than  88  million  passen 
^|ith  flights  to  more  than  200  destinations  globally 

►  Generate  over  $45  billion  annually  to  the  region's 
economy 

►  Provide  more  than  540,000  jobs 


hard  M.  Daley,  Mayor 

HN  A.  ROBERSON,  COMMISSIONER  OF  AVIATION 


www.flychicago.com 
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Shedd  Aquariur 


The  city's  latest  reinvention 
of  its  economy  posted  its 
most  dramatic  job  growth  — 
43%  -  -  in  "business 
services"  employment. 


n  the  business 
side,  metropolitan 
Chicago  "domi- 
nated" America's 
cities  in  new  and 
expanded  corporate  construction  in 
each  of  the  past  three  years  with  $18  billion  in  private  cap- 
ital investment,  according  to  Site  Selection.  Chicago's  down- 
town still  has  room  to  grow,  with  dramatic  residential 
development  well  under  way  and  with  32  million  square 
feet  of  new  office  growth  projected  over  the  next  15  years. 

Huge  and  Diverse  Workforce 
Now  #1  in  Business  Services 

With  a  workforce  in  excess  of  4  million,  Chicago's  diversified 
labor  pools  are  huge.  Of  the  22  occupational  groups  tracked 
by  the  U.S.  government,  Chicago  is  a  major  employer  in  all 


but  one.  The  city's  latest  reinvention  of  its  economy  post( 
its  most  dramatic  job  growth  —  43%  —  in  "business  servi 
es"  employment.  Chicago  actually  surpassed  New  York 
the  total  number  of  these  jobs  —  the  necessary  human  infi 
structure  of  the  global  economy  —  during  the  precedi 
business  cycle. 

That  cycle  created  476,700  new  private-sector  jo 
—  more  than  New  York,  Los  Angeles  and  Boston  con 
bined.  Financial  services  jobs  are  up  17%  since  1990 
Chicago,  whereas  both  New  York  and  Los  Angeles  haJ 
seen  declines. 


John  LaSage 

Midwest  Chairman,  Burson-Marsteller 


Bob  Kornecki 

President  &  CEO,  Midwest  Region,  Burson-Marsteller 


Chicago  enjoys  a  reputation  as  one  of  the  world's  best  places  to  live  and  work.  Chicagoans'.  warm  hospitality,  civic  commitment  ar 
drive  to  succeed  have  come  to  define  this  dynamic  city.  Residents  and  business  leaders  alike  are  active  community  members  who  ene 
gize  all  aspects  of  city  life.  We  applaud  Mayor  Richard  M.  Daley's  leadership  in  building  Chicago's  well-deserved  reputation  as  "Tl 
City  That  Works." 

Burson-Marsteller  is  proud  to  have  been  an  integral  member  of  Chicago's  communications  community  since  our  firm's  found 
in  1 953  We  have  built  a  reputation  as  one  of  the  world's  leading  communications  firms,  representing  many  of  the  best-known  glo 
al  brands.  Burson-Marsteller  serves  many  of  Chicago's  largest  companies  and  nonprofits,  and  stands  as  the  industry  leader  in  reput 
tion  management. 

We  look  forward  to  continuing  to  serve  Chicago  and  all  those  who 
make  it  "The  City  That  Works." 


Burson-Marstelle 


HAVING    YOUR     CAKE    AND     EATING     IT  TOO 


The  most  precious  asset  is  time.  And  every  day,  we  help  our  clients  make  the  most  of  it.  We  take  the  time  to  get 
to  know  them,  and  their  needs.  And  then  we  continually  re-evaluate  those  needs.  Using  all  our  resources  to  see 
the  opportunities  -  and  the  risks  —  that  may  lie  ahead.  So  they  can  make  the  most  of  their  finances,  and  their 
time.  If  you'd  like  to  know  more  about  how  we  can  help  you,  call  1  -866-803-5857  or  visit  northerntrust.com. 

Northern  Trust 

Private  Banking      |      Asset  Management      |      Asset  Servicing 


Our  People  Are  Our  Top  Priority 

The  development  of  our  people  is  the  top  priority  of  Chicago's 
government  and  its  business  leaders,  who  have  together  pio- 
neered a  national  revolution  in  public  education.  This  trans- 
formation began  through  Mayor  Daley's  demand  for  account- 
ability, and  continues  through  Renaissance  2010  in  order  to 
rebuild  significant  parts  of  the  system  as  public-private 
endeavors.  A  culturally,  racially  and  religiously  diversified 
workforce  of  collaborative  problem-solvers  is  Chicago's  strat- 
egy for  maintaining  America's  competitive  edge  in  innovation. 
Sawy  knowledge  and  creative  leadership  are  primary 


survival  tools  in  a  radically  evolving  worldwide  markel 
place.  Chicago's  great  business  schools  for  decades  hav 
been  charting  profitable  paths  through  new  global  jungle 
of  opportunity. 

Globally  Influential  Business  Schools 

Nineteen  Nobel  Prizes  —  eight  to  teaching  faculty  —  ovj 
the  past  30  years  have  acknowledged  the  leadership  of  "tj 
Chicago  School"  of  economics  at  the  University  of  Chicagi 
Constant  innovation  at  Northwestern  University's  Kellos 
School  of  Management  has  made  it  the  mentor  of  busind 


Carolyn  Brookter 

Director,  Corporate  Communications.Target  Stores 

Target  Stores  first  entered  the  Chicago  market  in  1993  and  has  never  looked  back.  Fifty-seven 
stores  and  approximately  1 0,000  employees  later,  there  is  aTarget  or  SuperTarget  Store  within  min- 
utes of  every  person  living  in  Chicago,  and  there  isn't  a  better  community  in  which  to  do  business. 
The  city  continues  to  grow  and  embraces  a  similar  vision  to  our  company  —  education  and  acces- 
sible arts  programs  —  and  offers  a  favorable  business  climate. 

We  at  Target  found  it  easy  to  integrate  into  the  Chicago  community.  Whether  presenting  a 
major  holiday  parade,  bringing  a  multicity  art  exhibit  to  local  museums,  finding  support  for  our 
school  fund-raising  program  or  supporting  large  volunteer  initiatives  such  as  the  MLK  Celebration 
with  Chicago  Cares,  residents  welcome  our  efforts  to  give  back  to  the  communities  in  which  we 
do  business  and  show  their  appreciation  by  shopping  in  our  stores. 


EXPECT  MORE.  PAY  LESS? 


G.Allen  Andreas 

Chairman  and  Chief  Executive  Officer,  Archer  Danieis  Midland  Company 


ADM  owns  and  operates  20,000  railcars,  2,000  barges,  400  grain  elevators  and  250  processing  plants 
in  60  countries  around  the  world.  But  our  most  valuable  asset  by  far  is  our  people.  From  a  trucker  in 
Decatur  to  a  trader  in  Chicago,  our  employees  are  our  most  important  resource  at  ADM. 

Through  the  creativity  and  capabilities  of  our  employees,  as  well  as  a  strong  asset  base  and  ability  to 
marshal  our  global  resources,  ADM  is  making  significant  contributions  toward  feeding  the  world, 
preserving  the  environment  and  unlocking  the  endless  potential  of  nature's  bounty.  Our  value-added 
approach  to  agriculture  is  creating  everything  from  better  foods  to  cleaner,  renewable  fuel  sources. 

At  ADM,  Resourceful  by  Nature™  doesn't  just  describe  what  we  do,  it  represents  who  we  are. 
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The  architecture  of  Chicago's  economic 
strategy  is  three  braided  pillars  — 
workforce,  quality  of  life  and  infrastructure. 


schools  worldwide,  consistently  topping  Business  Weeks 
annual  survey  and  being  the  only  #1  Executive  M.B.A.  pro- 
gram (a  concept  it  pioneered)  since  U.S.  News  &  World 
Report  began  its  ratings  in  1990.  DePaul  University's 
Kellstadt  Graduate  School  of  Business  has  for  a  decade 
shared  top- 10  rankings  with  Kellogg  and  Chicago  for  its 
part-time  M.B.A.  program. 

The  architecture  of  Chicago's  economic  strategy  is  three 
braided  pillars  —  workforce,  quality  of  life  and  infrastruc- 
ture. Quality  of  life  is  what  attracts  and  retains  creative, 
problem-solving  employees.  The  development  of  our  people 
—  and  their  individual  pursuit  of  happiness  —  is  the  liber- 
ating and  democratizing  goal  of  our  hard-nosed  Chicago 
school  of  economics.  Since  our  pioneer  days  of  speculating 
on  mud,  building  the  world's  greatest  city  has  been  our  core 
purpose.  We're  making  good  progress. 

Chicago  remains  a  wide-open  business  city  where  the 
top  rung  of  the  ladder  is  nobody's  birthright.  We  are  always 
eager  to  plug  in  more  business  partners  who  enjoy  the 
unabashed  adventure  of  business  and  the  unique  satisfac- 
tion of  getting  to  build  hands-on  a  great  American  city,  for 
the  prosperity  of  all. 


Barbie  Adler 

President,  Selective  Search,  Inc. 

Founded  in  1991  in  Chicago,  Selective  Search  is  recognized  nationally  as  the  most  reputable  matchmaking  firm.  Time-constraine< 
successful  executives  trust  Selective  Search  as  their  "personal  recruiter"  to  introduce  them  to  exceptional  life  partners 

The  company  prescreens,  personally  interviews  and  handpicks  appropriate  female  matches  for  its  clients. 

With  leading  businesses  headquartered  in  Chicago  and  numerous  executives 
traveling  to  this  world-class  city,  Selective  Search's  location  makes  it  desirable  to  a 
wealth  of  clients.  Selective  Search's  growth  is  enhanced  collaboratively  between  the 
city's  business  community,  civic  and  government  leaders. 

Led  by  Barbie  Adler,  a  native  Chicagoan  and  highly  sought  relationship  expert, 
the  company  has  become  a  nationally  recognized  brand.  Securely  rooted  in  the 
$40  billion  matchmaking  industry,  Selective  Search  is  proud  to  contribute  to  the 
City's  growth  and  profoundly  impact  its  clients'  lives. 


SELECTIVE  SEARCH 
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Will  Chicago  Keep  Up  With  Shanghai? 

A  century  ago,  Chicago  was  the  fastest-growing  city  in  the 
history  of  the  world.  Today  Shanghai  is  the  fastest-growing 
city  in  history. 

While  Chicago's  gross  regional  product,  percentage  of 
college  graduates  and  per  capita  income  are  still  many  times 
higher  than  those  of  Shanghai,  there  is  a  real  question  about 
whether  Chicago  will  be  able  to  keep  up  with  its  Chinese 
"twin"  in  the  21st  century. 

The  Chicago  Public  Schools  system  has 

America's  leading  Chinese-language 
education  programs.  During  his  2004  visit 
to  Shanghai,  Mayor  Daley  signed  a 
partnership  agreement  with  China's 
Ministry  of  Education  to  improve  Chicago's 
kindergarten-through-high  school 
Chinese-language  curriculum. 

When  former  President  Jiang  Zemin  visited  Chicago  a 
couple  of  years  ago,  he  said  he  didn't  recognize  the  city 
because  it  had  changed  so  much  since  his  previous  visit  as 
mayor  of  Shanghai  in  the  late  1980s  —  just  before  Shanghai 
began  its  dramatic  transformation. 

The  hugely  successful  April  5,  2005,  visit  of  current 
Shanghai  Mayor  Han  Zheng  and  a  large  delegation  of  leading 


Shanghainese,  participating  in  the  second  round  of  th 
Chicago-Shanghai  Dialogue,  showed  the  Chinese  desire  to  gi 
into  the  future  hand-in-hand  with  Chicago. 

But  this  is  a  matter  of  some  urgency,  as  Mayor  Richan 
M.  Daley  showed  at  Walter  Payton  College  Preparatory  Higl 
School,  when  he  made  clear  to  Mayor  Han  Chicago's  inten 
don  to  expand  its  public  schools'  leadership  in  developin 
America's  largest  Chinese-language  program  —  currentl 
teaching  Mandarin  to  more  than  5,000  children  from  kindeC 
garten  through  high  school.  Mayor  Han  said  he  would  help 

At  a  large  VIP  lunch  for  Mayor  Han  in  the  Fairmont  How 
sponsored  by  Innovene  —  the  $13  billion  BP  spinoff,  whic 
just  opened  its  global  headquarters  in  Chicago  and  its  Asi 
headquarters  in  Shanghai  —  Mayor  Daley  told  Mayor  Han  tha 
combined  United  and  American  Airlines  nonstop  service  0 
China  makes  O'Hare  International  Airport  our  nation's  leadin 
air  connection  to  the  business  centers  of  the  People's  RepubW 

The  exchange  of  visits  by  the  mayors  of  Shanghai  an 
Chicago  —  Mayor  Daley  led  a  business  delegation  there  lai 
October  —  was  to  commemorate  the  20th  anniversary  i 
Sister  City  relations. 

Business,  civic  and  academic  counterparts  explored  ares 
of  collaboration  between  the  two  cities  during  the  daylon 
Shanghai-Chicago  Dialogue,  convened  jointly  by  the  Chicag 
Council  on  Foreign  Relations  and  the  Shanghai  Institute  f< 


Norman  R.  Bobins 

President  &  Chief  Executive  Officer,  LaSalle  Bank  Corporation 

For  over  75  years  LaSalle  Bank  has  been  proud  to  call  Chicago  home.  Our  commitment  to  making  more 
possible  in  Chicago  is  demonstrated  through  our  involvement  with  the  arts,  education  and  the  commu- 
nity. At  LaSalle,  being  a  good  corporate  citizen  is  not  only  good  business  sense,  it's  who  we  are. 

LaSalle  Bank  serves  individuals,  small  businesses,  middle  market  companies  and  institutions  with 
streamlined  solutions  to  meet  the  scope  of  our  customers'  financial  needs.  Our  network  includes  more 
than  140  retail  locations  and  500  ATMs  throughout  Chicago  As  Chicagoans,  LaSalle  Bank  is  committed 
to  making  a  positive,  lasting  difference  in  our  community  and  keeping  Chicago  Second  to  None. 


Making  more  possible 
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The  Notre  Dame  Executive  MBA  Program. 

(Think  of  it  as  God's  way  of  making  it  up  to  Chicago) 

In  the  heart  of  the  action,  we're  the  perfect  fit  for  the  most  vibrant  and  diverse  business  community  on  Earth. 
A  leadership  program  grooming  rainmakers  to  set  the  business  world  on  fire.  As  for  the  World  Series?  As  we  say  in  Chicago, 
wait  til  next  year.  Admissions  for  the  January  2006  Notre  Dame  Executive  MBA  program  close  November  8th. 
Call  1-800-631-3622  or  visit  executive.nd.edu/chicago 
The  University  of  Notre  Dame  Executive  MBA  Program  in  Downtown  Chicago 


UNIVERSITY  OF  NOTRE  DAME 

MENDOZA  COLLEGE  OF  BUSINESS 
The  Tools  To  Change  Your  Life.  The  Vision  To  Change  The  World. 


Chicago 

Public  School 
Students  Get  the 

ADVANTAGE 

at  DeVry  University 


CONGRATULATIONS  to  the  students 
chosen  to  participate  in  DeVry  University's 
Chicago  campus  Advantage  Academy.  This 
program  enables  students  to  graduate  with  a 
high  school  diploma  and  an  associate  degree 
nearly  two  years  ahead  of  their  class. 

■  DeVry  is  one  of  the  world's  premier  post- 
secondary  education  systems  with  over 
70  locations  nationwide  and  online. 

■  DeVry  offers  undergraduate  and  graduate 
programs  in  business,  technology  and 
management. 

■  Since  1931,  more  than  a  guarter  million 
DeVry  graduates  have  become  successful 
professionals. 

■  And,  for  the  last  ten  years,  over  90%  of 
DeVry  graduates  who  actively  pursued 
employment  or  who  were  already  employed 
when  they  graduated,  held  positions  in 
their  chosen  fields  within  six  months 

of  graduation. 

■  For  more  information,  visit  us  at 
www.devry.edu 
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Strategic  Studies.  The  conclusion  of  the  second  round  of  this  frank  and  direct  Dialoguj 
was  that  the  two  cities  need  to  move  from  talking  to  specific  action-focused  agendas^ 

During  the  Dialogues  afternoon  sessions,  Mayor  Han  toured  Millennium  Pari 
with  Tom  Pritzker,  chairman  and  CEO  of  Global  Hyatt  Corp.,  Bill  Wrigley,  president 
and  CEO  of  Wm.  Wrigley  Jr.  Company,  and  Steve  Crown,  general  partner  of  Henr 
Crown  and  Company.  The  mayor  of  a  city  that  has  invested  many,  many  billions  ii 
modern  transportation  systems  discovered  a  new  technology  in  Millennium  Park. 

Chicago  Police  were  providing  discreet  coverage  of  the  park  tour,  mounted  oi 
two-wheeled  Segways.  Mayor  Han  had  never  seen  such  a  personal  transportatiol 
device,  and  he  had  the  nerve  and  athletic  prowess  to  go  for  a  ride  himself. 

Mayor  Han  went  home  knowing  that  Chicago  remains  on  the  cutting  edge.  Mayc 
Daley  and  future-minded  Chicagoans  know  they've  got  real  work  to  do  if  they  ai) 
going  to  partner  with  fast-moving  Shanghai. 

"Nothing  like  us  ever  was,"  Carl  Sandburg  said  of  Chicago.  And  that  was  t 
until  Shanghai  came  along. 


Web  Address  Directory 

•World  Business  Chicago 

•  Chicago  Convention  and 

•  Robert  Morris  College 

www.worldbusinesschicago.com 

Tourism  Bureau 

www.robertmorTis.edu 

312-553-0500 

www.choosechicago.com 

•  SBC  Communications  Inc. 

•Archer  Daniels  Midland 

•  DeVry  University 

www.sbc.com 

www.admworld.com 

www.devry.com 

♦  Selective  Search,  Inc. 

•  Boeing 

•  LaSalle  Bank 

www.selectivesearch-inc.com 

www.boeing.com 

wwwlasallebank.com 

•  Siemens  U.S.A. 

•  Burson-Marsteller 

•  Motorola 

www.usa.siemens.com 

www.bm.com 

www.motorola.com 

•  Target  Stores 

•  Chicago  Airport  System 

•  Northern  Trust 

www.target.com 

www.flychicago.com 

www.northemtrust.com 

•  Notre  Dame  Mendoza 
College  of  Business 

www.nd.edu/~cba 

Carolyn  Y.  Woo 

Dean,  Mendoza  College  of  Business,  University  of  Notre  Dame 

By  launching  the  Executive  MBA  program  in  2002,  Notre  Dame  has  brought  its  stori 
traditions  and  academic  rigor  to  the  Windy  City.  The  17-month  Executive  MBA  program 
downtown  Chicago  is  unique  in  its  emphasis  on  personal  values  and  principled  action,  whi 
give  participants  a  competitive  edge  in  creating  sustained, 
exceptional  value  for  their  companies  and  organizations. 
This  program,  consisting  of  10  modules,  teaches  integrative 
thinking  around  the  issues  that  managers  face  today.  The 
curriculum  builds  participants'  capacity  to  evaluate  organi- 
zational performance,  assess  external  threats  and  opportu- 
nities, mobilize  internal  resources,  govern  for  accountability 
and  effectiveness,  and  lead  with  integrity. 
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Wachovia 


Empire 
Rises 


Big  firms  are  slowly 
dismantling  their  financial 
supermarkets.  Not 
KEN  THOMPSON,  who's 
moving  Wachovia  into  the 
front  ranks  of  the  nation's 
banks  |  By  Brett  Nelson 


DF  THE  NAMES  BANDIED  ABOUT  AS  POTENTIAL  SUITORS 
of  Morgan  Stanley,  the  investment  bank  undergoing  a 
small  civil  war,  one  strikes  an  ironic  chord:  Wachovia. 
Just  five  years  ago  the  Charlotte,  N.C.  bank,  then  called 
First  Union,  itself  looked  like  takeover  bait  after  chief 
Idward  Crutchfield  punctuated  a  15-year  acquisition  spree  with 
couple  of  disastrous  deals,  including  shelling  out  $17  billion  (five 
imes  book)  for  Philadelphia's  CoreStates  bank  in  1998.  As  Fast 
^ddie  (so  dubbed  by  bank  stock  analysts)  scrambled  to  cut  ex- 
penses, First  Union's  service  withered,  customers  defected,  and 
he  stock  shed  nearly  two-thirds  of  its  value  in  18  months. 

"We  lost  our  way  in  the  1990s,"  says  G.  Kennedy  (Ken) 
'hompson,  a  29-year  company  employee  who  took  over  in  2000 
nd  proceeded  to  put  the  bank  back  on  track.  He  choked  down  a 
2.8  billion  one-time  charge,  sold  limping  divisions  and  loans, 
nwound  risky  interest-rate  bets  and  cut  the  dividend  in  half.  His 
lasterstroke  came  in  2001,  when  he  snatched  nearby  Wachovia  in 
bloody  proxy  battle  with  SunTrust  in  Atlanta,  in  turn  ditching 
irst  Union's  tarnished  name. 


The  new  Wachovia  has  now  moved  near  the  front  ranks  of 
America's  banks,  with  $500  billion  in  assets,  fourth  behind  Citi- 
group, J.P.  Morgan  Chase  and  Bank  of  America.  Last  year  the  bank 
cleared  a  profit  of  $5.2  billion,  bringing  its  return  on  assets  up  to 
1.2%,  shy  of  the  1.4%  average  for  the  largest  25  banks,  according 
to  SNL  Financial. 

Yet  dousing  a  fire  is  a  far  cry  from  building  something.  De- 
spite a  50%  increase  during  Thompson's  tenure,  Wachovia's  shares 
are  going  for  only  13  times  trailing  earnings.  That's  not  a  rich  cur- 
rency to  use  in  acquiring  other  banks,  and  in  any  event  fewer  tar- 
gets are  left  to  buy  at  decent  prices. 

So  Thompson,  54,  is  making  a  contrarian  bet  to  keep  Wachovia 
growing:  He's  building  a  "universal  bank" — one  that  can  do  every- 
thing from  peddling  annuities  to  underwriting  equities — at  a  time 
when  other  firms  are  losing  faith  in  financial  supermarkets.  Mor- 
gan Stanley  is  spinning  off  its  Discover  credit  card  division,  as  is 
American  Express  with  its  financial  advisory  operation.  Citigroup 
is  ejecting  its  insurance  business  (and,  some  speculate,  may  unload 
its  brokerage  arm). 
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Wachovia 


These  days  half  of  Wachovia's  top  line 
comes  from  the  spread  between  loans  and 
deposits,  including  those  at  its  3,300 
branches,  most  of  them  on  the  East  Coast. 
The  odier  half  comes  from  a  smorgasbord 
of  fees  generated  by:  10,500  stockbrokers, 
the  third-largest  fleet  after  Merrill  Lynch  and 
Citi's  Smith  Barney;  a  "wealth  manage- 
ment" arm  for  clients  with  more  than  $2 
million  in  assets;  an  investment  bank  that 
does  underwriting;  and,  of  course,  bank 
branches  that  hit  retail  customers  up  for  all 
manner  of  surcharges  on  their  "free"  check- 
ing. Now  Thompson  is  toying  with  adding 
mortgage  servicing  and  credit  cards  to  the 
mix — two  businesses  he  exited  in  the  throes 
of  the  turnaround. 

At  best,  the  all-in-one  model  is  tough  to 
execute — witness  the  recent  friction  be- 
tween Morgan's  brokerage  and  investment 
banking  units;  at  worst,  it  invites  conflict 
of  interest  and  clouds  financial  reporting. 
Artfully  knit  those  businesses  together, 
though,  and  synergies  abound,  says 
Thompson:  "This  stuff  doesn't  happen  un- 
less you  manage  it.  That  is  our  strength." 

Charmingly  self-effacing,  Ken  Thomp- 
son bends  over  backward  to  make  bank 
management  a  "team  sport";  at  Wachovia's 
first-quarter  conference  call  with  analysts 
Thompson  brought  a  squad  of  16  lieu- 
tenants to  help  him  field  questions.  He 
joined  First  Union  out  of  business  school  in 
1976.  He  spent  his  early  years  drumming 
up  loans  and  even  ran  human  resources. 
He  then  spent  nine  years  in  First  Union's 
Florida  division,  integrating  22  mergers, 
b(  'ore  returning  to  Charlotte  in  1996  to 
run  the  capital  markets  unit. 

Thompson  negotiated  his  first  acquisi- 
tion in  1998,  before  he  became  chief.  First 
Union  then  had  just  a  few  brokers  sprin- 
kled throughout  its  branches.  Thompson 
eyed  a  small  brokerage  in  Richmond,  Va. 
called  Wheat  First  Butcher  Singer,  and 
Crutchfield  gave  him  the  green  light.  After 
haggling  around  the  clock  in  Richmond, 
Va.  hotel  rooms  for  three  nights,  he  left  the 
table  on  a  Tuesday  at  3  a.m.;  the  price,  he 
felt,  was  still  too  high.  Eight  hours  later 
Wheat  called  to  accept  his  terms. 

When  Thompson  took  the  keys  at  First 
Union  in  April  2000,  doing  deals  was  the 
last  thing  on  his  mind.  But  Thompson 
shocked  Wall  Street  in  2001  by  bidding  for 


By  the  Numbers 

Wachovia  is  taking  share  of  investment- 
banking  fees  from  competitors. 

2004 

J. P.  MORGAN 

2001 

8.3% 

CITIGROUP 

9.0% 

8.2% 

GOLDMAN  SACHS 

9.1% 

7.3% 

MORGAN  STANLEY 

9.8% 

6.8% 

MERRILL  LYNCH 

7.1% 

5.8% 

WACHOVIA 

8.6% 

3.1%  1.4% 

Sources:  Freeman  &  Co.;  Thomson  Financial  Secu- 
rities Data;  Bloomberg;  Capital  IQ;  company  filings. 

the  old  Wachovia  bank  in  Winston-Salem, 
a  long-standing  rival.  First  Union's  hungry 
sales  force  and  investment  banking  unit 
seemed  a  good  fit  with  Wachovia's  friendly 
service  and  blue-chip  corporate  clients. 
Thompson's  $14  billion  offer,  two  times 
book  value,  was  a  measly  6%  premium  over 
Wachovia's  market  price. 

The  temptation  to  overreach  will  in- 
crease as  pickings  get  slimmer.  Last  year 
Thompson  flirted  with  swallowing  Fleet 

Crisis  Management  


Thompson  believers  have  done  well 
since  he  became  chief  in  April  2000. 


Source:  FT  Interactive  Data  via 
FactSet  Research  Systems. 
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Boston  but  backed  off  when  Bank  of 
America  offered  a  fat  43%  premium. 
"There  are  guys  who  are  more  apt  to  lose 
their  focus,"  says  James  Dunne,  who  runs 
Sandler  O'Neill  &  Partners,  the  Wall  Street 
boutique  banking  advisory.  "Ken  has  none 
of  that  bravado."  Still,  some  analysts  say  he 
stretched  too  far  last  fall  when  he  paid 
$14.6  billion,  three  times  book,  for 
SouthTrust  of  Birmingham,  Ala.,  which  has 
a  toehold  in  the  simmering  Texas  market. 

If  Thompson's  supermarket  is  to  suc- 
ceed, he'll  need  to  squeeze  more  from  what 
he  already  has.  That's  why  Thompson  re- 
cently set  up  a  SWAT  team  to  push  cross- 
selling  among  divisions.  That  means,  for 
example,  pushing  tax  or  trust  work  to 
wealthy  officers  of  corporations  that  bor- 
row money  from  the  bank.  Or  selling 
bonds,  underwritten  by  its  investment 
bank,  through  the  3,800  Prudential  Securi- 
ties brokers  Thompson  picked  up  in  2003. 

He  is  also  using  Wachovia's  large  bal- 
ance  sheet  to  wrest  investment  banking 
work  from  powerhouses  like  Goldman 
Sachs,  Morgan  Stanley  and  Merrill  Lynch. 
One  example  involves  so-called  bought 
deals.  In  these,  a  company  raises  equity  viai 
an  auction — lasting  maybe  all  of  30  min- 
utes— in  which  the  underwriter  biddingl 
the  lowest  discount  to  the  recent  share  price: 
gobbles  and  distributes  all  the  shares  in  aj 
secondary  offering.  Wachovia's  share  of 
investment  banking  fees  in  the  U.S.  has 
doubled  to  3.1%  since  2001,  while  othersi 
have  lost  ground  (see  table),  estimates  Free- 
man &  Co.,  an  industry  tracker.  Swallowing 
wounded  Morgan  Stanley  could  close  that) 
remaining  gap  in  a  hurry,  but  Thompson! 
insists,  "We  are  not  contemplating  anything 
like  that."  He'd  rather  expand  by  piecemeal 
hiring  and  avoid  the  cosdy  process  of  ab4 
sorbing  a  large  chunk  of  outside  talent. 

Thompson  did  delve  further  into  the 
insurance  business  this  month  by  buying 
broker  Palmer  &  Cay  of  Savannah,  Ga., 
boosting  by  two-thirds  Wachovia's  overall 
insurance  business  to  $400  million  in  sales. 
While  he  is  playing  coy  about  how  to  rej 
enter  the  credit  card  business,  with  Discover 
up  for  grabs  and  shares  of  MBNA  Corpj 
looking  more  affordable,  Thompson  is  less 
bashful  about  his  long-term  vision:  "I  think 
there  will  be  a  handful  of  universal  banks, 
and  I  think  Wachovia  will  be  one."  P 
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HOW  A  MORE  POWERFUL  ENGINE 
HELPED  FUEL  ECONOMY  CLIMB. 

An  engine  with  40  more  horsepower  getting 
better  gas  mileage?*  The  Ford  Expedition's 
new  300-horsepower,  5.4-liter,  3 -valve 
engine  is  what  makes  it  happen.  This  is  the 
most  powerful  and  most  fuel-efficient  5.4 
liter  ever  in  an  Expedition.  The  only  thing 
more  amazing  is  your  next  adventure 
Visit  fordvehicles.com 


Internet  Drugs  

■■1HE DRUG ENFOR<  1    i!  N "I  ADMINIS- 

R  tration  called  it  Operation  Cyber 
I  Chase.  Between  Apr.  18  and  Apr. 
■  20  federal  agents  made  20  arrests 
in  five  states,  Costa  Rica  and  three  cities 
in  India.  Investigators  allege  that  two 
Indian  nationals,  Brij  Bhusan  Bansal  and 
Akhil  Bansal,  were  running  an  interna- 
tional operation  that  sold  repackaged 
anabolic  steroids,  narcotics  and  amphet- 
amines made  in  India  and  other  countries 
to  Americans  over  the  Web.  Since  2003, 
investigators  say,  the  Bansals'  organiza- 
tion had  been  selling  2.5  million  doses 
per  month  of  drugs  like  Vicodin. 

The  officials  who  busted  this  ring, 
which  used  e-mail  spam  to  sell  drugs,  say 


fives  were  alerted  to  a  batch  of  fake  Lipi- 
tor  when  five  patients  saw  their  choles- 
terol skyrocket  and  to  a  counterfeit  of  the 
glaucoma  drag  Xalatan  that  contained 
mainly  the  antiseptic  boric  acid. 

But  counterfeit  operations  are  often 
small  fly-by-night  firms  that  operate  out 
of  shacks.  An  even  bigger  threat  may 
come  from  Asia,  Africa  and  Latin  Amer- 
ica, where  relatively  large  drug  firms 
make  copycat  pills  that  are  legal  in  their 
own  countries  but  fail  to  meet  the  stan- 
dards of  safety  and  efficacy  that  the  U.S. 
applies  to  generic  and  branded  drugs. 

Last  year  drug  giant  Eli  Lilly  enlisted 
the  National  Association  of  Boards  of 
Pharmacy  to  take  a  look  at  Web  sites  that 


Bad 

Medic 

The  Internet  is  a  marvelous  mechanism  for  selling 
things— including  things  that  are  either  illegal  or 
just  plain  dangerous  |  By  Matthew  Herper 


the  Bansals  are  only  the  beginning.  There 
are  tens  of  thousands  of  Web  sites  that  sell 
prescription  drugs  of  unknown  origin  to 
Americans  illegally.  "All  you  get  is  a  plain 
brown  envelope,"  says  Jeffrey  Kindler, 
Pfizer's  vice  chairman. 

Regulators  and  drug  industry  execu- 
tives are  pulling  their  hair  out  trying  to 
stem  a  rising  tide  of  fake  or  low-quality 
medicines  being  sold  online.  A  Web  site 
based  in  Canada  may  get  its  products 
from  India  or  China,  or  may  traffic  in 
counterfeits.  Earlier  this  year  Pfizer  execu- 
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purported  to  sell  "generic"  versions  of 
Lilly  drugs.  When  the  NABP  investigators 
ordered  Zyprexa,  Lilly's  top-selling 
antipsychotic,  they  got  something  called 
Telorzan,  packaged  in  a  cheap-looking 
blue  box.  When  they  ordered  Evista,  for 
osteoporosis,  they  received  something 
called  Fenilox.  Orders  for  Cialis  came 
back  as  Regalis  or  simply  "generic"  Cialis. 

These  putative  knockoffs,  most  pro- 
duced in  South  and  Central  America, 
were  sent  to  the  Food  &  Drug  Adminis- 
tration for  analysis.  None  of  them  passed 


muster.  Some  Telorzan  contained  17 
times  the  level  of  impurities  that  would 
be  expected  in  U.S.  Zyprexa  pills.  The 
Fenilox  didn't  contain  any  active  ingredi- 
ent, meaning  the  drug  wouldn't  preventl 
bones  from  weakening  and  breaking.  Like! 
the  Telorzan,  the  knockoff  Cialis  pillsj 
were  rife  with  impurities,  and  the  amountl 
of  active  ingredient  varied  wildly. 

To  David  McAvoy,  Lilly's  U.S.  directo: 
of  regulatory  policy,  the  drugs  repre 
sented  a  familiar  problem.  For  five  year$| 
he  served  as  Lilly's  lead  lawyer  in  Lati 


- 


'lit  an 

iesaf, 


jmerica,  trying  to  defend  the  company's 
rug  patents  in  countries  that  by  and 
irge  do  not  respect  intellectual  property, 
made  the  argument  that  the  knock- 
fs  weren't  merely  harming  Lilly  but 
uld  harm  patients,  too:  Copycat  pills 
ming  from  Mexico,  Brazil  and 
gentina  were  substandard,  made  with- 
it  any  of  the  rigorous  tests  that  ensure 
e  safety  of  medicines  in  the  U.S. 

In  the  past  McAvoy  convinced  Mexi- 
n  regulators  to  keep  a  copy  of  Evista, 
osteoporosis  drug,  off  the  market  by 


showing  that  it  didn't  dissolve 
properly.  A  similar  line  of  attack 
kept  a  copycat  of  Gemzar,  for 
cancer,  off  the  Brazilian  market. 
In  that  case  the  drug's  molecular 
structure  didn't  match  up  with  the 
branded  version,  changing  its  effective- 
ness. "Doesn't  somebody  in  Mexico  or 
Brazil  deserve  the  same  assurance  of  qual- 
ity as  someone  in  the  U.S.  or  Europe?" 
asks  Grey  F.  Warner,  the  senior  vice  presi- 
dent for  Merck's  human  health  division 
in  Latin  America. 


David  McAvoy  of 
Eli  Lilly  with  a  box 
of  impure  knockoff 
Zyprexa  bought  off 
the  Internet. 


A  similar  investigation  con- 
ducted by  the  FDA  of  drugs 
being  sold  on  the  Internet 
echoed  Lilly's  results.  Copies  of 
Viagra  and  Lipitor,  both  sup- 
posedly protected  by  worldwide  patents, 
had  65%  and  81%,  respectively,  of  the 
normal  amount  of  active  ingredient.  Not 
a  single  pill  met  U.S.  manufacturing  stan- 
dards. The  Ambien  generics  were  as 
much  as  two  times  too  strong.  "If  an 
elderly  person  took  that  they  might  not 
ever  wake  up  again!"  says  William  Hub- 
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bard,  the  FDA's  recently  retired  head  of 
policy  and  planning.  A  research  paper  by 
Merck  and  outside  researchers  showed 
that  copies  of  Fosamax  being  sold  in 
Latin  American  countries — in  violation 
of  Merck's  patents — didn't  dissolve  prop- 
erly. Depending  on  the  pill,  it  might  not 
work  or  it  would  worsen  the  drug's  side 
effects,  causing  severe  heartburn. 

Large  pharmaceutical  companies 
have  a  vested  interest  in  portraying  inter- 
national generics  as  unsafe.  It's  a  way  for 
them  to  increase  their  market  share  in 
developing  nations  and,  more  impor- 
tantly, it  works  to  prevent  cheaper  drugs 
from  being  imported  into  lucrative  North 
American  and  European  markets. 

Until  recently  drugmakers  have 
remained  relatively  quiet  on  the  dangers 
of  Internet  drugs  and  international 
knockoffs.  Some  feared  raising  the  issue 
would  make  all  drugs  seem  dangerous. 
But  as  Internet  sites  proliferate  and  law- 
makers discuss  importing  cheaper  drugs 
from  Canada,  it's  time  to  think  about 
safety.  "Mostly  it's  been  a  discussion  of 
the  patients  needing  cheaper  drugs  and 
the  large  pharmaceutical  companies 
wanting  to  maintain  their  prices  in  the 
U.S.,"  says  Byron  Cryer,  a  gastroenterolo- 
gist  at  the  University  of  Texas  Southwest- 
ern Medical  School  and  one  of  the 
authors  of  the  Fosamax  paper.  "But  there 
is  an  issue  that  has  to  be  considered,  and 
that  is  quality." 

In  South  America  there  are  cases 
where  bad  drugs  may  have  already  caused 
harm.  In  one  incident  widely  reported  in 
2003  the  imaging  agent  Celobar  (some- 
thing injected  into  the  bloodstream  to 
provide  an  X-ray  contrast)  was  manufac- 
tured in  a  way  that  poisoned  and  killed  at 
least  a  dozen  patients  in  Brazil.  In  another 
Brazilian  case  a  doctor  is  suing  Ranbaxy 
because  she  says  its  version  of  Roche's 
acne  medicine  Accutane  had  17  times  the 
active  ingredient  and  caused  her  son  to 
have  a  stroke.  "I  can't  give  my  patients  a 
medicine  if  I  don't  trust  the  quality,"  says 
Luiz  Cesar  Povoa,  one  of  the  founders  of 
Brazil's  regulatory  system. 

The  problem  is  that  in  Brazil  the  law 
effectively  divides  drugs  into  three 
classes.  First  there  are  the  branded  med- 
icines sold  by  big-name  firms.  There  are 


also  generics,  which  have  to  be  tested  to 
make  sure  levels  of  a  drug  are  absorbed 
properly  into  the  body — the  same  kind 
of  test  used  to  ensure  that  generics  in  the 
U.S.  are  safe. 

Then  there  is  a  third  class,  known  as 
similares,  medicines  which,  drugmakers 
pledge,  have  the  right  amount  of  active 
ingredient  but  aren't  tested  in  the  body. 
Similares  can  vary  wildly  in  quality. 
Mexico's  system  historically  has  resem- 
bled Brazil's.  In  Argentina  there  are  only 
similares;  there  is  no  process  for  approv- 
ing generics.  Nigeria  has  been  plagued 
by  a  glut  of  substandard  and  counterfeit 
medicines.  India,  famously,  produces  a 
flood  of  generic  drugs  that  can  vary  in 
quality. 

Argentinean  export  records  seem  to 
show  tens  of  thousands  of  doses  of 
drugs,  including  knockoffs  of  erythro- 


poietin and  the  cancer  drugs  Eloxatin 
and  methotrexate,  making  their  way 
from  Argentina  into  Canada.  There  the 
trail  stops,  according  to  Norman  Inkster, 
a  former  head  of  the  Royal  Canadian) 
Mounted  Police  and  president  of  Inter- 
pol who  now  works  for  big  drug  firmsl 
and  other  large  corporations.  "The  reg 
ulatory  authorities  are  really  set  up) 
around  the  belief  that  people  who  are) 
distributing  pharmaceutical  products 
are  people  who  are  playing  by  the  rules," 
Inkster  says.  "They're  ill  prepared,  in  rm 
opinion,  to  deal  with  manufacturers 
who  are  not." 

Regulators  are  hard  pressed  to  say  foe 
sure  what  has  come  over  the  border.  " 
don't  have  the  resources  to  check  ever)) 
package  that's  coming  into  the  country, 
says  John  Taylor,  head  of  enforcement  fol 
regulatory  affairs  at  the  FDA. 


"You've  Got  Drugs" 


It  isn't  just  substandard  therapeutic  drugs  that  are  leaking  across  borders. 

Recreational  drugs  are  also  getting  a  boost  from  the  Internet. 

Fentanyl  is  a  potent  narcotic,  used  legitimately  in  hospitals  for  anesthesia  and  il- 
legally as  a  heroin  alternative.  Type  "buy  fentanyl"  into  Google  and  you  will  get  back 
a  plethora  of  online  vendors  who  will  make  it  available  to  anyone  with  a  credit  card. 
If  you  don't  have  a  prescription  handy,  the  seller  will  give  you  a  free  medical  "con- 
sultation" online  or,  more  typically,  waive  the  requirement  altogether. 

A  study  last  year  by  Columbia  University's  Center  on  Addiction  &  Substance  Abuse 
described  this  gaping  hole  in  law  enforcement.  The  researchers  found  337  "portal"  sites 
offering  dangerous  and  addictive  opioids,  central  nervous  system  depressants  and 
stimulants  on  the  federal  list  of  controlled  substances.  These  portal  sites  hand  over  the 
potential  consumer  to  158  "anchor"  sites  to  do  the  selling,  thus  enabling  the  mar- 
keters to  distance  themselves  from  the  overtly  illegal  act  of  selling. 

In  a  FORBES  cover  story  eight  years  ago  (Dec.  2, 1996),  lawyer  and  commentator 
Peter  Huber  said  that  the  Internet  was  destined  to  wreak  havoc  on  laws  against 
pornography,  gambling  and  drug  dealing.  His  prediction  has  come  true  with  a 
vengeance.  The  drug  watchdog  for  the  United  Nations,  the  International  Narcotics 
Control  Board  in  Vienna,  reported  in  March  that  "several  billion  of  doses  of  medicine 
are  sold  illicitly  on  the  Internet  per  year."  Many  of  the  sellers  cannot  be  identified  as 
to  identity  or  location.  Like  terrorists,  drug  peddlers  have  conscripted  computer 
technology  for  their  work.  A  site  selling  contraband  can  go  up,  complete  some  sales 
and  move  before  the  police  even  figure  out  where  the  operators  live. 

In  1999  Bill  Clinton  proposed  legislation  to  impose  tighter  controls  on  Internet 
pharmacies  selling  abusable  drugs,  broader  investigative  authority  for  federal  agen- 
cies and  a  campaign  to  alert  the  public  about  the  dangers  of  buying  medicine  online. 
Similar  legislation  is  still  pending.  It  may  be,  in  any  event,  wishful  thinking  that  Con- 
gress can  police  cross-border  activity  on  the  Net.  Are  we  prepared  to  have  the  post 
office  open  every  single  package  that  comes  in  from  overseas?     —James  D.  Zirin 

James  D.  Zirin  is  a  lawyer  in  New  York. 
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Corporate  tvents 
Golf  and  Spa  Outings  on  the  Agenda 


At  a  recent  executive  meeting  at  a  Pebble  Beach  Resort,  the  agenda  was  carefully 
crafted  around  meetings  and  seminars  designed  to  reinforce  a  single  corporate 
message.  As  the  day  progressed,  however,  most  people's  minds  were  on  the 
iftefnoon  activities.  One  option  was  a  round" of  golf  at  the  world-renowned  Pebble  Beach 
3olf  Links.  A  second  was  a  visit  to  The.  Spa  at  Pebble  Beach,  for  rejuvenating  massages, 

romatherapy  sessions  and  afternoon  tea  beside  the  indoor  pool. 
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Yet  whether  the  participants  selected 
the  golf  or  the  spa  outings,  a  sense  of 
camaraderie  and  singleness  of  purpose 
developed  among  them  all,  along  with 
a  chance  to  reflect  on  the  corporate 
issues  with  which  they  had  just  been 
presented.  In  short,  the  activities 
helped  reinforce  the  meeting's  goals, 
and  helped  create  positive  memories 
of  the  event.  "With  a  well-planned 
meeting,  the  activities  underscore  and 
enhance  the  corporate  objectives," 
saysTerri  Breining,  president  of  Califor- 
nia-based Concepts  Worldwide.  "It's 
expected  that  there  should  be  some- 
thing more  than  just  an  entire  workload 
stretching  on  through  the  days." 

Golf  and  spa  outings  rank  as  the 
most  popular  of  all  activities.  From  a 
meeting  planner's  perspective,  the  chal- 
lenge lies  in  making  use  of  these  activ- 
ities in  a  way  that  furthers  a  company's 
business  goals  —  rather  than  simply 
offering  people  a  bonus.  In  order  to 
guarantee  a  return  on  their  investment, 
companies  need  to  focus  on  the  point 
of  the  meeting.  "The  business  meeting 
shouldn't  have  goif  or  a  trip  to  the  spa 
as  its  primary  objective,  that  much  is 
obvious,"  says  Breining.  "Instead,  as  a 
meeting  planner,  you  have  to  state 
plainly  what  it  is  you're  trying  to 
achieve,  then  use  gcif  and  spa  outings 


as  tools  to  help  achieve  that." 

A  corporate  event  might  be  planned 
as  a  reward  for  meeting  specific  goals, 
or  as  an  enticement  to  win  new 
clients.  It  could  involve  an  intensive 
strategy  session  to  develop  company 
policy  or  a  training  session  for  new 
employees.  Whatever  the  reason,  golf 
and  spa  events  can  be  used  to  build 
teamwork  and  camaraderie,  provide  a 
relaxing  atmosphere  for  developing 
business-client  relationships  and  allow 
meeting  participants  a  chance  to 
explore  the  issues  they  have  been 
exposed  to  during  the  meeting  in  a 
more  casual  setting. 

The  combined  presence  of  golfing 
and  spa  activities  on  the  schedule  has 
proven  to  be  successful  with  the  broad- 
est segment 
of  corporate  par- 
ticipants. "I've 
watched  meet- 
ings go  through 
a  cultural  change 
over  the  years, 
and  the  trend 
is  moving  away 
from  traditional 
golf-tennis- 
fishing  models, 
where  you  some- 
times  feel  like 


you're  forcing  people  to  do  something 
they're  not  really  enjoying,"  says  Barr^ 
Brown  of  Sanibel  Harbour  Resort  &  Spa 
in  Florida's  Lee  County.  "The  spa  comi 
ponent  has  allowed  people  to  relax,  and 
has  been  an  especially  big  plus  since 
people  view  it  as  a  real  incentive  in  theii 
decision  to  attend  a  meeting." 


For  the  Love  off  Golf 

Golf  is  far  and  away  the  most  popula 
activity  at  any  executive  meeting,  con 
ference  or  corporate  retreat.  Appealini 
as  golf  is,  meeting  planners  must  care 
fully  manage  the  game  to  maximize  itil 
advantages. 

"It  would  be  cruel  to  locate  an  event  a 
a  golf  resort  and  not  give  everyone  tirri' 
to  make  use  of  it,"  says  Breining.  "But 
would  be  a  lost  opportunity  just  to  giv> 
everyone  free  time  to  organize  things  o 
their  own."  Instead,  with  thoughtful  plar 
ning,  golf  can  become  part  of  the  agend 
that  will  help  drive  home  the  corporat 
message.  The  time  spent  in  a  golf  cart  c 
walking  the  links  gives  people  an  unpa 
alleled  opportunity  for  people  to  comi 
together  to  talk  about  business.  Instea 
of  a  few  minutes  on  a  telephone  call  or 
few  hours  seated  in  a  conference  room 
suddenly  people  are  brought  together 
ways  that  require  them  to  talk  casual 
for  hours  on  end.  "It's  a  unique  expe 
rience,  and  ideally  suited  to  the  goa 
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of  a  corporate  meeting,"  says  Sally 
Noona,  assistant  director  of  sales  and 
marketing  for  conventions  for  the  Virginia 
Beach  Convention  &  Visitors  Bureau. 

The  main  challenge  in  adding  golf  to 
an  agenda  is  to  create  events  that  bring 
everyone  together  While  expert  golfers 
may  like  the  challenges  of  a  water-fiiled 
course,  for  instance,  novices  would 
chafe  at  losing  ball  after  ball  as  they  play. 
In  addition,  rather  than  sending  groups 
out  in  lonely  foursomes,  planners  must 
give  some  thought  to  structuring  a  golf- 
ing event  in  order  to  include  everyone, 
particularly  if  it  involves  dozens  of  play- 
ers. Making  golf  work  toward  a  business 
goal  requires  a  coordinated  strategy  that 
a  meeting  planner  can  help  devise  for  a 
strong  return  on  investment. 

In  most  cases,  a  group  will  be  divid- 
ed among  those  who  play  well  and 
those  who  play  hardly  at  all.  "Rather 
than  using  golf  to  separate  people,  find 
creative  ways  to  mix  players  of  varied 
skill  levels,"  says  Breining.  One 
method  is  through  a  tournament 
known  as  a  scramble,  which  creates 
foursomes  out  of  players  of  various 
abilities,  and  gives  everyone  a  chance 
to  excel.  "We've  had  some  great  suc- 
cess with  what  we  call  'night  putting,'" 
says  Joe  Thompson,  director  of  Sales 
and  Marketing  for  the  Hyatt  Regency 
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Coconut  Point 
Resort  &  Spa 
in  Florida's 
Lee  County. 
This  involves 
lighting  up 
the  green, 
and  playing 
with  glow-in- 
the-dark  golf 
balls.  " It's  an 
unusual  spin 
on  golf,  and 
something 
that  everyone 

—  no  matter  how  skilled  or  unskilled 

—  seems  to  love,"  he  adds. 

The  Spa  Treatment 

At  its  best,  golf  can  build  a  sense 
of  teamwork  as  well  as  provide  the 
ultimate  forum  for  networking.  The  spa 
can  accomplish  the  same  goals.  "True, 
much  of  it  is  a  solo  experience,  but 
that  doesn't  mean  it  can't  be  a  shared 
experience  as  well,"  says  Breining.  "A 
good  spa  experience  is  going  to  make 
a  meeting  more  memorable,  which  is 
certainly  a  positive  thing." 

Spas  have  become  increasingly  pop- 


ular in  recent  years,  says  Denn 
Edwards,  senior  vice  president  of  th 
Greater  Fort  Lauderdale  Convention  I 
Visitors  Bureau,  which  represents  all  c 
the  over  600  hotels  in  the  area.  Part  q 
the  reason  has  to  do  with  the  fact  tha 
an  increasing  number  of  attendees  a 
high-level  executive  meetings  an 
retreats  are  women.  "Over  the  la^ 
two  years,  we  have  seen  the  popular! 
ty  of  spas  skyrocket,"  he  says.  Howe* 
er,  it's  not  just  women  who  find  spa; 
appealing.  In  increasing  numbers,  ma 
also  make  use  of  them,  and  no* 
account  for  about  a  quarter  of  all  spi 
goers  on  executive  retreats.  "The  o 
school  of  thought  used  to  be  that  ma 
did  golf  and  women  did  spas,"  sa^ 
Edwards.    "Now   we're  finding 
tremendous  overlap.  Men  are  takir 
advantage  of  spas,  just  as  women  a 
bringing  their  own  golf  clubs  wi' 
them  wherever  they  go." 

Something  else  that  has  changed 
the  spa  itself. 

In  the  past,  the  word  spa  might  ha' 
meant  nothing  more  than  a  stea 
room  located  in  the  hotel  gym,  but 
now  connotes  something  far  more  k 
urious.  "Meeting  planners  are  certair 


HAVE  A  MEETING  HERE  AND  THE  PHRASE, 

"HOLD  ALL  CALLS"  SEEMS  KIND  OF  SILLY. 

How  far  off  are  you  willing  to  go  for  your  next  off  site  meeting?  Believe  it  or 
not,  places  still  exist  with  no  electricity,  running  water  or  phones.  Where  the 
seas  are  inhabited  by  dolphins,  manatees  and  loggerhead  turtles  and  the 
skies  are  filled  with  exotic  birds.  Yet  as  amazing  as  this  environment  is,  it's 
all  within  reach  of  world  class  hotels,  resorts  and  meeting  facilities  and 
accessible  by  daily  non-stop  flights  from  35  cities.  So  if  you're  looking  for  a 
unique  place  to  hold  your  next  event,  look  no  further  than  The  Beaches  of 
Fort  Myers  &  Sanibel.  Call  800-237-6444  or  visit  fortmyers-sanibel.com. 


the  beaches  of 

Fort  myers 


Sanibel 


SIGNATURE  MEETING  PROPERTIES: 

SANIBEL  HARBOUR  RESORT  &  SPA  SOUTH.  SEAS  RESORT 

www.sanibel-resort.com  www.southseas.com 


SUNDIAL  BEACH  RESORT 
www.sanibelcollection.com 
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looking  closely  at  the  quality  of  the  spa 
amenities  in  the  hotels  and  resorts 
they're  selecting,"  says  Edwards.  "It's 
becoming  a  very  important  asset  for  a 
destination  and  a  hotel  to  offer,  which  can 
be  seen  in  the  vast  number  of  renova- 
tions and  new  spa  construction  all  over." 
In  Fort  Lauderdale,  for  instance, 


nine  new  spas 
have  opened 
up  in  the  last 
three  years, 
including  the 
Elizabeth  Arden 
Red  Door  Spa, 
the  Spa  Atlantic 
and  the  Con- 
tour Spa  at  the 
Seminole  Hard 
Rock  Hotel  & 
Casino.  The  soon-to-open  Golden 
Door  Spa  is  slated  to  be  a  mammoth 
48,000  square  feet  and  include  35 
treatment  rooms.  In  addition,  many 
hotels  and  resorts  have  renovated 
their  existing  spas  to  world-class  stan- 
dards. While  the  spa  experience  itself 
is  not  usually  seen  as  a  group  activity, 


the  layout  of  these  new,  larger  spa; 
makes  that  easier  to  accomplish 
"Often  there  will  be  a  private  pool  area) 
where  lunch  will  be  served,  which  can 
also  serve  as  a  gathering  place  for  al 
group,"  says  Edwards.  Groups  tend  td 
take  over  the  spa  for  the  day,  combin- 
ing time  to  relax  and  socialize  with1 
time  spent  for  massages,  facials  and 
other  treatments.  "The  attendees  gq 
off  alone  for  their  treatments,  bu 
gather  when  they're  done.  In  man^j 
ways,  this  really  is  a  better  group  activ 
ity  than  golf." 

Be  Kind  to  the  Novice 

Whether  the  activity  is  golf  or  a  trifl 
to  the  spa,  the  meeting  plannei 
should  pay  particular  attention  to  the 
novice  —  the  person  who  has  neve 


CORPORATE  MEETING   HOT  SPOTS 

PEBBLE  BEACH 


The  Monterey  Peninsula,  located 
along  California's  Central  Coast, 
attracts  year-round  visitors  from 
across  the  country  and  around 
the  world.  Visitors  enjoy  famous 
area  attractions  such  as  17-Mile 
Drive,  Carmel-by-the-Sea,  Big  Sur, 
Cannery  Row,  the  Monterey  Bay 
Aquarium  and  Carmel  Mission, 
along  with  whale  watching  and 
special  events.  At  Pebble  Beach 
Resorts,  the  Sales,  Conference 
Services  and  Catering 
Department  will  achieve  your 
vision  by  creating  a  once-in-a-life- 
time  experience  that  attendees 
will  long  remember.  The  profes- 
sional staff  is  readily  available  to 
help  plan  your  meeting  or  event, 
schedule  meals  and  arrange  any 
extracurricular  activities  you  may 
wish  to  include  in  the  program. 

For  details,  call  1-800-654-9300, 

or  visit  ,vww.pebblebeach.com. 


pebble  beach 


THE  BEACHES 
OF  FORT  MYERS 
&  SAIMIBEL 

Welcome  to  a  tropical  island  get- 
away on  southwest  Florida's  Gulf 
of  Mexico.  A  place  of  exotic  tropi- 
cal wildlife,  pristine  white-sand 
beaches  and  hundreds  of  unin- 
habited islands.  A  time  to  search 
for  seashells,  enjoy  family  or 
friends,  relax  with  business  asso- 
ciates or  just  lounge  on  a  beach. 
The  Beaches  of  Fort  Myers  and 
Sanibel:  Sanibel  &  Captiva  Island, 
Fort  Myers  Beach,  Fort  Myers, 
Bonita  Springs  &  Estero,  Cape 
Coral,  Pine  Island,  Boca  Grande  & 
Outer  Islands,  North  Fort  Myers 
and  Lehigh  Acres. 

For  details,  call  1-800-237-6444,  or 
visit  www.fortmyers-sanibel.com. 


the  beaches  of  mfff/ 

Fort  myers^  Sanibel 

Lee  County  Visitor  &  Convention  Bureau 


GREATER 
FORT 
LAUDERDALE 

Discover  the  newly  expanded 
600,000  square-foot  state-of-the- 
art  Broward  County  Convention 
Center.  From  Blue  Wave  beaches 
and  winding  Intracoastal  water- 
ways to  the  exotic  Everglades  and 
the  chic  ease  of  the  Riverwalk 
arts  and  entertainment  district, 
Greater  Fort  Lauderdale  makes 
any  meeting  feel  like  a  vacation. 
Add  more  than  33,000  hotel 
rooms,  a  top-rated  airport  plus 
sunsational  convention  assis- 
tance, and  the  entire  trip 
becomes  a  breeze. 

For  details,  call  1-800-356-1662, 
or  visit  www.sunny.org/ 
meetingplanners. 


reater  FORT  LAUDERDALE 

CONVENTION  &  VISITORS  BUREAU 


3d  up  a  golf  club,  nor  spent  the  day 
;ed  in  mud.  "The  risk  is  that  they'll 
take  off  the  day  and  go  shopping  by 
nselves,  while  the  rest  of  the  group 
is  off  and  does  something  togeth- 
says  Breining.  This  risks  creating 
iions  in  a  group  instead  of  building 
/.  "You  want  to  include  them  in 
ything,  rather  than  excluding  them," 
adds. 

ith  golf,  beginners  need  special 
ntion.  Breining  suggests  working 
the  golf  pro  at  a  resort  to  arrange 
ite  lessons,  or  coordinating  a  tour- 
ent  for  beginners  on  a  few  holes  so 


they  can  get  a  feel  for  the  game  — 
which  will  give  them  something  to  talk 
about  with  the  rest  of  the  group.  "Also, 
be  sure  to  find  out  about  any  dress 
codes  in  advance,  so  that  attendees  can 
be  told  what  they  will  need  to  bring  with 
them,"  she  says.  "This  will  save  them  a 
great  deal  of  embarrassment." 

Basic  as  it  sounds,  a  spa  can  also  be 
an  intimidating  experience  to  someone 
who  has  never  been  to  one,  especially 
in  one  of  the  more  elaborate  places. 
Men  in  particular  may  not  know  what's 
available,  and  would  be  more  interested 
in  participating  if  someone  explained  the 


Advertisement  7 

various  treatments  to  them.  Above  all, 
"it's  important  to  know  your  group," 
says  Breining.  "If  you're  dealing  with 
people  who  have  no  exposure  to  golf  or 
spas,  you  can  go  a  long  way  toward 
achieving  your  company  goals  by 
making  them  feel  comfortable." 

WEB 
DIRECTORY 

Greater  Fort  Lauderdale  CVB 

www.sunny.org/ 
meetingpfanners 

Pebble  Beach 

www.pebblebeach.com 

The  Beaches  of  Fort  Myers 
and  Sanibel 

www.fortmyers-sanibel.com 

Virginia  Beach  CVB 

www.vbmeetings.com 


If  and  spa  events  can  be  used  to  build  teamwork 
i  camaraderie,  provide  a  relaxing  atmosphere  for 
/eloping  business-client  relationships  and  allow 
eting  participants  a  chance  to  explore  the  issues 
ly  have  been  exposed  to  during  the  meeting  in 
nore  casual  setting. 


iCE  THAT  ENCOURAGES  DELEGATES  TO 
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!R  THE  MEETING  IS  OVEr 
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SOMETIMES  IT'S  TOUGH  TO  BRIDGE  THE  GAP 
BETWEEN   COLLEAGUE  AND  FRIEND. 


Three  months  into  my  current  job,  I 
was  invited  with  the  rest  of  the 
management  team  on  our  yearly 
retreat  to  Pebble  Beach.  As  soon  as  we 
stepped  foot  on  the  course,  hierarchy 
went  out  the  window  and  it  was 
difficult  to  tell  the  first  timers  from 
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the  veterans.  We  spent  four  days  in 
awe  and  reverence  of  the  beauty  and 
history  that  lay  before  us.  On  the  plane 
ride  home,  I  realized  that  I  was  now- 
very  close  to  this  group.  It  was  because 
we  shared  something  powerful,  some- 
thing amazing.  We  shared  Pebble  Beach. 


PEBBLE  BEACH 

RESORTS" 

The  Lodge  at  Pebble  Beach,  The  Inn  at  Spanish  Bay,  Casa  Palmero,  The  Spa  at  Pebble  Beach, 
Pebble  Beach  Golf  Links,  Spyglass  Hill  Golf  Course  and  The  Links  at  Spanish  Bay 

For  immediate  availability,  please  call  1 .  8  0  0 .  8  J  J .  1  2  9  4  or  log  onto  www.pebblebeach.com 


Pcbbir  Beach*,  Pebble  Beach  Coif  Links*.  Pebble  Beach  Resorts'.  The  Lodge  ml  Pebble  Beach".  The  Inn  Spanish  Bay™.  The  Link.  at  Spanish  Bay™.  Spyglass  Hill"  Golf  Cour.e.  The  Spa  at  Pebble  Beach™. 
Css*  Palmero*.  The  Lone  Cypress™.  The  HeritageLogo.  and  their  respective  underlying  distinctive  images  are  trademarks,  service  marks,  and  H  ade  dreis  of  Pebble  Beach  Company.  Photo  02005  Joann  Dost. 


The  sunglasses. 

Purchase  of  the  sunglasses'  manufacturing  facility. 
Lease  for  the  sunglasses'  retail  outlet  chain, 
nancing  for  the  sunglasses  company's  global  headquarters. 


The  right  business  partner 
for  all  your  real  estate  needs. 


CBRE 

CB  RICHARD  ELLIS 


#1  in  commercial  real  estate  worldwide 

www.cbre.com  888.707.3908 


T. 


House  of  Flying  Fingers 

Shanda  Interactive  rules  China's  online  game  business.  Now  Chen  Tianqiao 
wants  it  to  be  the  nation's  online  media  supermarket  |  By  Russell  Flannery 


CHINESE  TEENAGER  LIU  HAO  SITS  BEHIND  A 
computer  screen  in  a  downtown  Shanghai  Inter- 
net cafe,  mowing  down  bad  guys  in  a  game 
called  Mir  II.  Every  time  Liu  puts  35  yuan 
($4.50)  more  into  a  prepaid  account  to  extend 
his  playing  time,  he  is  fattening  the  bottom  line 
of  the  Chinese  company  that  operates  the  game, 
Shanda  Interactive  Entertainment. 

Chairman  Mao's  dictum  was  that  power  grows  out  of  the 
barrel  of  a  gun.  This  time  around  the  guns  are  virtual. 

Online  gaming  has  minted  a  new  power  in  China's  booming 
Internet  economy:  Shanda's  chief  executive,  Chen  Tianqiao.  An 
average  of  1.2  million  users,  mosdy  in  China,  are  playing  a  Shanda- 
operated  game  at  an)'  given  time  of  day,  up  70%  from  a  year  ear- 
lier. Shanda's  sales  rose  116%  last  year  to  $165  million.  Profits 


rose  even  faster,  to  $74  million.  Chen,  his  wife  and  his  younger 
brother  hold  a  combined  57%  stake,  worth  more  than  $1  billion,, 
in  the  Nasdaq-traded  firm.  They  control  60%  of  China's  online 
game  market,  which,  while  worth  a  small  $297  million  last  year, 
is  expected  to  grow  35%  a  year  through  2009  to  $1.3  billion, 
according  to  International  Data  Corp. 

But  Chen  Tianqiao  wants  more.  In  the  past  few  months  he 
has  put  into  motion  a  plan  to  parlay  his  gaming  network's  suc- 
cess into  China's  first  all-in-one  online  media  supermarket.  In 
February  Chen  bought  19.5%  of  Sina,  China's  online  news 
leader  and  biggest  Internet  portal,  for  $230  million  in  cash.  In 
April  Shanda  announced  a  partnership  with  Universal  Musi 
Group,  the  world's  largest  music  company,  that  will  allow 
Shanda  users  to  stream  tunes  to  their  PCs.  It  is  Universale  first 
online  sales  foray  into  China  and  Chen's  first  foray  into  music, 
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exist  for  our  clients.  From  providing  outstanding  risk  management  solutions  to  managinc 
>/ice  and  responsiveness,  no  other  company  is  more  focused  on  your  success  than  Marsh 
nore  than  100  countries,  no  one  is  better  qualified  to  help  you  achieve  that  success.  As  thi 
J  complexity,  Marsh  will  be  there.  Marsh  is — and  will  continue  to  be— the  world's  #1  ris 


MARSH 


The  world's  #1  risk  specialist 


MC  Marsh  &  McLennan  Companies    Marsh  is  the  risk  and  insurance  unit  of  Marsh  6  Mclen 


www.marsh.com 


bhanaa  interactive 


The  service  begins  in  June.  "We  want  to  be  something  like  an 
interactive  Disney  or  an  interactive  Viacom,"  Chen  says. 

But  to  do  so  he  needs  mass  distribution  into  the  Chinese 
home — and  there  the  PC  is  a  poor  pipeline.  Only  94  million  of 
China's  1.3  billion  people  were  Internet  users  at  the  end  of  last 
year,  but  330  million  have  TV  sets.  A  huge  chunk  of  Shanda  users 
are  nomads,  logging  in  from  Internet  cafes. 

Later  this  year  Chen  will  unveil  a  new  interactive  enter- 
tainment box,  dubbed  the  Shanda  Station,  that  will  allow  TV 
viewers  to  go  online,  play  Shanda's  games  and  buy  music  and, 
eventually,  films.  Developed  in  part  with  Intel,  the  product  uses 
Microsoft  software  and  connects  to  the  Internet  over  high- 
speed DSL  phone  lines.  Shanda  is  considering  putting  voice  and 
video  calling  features  inside  the  Shanda  Sta- 
tion, which  will  be  sold  through  electronics 
chain  stores,  plus  Shanda's  own  sales  chan- 
nels. The  manufacturing  will  be  outsourced. 
"The  most  important  thing  for  us  right  now 
is  the  expansion  from  the  PC  to  the  TV," 
Chen  says.  "We  sell  fun  games,  but  this  is  a 
serious  business." 

A  home  audience  will  also  give  Shanda 
a  better  claim  on  China's  torrid  advertising 
market.  ACNielsen  says  ad  spending  last  year 
rose  32%  to  $32  billion  and  by  2010  China 
will  be  second  only  to  the  U.S.  in  ad  vol- 
ume. Ad  revenue  is  partly  what  drove 
Shanda's  investment  in  portal  Sina,  part  of 
a  $450  million  spree  that  has  him  compet- 
ing with  foreigners  for  Chinese  Internet  real 
estate.  In  February  Monster  bought  40%  of 
job  site  ChinaHR.com  for  $50  million,  join- 
ing Google  and  Barry  Diller's  InterActive 
Corp.  as  investors  in  the  country.  Says  Safa 
Rashtchy,  senior  research  analyst  at  Piper 
Jaffray  in  Menlo  Park,  Calif.:  "Shanda  has 
the  potential  to  be  one  of  three  or  four 
really  big  media  companies  in  China." 

At  31,  Chen  is  relatively  young  to  be  tak- 
ing on  the  challenge  of  building  an  enter- 
tainment content  empire.  His  bold  Shanda 
Station  idea  recalls  WebTV,  Microsoft's  los- 
ing effort  to  combine  Web-surfing  and 
e-mail  with  television.  While  his  interactive 
box  saves  a  Chinese  consumer  from  spring- 
ing for  a  new  PC,  he  or  she  may  balk  at  pay- 
ing $18  per  month  for  a  broadband  line,  as 
well  as  fees  for  music  clips  and  game  sub- 
scriptions. And  Chen  will  have  to  find  his 
audience  in  the  absence  of  any  government 
standards  for  delivering  Internet  content 
over  television. 

Shanda  is  also  dealing  with  broadband- 
savvy  South  Korean  firms  expanding  out  of 
their  home  market.  And  world  videogame 


A  hero  from  the  game  Legend  of  Mir  II. 


By  the  Numb 


Online  gaming  has  become  China's 
most  valuable  Internet  real  estate. 

Shanda  Interactive's  net 
profit  margin. 

Shanda's  stock 
market  capitalization,  just  shy  of 
traditional  media  icon  Dow  Jones. 

Number  of  paying 
Chinese  online  gamers  in  2004. 

Total  peak 
concurrent  users  of  all  Shanda's 
games  as  of  December  2004. 

Growth  in  Shanda's  work 
force  in  the  first  quarter  of  2005, 
compared  with  the  end  of  2004. 

Rise  in  Shanda's 
Nasdaq-listed  shares  since  its 
public  offering  in  May  2004. 


giant  Electronic  Arts  this  year  opened  an  online  operation  in 
Shanghai  and  hopes  to  turn  out  its  first  China-produced  game  in 
the  coming  months. 

But  Chert's  drive  and  smarts  make  him  hard  to  rule  out.  An 
economics  student  rather  than  a  tech  geek,  he  grew  up  near 
Shanghai,  the  son  of  an  engineer  and  a  middle  school  English 
teacher  who  thought  it  would  be  more  glorious  if  their  son 
became  a  government  official.  In  the  1980s,  he  says,  "business- 
people  didn't  have  a  good  image  because  they  didn't  have  a  great 
education  or  social  skills." 

In  1994  Chen  finished,  in  three  years,  a  four-year  degree  at 
Shanghai's  prestigious  Fudan  University.  He  went  to  work  in 
the  public  relations  office  of  a  state-run  property  development 
company  and  shortly  after  was  promoted 
to  be  the  secretary  to  the  chairman,  gain- 
ing a  close  view  of  how  government  works 
with  business.  When  the  next  company  he 
joined  didn't  send  him  abroad  to  study  as 
he  expected,  he  quit.  With  $60,000  of 
startup  capital,  Chen,  his  wife,  Luo  Qian- 
qian,  and  younger  brother,  Chen  Danian, 
set  up  Shanda  in  1999. 

Most  entrepreneurs  back  then  werej 
focused  on  creating  Chinese  equivalents  of 
successful  U.S.  online  concepts.  There  was 
a  Chinese  Yahoo  and  a  Chinese  Ebay.  "But 
I  felt  the  whole  time  that  these  U.S.  models 
couldn't  just  be  directly  used,  especially 
when  it  was  easy  to  copy  the  idea  and  there 
was  no  payment  model,"  says  Chen. 

The  entertainment  field  wasn't  so 
crowded.  The  state-dominated  TV  chan- 
nels were  dull,  and  selling  access  to  online 
games  by  the  hour  avoided  the  issue  of 
software  piracy.  Shanda  started  out  from 
Shanghai  and  expanded  city  by  city,  shar- 
ing revenue  with  regional  telecommunica- 
tions companies.  Lacking  its  own  games, 
Shanda  licensed  them  from  abroad.  Early 
on  Chen  came  up  with  a  prepaid  system 
using  stored-value  cards.  In  a  country 
where  distribution  is  tricky,  300,000  loca- 
tions, including  130,000  Internet  cafes,  sell 
Shanda's  prepaid  cards. 

Could  Chen  be  China's  answer  to  Bill 
Gates?  He  recendy  flew  to  the  U.S.  for  the 
first  time  to  meet  with  Microsoft's  chair- 
man. Shanda  won't  disclose  what  they  dis-i 
cussed,  but  the  two  companies  are  growingj 
closer.  In  February  last  year  Chen  named  as 
president  Tang  Jun,  the  former  head  ofi 
Microsoft  China,  who  is  1 1  years  his  senior. 
Says  Chen,  "As  an  entrepreneur  in  China,  I| 
respect  Bill  Gates,  but  I  want  to  be  China's 
Chen  Tianqiao,  not  China's  Bill  Gates."  F 
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DU  BEYOND  BUSINESS 
ENCE  AS  YOU  KNOW  IT. 

IIGHT,  CEO  OF  SAS 


SAS  gives  you 


TO  KNOW 

SAS'  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to  maximize  value, 
minimize  risk  and  optimize  performance.  You'll  get  to  know  your  customers,  markets,  finances  — 
your  entire  business  —  in  a  whole  new  way.  And  gain  the  ability  to  look  forward  using  the  world's 
.  best  business  intelligence  and  analytics  software.  More  than  4  million  users  at  over  40,000 
locations  —  including  94%  of  the  FORTUNE  Global  500  —  rely  on  SAS  to  increase  profits,  reduce 
costs  and  make  a  recognized  impact  on  business. 


www.sas.com/BeyondBI 
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i  uesaay  mummy 


The  Morning  After 

Thrifty  matrons  flock  to  Tuesday  Morning  for  brands  on  the  cheap. 
Can  Kathleen  Mason  attract  their  faddish  daughters  without  driving  away  Mom? 

By  Ghana  R.  Schoenberger 


Kitsch  in  cash:  Kathleen  Mason  keeps  Tuesday  Morning  stacked  with  bargains  all  week  long. 


npil    TUESDAY  MORNING  STORE 
in  Rockville,  Md.,  like  all  the 
others,  combines  a  well-heeled 
flea  market  with  the  ambience 
H     of  a  Costco.  Nine  aisles  of  gray 
metal  shelving  showcase  piles  of  jacquard 
sheets,  toys  and  cookware.  Recently  Mary 
Beth  Lambert,  40,  a  first-time  shopper 
from  San  Jose,  Calif.,  was  buying  some 
framed  prints  and  two  gift  boxes  to  deco- 
rate her  new  East  Coast  office.  "If  you  dig 
through  the  clearance  items,  you  find 
really  neat  things,"  she  said. 

This  is  exactly  what  Kathleen  Mason, 
the  company's  55-year-old  chief  execu- 
tive, wants  to  hear.  Mason  is  her  own 


target  customer:  a  middle-aged,  upper- 
income  woman  willing  to  pay  good 
money  for  a  great  deal.  She,  too,  has 
scored  often  at  Tuesday  Morning  stores, 
buying  "beautiful,  remarkable  crystal 
pieces,  handblown,  hand  cut,  for  pennies 
on  the  dollar." 

By  filling  its  662  stores  with  liquidated 
lots  of  ritzy  brands — KitchenAid  mixers, 
Henckel  knives,  Calphalon  pots — and 
charging  less  than  half  of  department 
store  prices,  Tuesday  Morning  has 
attracted  a  cult  of  shoppers. 

They  line  up  before  each  of  the 
chain's  ten  annual  "sales  events,"  snatch- 
ing up  35%  of  the  30-year-old  chain's 


products  in  the  first  five  days  of  a  sale, 
compared  with  a  typical  5%  at  a  depart- 
ment store,  according  to  Geoff  Wissman 
of  consulting  firm  Retail  Forward. 

Since  she  arrived  in  2000,  Mason  has 
overseen  a  dramatic  turnaround  at  Tues- 
day Morning.  Last  year  the  company  net- 
ted $63  million,  up  16%,  on  sales  of  $898 
million,  up  9%.  The  company  expects  to 
top  $1  billion  in  sales  this  year. 

Mason's  goal  is  to  have  1,000  stores  by 
2010.  To  get  there,  she'll  need  to  recruit  a 
lot  more  customers  ages  25  to  40.  "When 
I  first  came  to  the  company,  we  saw  some 
younger  customers  coming  in  and  shop- 
ping with  Mom,"  Mason  says.  "The 
younger  customer  has  different  tastes." 
Lately  she's  been  augmenting  the  current 
selection  of  fussy  Irish  crystal  with  Water- 
ford  martini  glasses  etched  with  oversize 
polka  dots.  Two  market  research  firms  are 
studying  the  question  of  what  to  sell  these 
younger  women,  and  Mason  expects  to 
introduce  new  types  of  merchandise  later 
this  year. 

Because  not  all  hot  items  are  stocked 
everywhere,  young  and  older  customers 
will  often  go  to  several  stores  in  their 
quest  for,  say,  pink  Diane  von  Furstenberg 
luggage.  The  company  dubs  this  the! 
"treasure  hunt,"  and  it's  the  reason  why 
Mason  thinks  every  community  can  host  I 
several  Tuesday  Mornings.  "We  could  be 
Starbucks,"  she  says.  "We  could  have  aj 
store  on  every  corner." 

When  Mason  signed  on  with  Tuesday! 
Morning,  its  problems  went  far  deepen 
than  a  narrow  customer  pool.  Operations! 
were  in  disarray,  and  the  company,  taken 
private  in  a  1997  leveraged  buyout  bw 
Chicago's  Madison  Dearborn  Partners,! 
was  burdened  with  $187  million  of  debt. 
Though  the  company  went  public  again 
in  1999,  raising  equity  capital,  interest 
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CAN'T 

INSURANCE  AND  INVESTING  EASY. 
SO  WE  DECIDED  TO 
MAKE  IT  LESS  HARD. 

It's  a  fact  of  life  that  life  insurance  and  investing  will  never  be  simple.  But  at 
Genworth  Financial,  we're  doing  what  we  can  to  make  it  less  complicated. 
Whether  it's  life  insurance,  long  term  care  insurance,  or  retirement  income,  we 
can  help  you  make  better  choices.  Because  when  it  comes  to  planning  for  your 
future  and  that  of  your  family,  being  well-informed  is  always  the  smartest  path 
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Tuesday  Morninj 


expense  continued  to  eat  one-third  of  its 
$67  million  in  operating  income. 

At  the  time,  Tuesday  Morning's  sales 
events  were  held  ten  times  a  year  for  three 
weeks  each.  In  between  the  stores  would 
close  for  a  ten-day  restocking.  While  these 
"grand  reopenings"  fostered  excitement, 
the  shelves  looked  picked-over  by  the  end 
of  a  sale,  and  stores  lost  revenue  sitting 
empty  during  the  closings.  Tuesday 
Morning  had  also  started  making  private- 
label  goods.  But  customers  wanted  real 
brands.  Inventory  turned  only 
2.5  times  a  year. 

The  distribution  system 
added  to  the  problem.  Tuesday 
Morning  had  a  large  Dallas 
warehouse,  with  16  more 
around  the  country.  None  were 
automated,  making  it  difficult  to 
coordinate  what  went  where. 
For  each  sale  the  company 
shipped  a  full  truckload  of  mer- 
chandise to  each  store.  During 
the  shutdown  the  store's 
employees  buzzed  around  the 
truck,  carting  the  goods  into  the 
store  with  hand  dollies.  Moving, 
tracking  and  sorting  was  done 
by  hand.  Gross  margins  hadn't 
budged  in  ten  years. 

Madison  Dearborn  hired 
Mason  because  she  had  lived 
through  several  retail  messes.  A 
Pittsburgh  native,  she  took  a 
store-planning  job  at  Kauf- 
mann's  out  of  Penn  State.  As  a 
trainee  buyer,  she  was  sent,  with  a  clothes- 
pin for  her  nose,  to  sort  through  moun- 
tains of  returned  shoes.  By  age  25  she  was 
divisional  merchandise  manager  for  the 
highest-volume  unit,  sportswear.  Poached 
in  1 978  by  the  Emporium,  a  San  Francisco 
department  store,  she  had  an  early  flash  of 
inspiration,  buying  men's  small-size  gray 
cashmere  sweaters  in  China  and  selling 
them  as  form-fitting  tops  for  women. 

Other  chains  followed:  Mervyn's,  the 
Limited,  Cherry  &  Webb,  HomeGoods.  In 
1999  she  became  president  of  the  failing 
Boston  clothing  chain  Filene's  Basement. 
But  without  credit  from  wary  vendors, 
Filene's  had  to  file  for  bankruptcy  just  45 
days  later.  Canned  three  months  after  that, 
she  had  to  sue  to  get  the  $1.2  million  in 


pay  she'd  been  promised.  The  suit  was  set- 
tled for  an  undisclosed  sum. 

It  was  after  this  setback  that  Mason  ar- 
rived in  Dallas.  She  started  Tuesday  Morn- 
ing's cleanup  by  eliminating  all  but  the 
headquarters  warehouse.  Then  she 
brought  in  Michael  Marchetti,  who  had 
been  her  chief  financial  officer  at  Cherry  & 
Webb,  to  rework  distribution.  Marchetti 
outfitted  the  warehouse  with  conveyors, 
radio  tags,  and  bar  codes  to  track  pallets. 
He  also  replaced  hand  dollies  in  the  stores 


By  the  Numbers 


Retail  is  for  suckers,  say  fans  of  Tuesday  Morning. 

HUNTER  SHOWROOM  SERIES  52"  CEILING  FAN 
Department  store  Tuesday  Morning 

retail  price/sale  price  price 


16-PC.  DANSK  CHRISTIANSHAVN  BLUE  DINNERWARE 
Department  store  Tuesday  Morning 

price/sale  price  price 


CUISINART  TO 
Department  store 
retail  price/sale  price 


$39.99 


Source:  Tuesday  Morning. 


with  conveyors,  making  the  unloading  go 
66%  faster.  Marchetti  says  the  $10  million 
he  spent  on  the  automation  has  come 
back  fourfold. 

The  whole  concept  of  ten  annual 
openings  and  shutdowns  went  out  the 
window  in  favor  of  a  store  that  was  always 
open  but  peppered  its  calendar  with  ten 
promotional  bonanzas.  The  stores  now 
close  for  only  a  few  weeks  in  January  and 
luly.  Trucks  deliver  smaller  loads  to  the 
stores  44  times  a  year,  keeping  the  shelves 
constantly  restocked. 

Mason  also  got  rid  of  private  labels 
and  ordered  her  25  buyers  to  convince 
more  manufacturers  to  offload  their 
goods  to  Tuesday  Morning.  Aero  Prod- 
ucts International  sold  Tuesday  Morning 


its  inflatable  Deluxe  Airbeds  last  summer 
when  it  introduced  a  new  version.  Says  an 
Aero  spokeswoman:  "They  are  consid- 
ered a  closeout  retailer,  but  they  have  a 
good  reputation  in  the  market,  so  they 
don't  hurt  the  brand."  General  Merchan- 
dise Manager  Ross  Manning  bought  out 
$300,000  in  holiday  apparel  the  first  time 
he  visited  a  Manhattan  clothingmaker 
last  fall.  The  togs  sold  so  well  that  he 
bought  all  the  brand's  spring  extras,  too. 
As  sales  rose  and  the  gross  margin 
grew  to  38%  from  34%,  Mason 
was  able  to  pay  off  the  entire 
debt.  Return  on  assets  has  gone 
to  21%  in  2004,  from  11%  in 
2000. 

The  next  step  is  to  move 
Tuesday  Morning  from  a  niche 
store  to  a  national  name.  Mason 
hired  Lauren  Bacall  for  a  broad- 
cast television  campaign,  a  first 
for  the  company.  She  also  started 
blasting  a  million  shoppers  with 
an  e-mail  a  week  before  each 
sale,  in  addition  to  the  circular 
she  mails  ten  times  a  year  to 
7  million  customers. 

Better  real  estate  has  helped, 
too.  The  Rockville  store,  for 
instance,  moved  in  February 
from  the  dingy  downtown  to  a 
gabled  strip  mall  on  busy 
Rockville  Pike.  Tuesday  Morn- 
ing signs  flexible  leases  that 
allow  easy  outs,  and  targets  out- 
of-the-way  stores  near  upscale 
towns.  By  avoiding  fancy  shopping  cen- 
ters, Tuesday  Morning  can  open  a  new 
store  for  $100,000,  less  than  half  of  what 
specialty  stores  pay,  says  analyst  Reed 
Anderson  of  Friedman,  Billings,  Ramsey. 

As  she  courts  younger  customers, 
Mason  has  to  fight  not  to  alienate  their 
mothers.  In  April  the  Rockville  store  dis- 
played a  dozen  white  leather  handbags 
by  the  hip  designer  Carlos  Falchi.  A 
small  Falchi  purse  was  selling  at  the  bar 
gain  price  of  $99.  But,  having  sat  in  the 
store  since  the  previous  month,  the 
Italian-made  bags  were  either  too  pricey 
or  too  hip.  Store  employee  Rossanai 
Hilario  thought  they  probably  wouldn't 
budge  until  after  another  few  months  oi 
markdowns.  F 
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criminal  justice 


Lock  'Em  Up 

The  New  York  Times  can't  quite  grasp  the 
concept,  but  there's  a  stunningly  simple 
explanation  for  the  huge  drop  in  crime  rates: 
The  villains  are  behind  bars  |  By  Dan  Seligman 


A BIG  STORY,  INADEQUATELY  MEMO- 
rialized  by  the  media,  is  that  crime  in 
America  has  become  a  much  small- 
er story.  Crime  rates  have  declined  by  a 
third  since  the  early  1990s.  Violent 
crimes — defined  by  the  U.S.  Justice  Depart- 
ment as  homicide,  rape,  rob- 
bery and  assault — are  down  by 
some  60%  since  1993. 

Counterintuitive   as  it 
might  seem,  this  happy  result 
came  about  via  a  massive  gov- 
ernment social  program.  The 
program  did  not  promote  job 
training  or  administer  therapy 
to  thugs.  Instead  it  consisted 
of  putting  them  behind  bars.  Today's  jail 
and  prison  population  of  2.1  million  is 
53%  above  the  1993  number  and  roughly 
triple  the  1984  number. 

The  connection  of  incarceration  to 
crime  rates  is  hard  to  ignore.  The  number 
of  Americans  in  prison  during  1984-2003 
correlates  -0.71  with  the  number  of  vio- 
lent crimes  in  the  country.  That  powerful 
negative  coefficient  says  that  increases  in 


the  prison  population  go  hand  in  hand 
with  declines  in  crimes  committed. 

Heavier  rates  of  imprisonment  are  not, 
of  course,  the  only  reason  for  crime's  de- 
cline. If  you  square  that  -0.71,  you  get  0.5, 
a  figure — the  so-called  coefficient  of  deter- 
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University  of  Chicago  economist  Steven 
Levitt  (in  a  new  book  called  Freakonom- 
ics),  reflects  the  thought  that  the  millions 
of  children  unborn  in  the  wake  of  Roe  v. 
Wade  were  disproportionately  at  risk  for 
delinquency  and  crime.  Levitt  believes  that 
abortion  is  almost  as  important  as  impris- 
onment in  explaining  the  decline  in  crime. 

Why  do  we  have  prisons?  The  princi- 
pal rationales  advanced  over  the  years  are 
three:  to  deter  crime,  to  reform  criminals 
and  to  keep  them  off  the  streets.  As  evi- 
denced by  dismaying  rates  of  recidivism, 
the  first  two  rationales  look  very  wobbly 
these  days.  In  2002  the  Justice  Department's 
statistical  bureau  published  an  elaborate 
study  of  272,000  prisoners  released  in  1994 

elKSrtuJJorkEiracs 

Week  inReview 


Punitive  Damages 

Crime  Keeps  On 


Falling,  but  Prisons  Keer. 


mination — that  measures  the  extent  to 
which  imprisonment  explains  the  lower 
crime  rates.  In  other  words,  it  accounts  for 
half  the  decline  in  violent  crime.  What  might 
explain  the  other  half?  Among  the  many 
other  entries  that  get  talked  about  are  more 
police,  more  sophisticated  policing  tech- 
niques, less  crack  cocaine  on  the  streets  and 
abortion.  That  last  entry,  an  intriguing  but 
controversial  late  starter  put  forward  by 


Slammer  Logic 


As  more  bad  guys  are  put  behind  bars— roughly  triple  the  number  in  1984— the 
number  of  violent  crimes  has  dropped  dramatically:  a  connection  hard  to  ignore. 
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Total  prisoners 


and  found  that  within  three  years  two 
thirds  of  them  had  been  rearrested  for  seri 
ous  offenses.  The  bureau  has  no  estimates 
of  the  perps  who  returned  to  crime  but 
weren't  caught. 

But  the  third  rationale  looks  to  be 
rock  solid.  The  so-called  incapacitation 
effect — keeping  those  characters  off  the 
streets — undeniably  prevents  crime.  Here 
again  the  272,000  sample  is  illuminating 
The  criminals'  average  sentence  was  five 
years,  and  their  average  time  served  20 
months.  In  effect,  then,  the  three-year  survey 
period  is  roughly  equivalent  to  the  addi- 
tional time  they  would  have  done,  barring 
parole.  But  during  diose  three  years,  and  as 
a  result  of  parole,  the  group  triggered  nearly 
740,000  arrests  (on  top  of  the  4.1  million 
they  had  chalked  up  earlier  in  their  careers) 

And,  of  course,  the  number  of  arrests 
is  far  lower  than  the  number  of  crimes. 
The  ratio  between  the  two  figures  is 
uncertain,  and  varies  by  type  of  crime,  but 
analysts  who  have  tried  to  quantify  the 
effects  of  getting  an  individual  villain  off 
the  street  have  generally  come  away  with 
estimates  ranging  from  12  to  21  crimes 
per  year.  Applying  a  figure  of,  say,  15  per 
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year  to  the  roughly  1.4  million  increase  in 
the  prison  population  since  1984,  you  get 
21  million  crimes  prevented  each  year. 

It  must  be  acknowledged  that  many 
observers,  notably  including  the  New  York 
Times,  are  withholding  their  applause  for 
the  higher  imprisonment  rates.  The  alter- 
native perspective  begins  by  reminding  us 
that  correlation  is  not  causation  and  holds 
that  the  root  cause  of  crime-rate  fluctua- 
tions remains  mysterious.  Prisoner  advo- 
cacy groups,  e.g.,  the  Sentencing  Project, 
argue  that  draconian  antidrug  laws  have  led 
to  the  mindless  incarceration  of  nonviolent 
offenders.  This  is  also  the  view  of  the  Times. 
Obviously  oblivious  to  the  logic  of  the  in- 
capacitation effect,  the  adjacent  headlines 
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implicidy  argue  that  we  should  be  releasing 
prisoners  because  crime  rates  are  declining. 
This  view  was  elaborated  in  an  Aug.  1 , 2003 
editorial  bemoaning  the  fact  that  our  in- 
carceration rates  are  five  to  ten  times  those 
of  other  industrialized  countries.  Last  sum- 
mer the  paper's  magazine  section  ran  an 
article  denouncing  prison  as  "barbarous" 
t* !  and  applauding  the  new  deal  for  criminals 
in  Finland,  where  the  inmates  are  treated  as 
"clients,"  live  in  dormitory-style  rooms,  get 
lots  of  home  leave  and  call  guards  by  their 
[Ttl  first  names.  The  brain  totters  at  the  image  of 
<  Finnish  guards  tr/ing  to  make  nice  on  New 
:  fork  City's  Poker's  Island. 

The  only  part  of  this  argument  that 
;  -  makes  sense  is  the  assertion  that  our  "three 
| ,  .strikes  and  you're  out"  laws  and  drug  laws 
t  -  ire  putting  away  a  certain  number  of  rela- 
-    ively  harmless  folks.  But  the  magnitude  of 
his  problem  has  been  wildly  overstated, 
j  The  "nonviolent"  prison  population  is 
,   indeed  sizable,  but  it  isn't  harmless.  Last 
,    'ear  the  Justice  Department's  statistical 
,„  |  imreau  turned  in  a  group  portrait  of 
j  nmates  who  were  about  to  be  released 
ifter  serving  time  for  nonviolent  offenses. 
.  The  data  tell  us  that  95%  had  an  arrest  his- 
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tory  before  the  arrest  that  led  to  their  cur- 
rent imprisonment.  On  average  they  had 
9.3  prior  arrests  and  about  a  third  of  these 
had  been  for  violent  crimes.  The  fact  is 
that  a  sizable  proportion  of  criminals  sen- 
tenced for  nonviolent  offenses  like  buying 
dope  is,  in  fact,  chronically  violent. 

Several  weeks  ago  Charles  Murray 
wrote  an  article  for  the  London  Times  on 
the  United  Kingdom's  growing  criminal 
underclass.  The  U.K.  is,  it  happens,  one  of 


the  European  countries  with  incarceration 
rates  far  lower  than  America's.  England 
and  Wales  combined  have  a  prison  popu- 
lation of  around  75,000  and  a  crime  prob- 
lem widely  identified  as  out  of  control.  Cit- 
ing the  American  experience,  Murray 
suggested  that  the  British  could  substan- 
tially reduce  crime  if  they  were  willing  to 
go  to  an  inmate  level  of  around  250,000. 
Maybe,  if  enough  Brits  get  mugged  in 
coming  years,  they  would  be  willing.  F 
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he  numbers  are  staggering.  Federal  analysts  predict  that  total  U. 
electricity  consumption  will  climb  to  5,467  billion  kilowatt-hours 
2025  —  up  50%  from  2003.  To  meet  this  demand,  Department 
Energy  (DOE)  experts  say  281,000  megawatts  of  new  generating  capaci 
are  needed. 


This  means  we  need  to  build  one  750  MW  power  plant  (a  megawatt,  or  l,0C 
awatts,  is  seen  as  being  enough  to  power  1,000  homes)  every  2.75  wee 
for  the  next  20  years.  So  where  will  this  power  come  from? 
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SOUTHERN 
COMPANY 


President  and  CEO 


With  more  than  4  million  cus- 
tomers and  nearly  39,000  MW 
of  generating  capacity,  Atlanta- 
based  Southern  Company  is 
the  premier  super-regional  ener- 
gy company  in  the  Southeast 
and  a  leading  U.S.  producer  of 
electricity. 

"We  take  our  environmental 
responsibility  seriously,"  says 
David  Ratcliffe,  Southern  Com- 
pany's chairman,  president  and 
CEO.  "We've  spent  $2  billion  to 
reduce  emissions  and  have 
recently  committed  to  spending 
at  least  $6  billion  over  the 
next  decade  to  add  additional 
environmental  controls  for  fur- 
ther emissions  reductions." 

In  addition  to  minimizing  the 
company's  impact  on  the  environ- 
ment, Southern  Company's  lead- 
ership in  developing  clean  coal 
technology  has  led  to  an  opportu- 
nity to  build  a  coal  gasification 
demonstration  plant  that  will  be 
co-funded  by  the  U.S.  Department 
of  Energy. The  plant  will  showcase 
the  cleanest,  most  efficient  coal- 
fired  power  technology  in  the 
world.  Also,  in  partnership  with 
the  U.S.  Department  of  Energy, 
Southern  Company  is  testing  an 
advanced  mercury  control  tech- 
nology, as  well  as  building  the 
nation's  first  mercury  control  tech- 
nology research  center. 

For  more  information  about 
Southern  Company,  visit: 
www.  southerncompany.  com. 

SOUTHERN  mL 
COMPANY 
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Advertisement  3 

Natural  gas  is  a  logical  answer,  since 
more  than  90%  of  the  power  plants  built 
in  the  U.S.  during  the  past  1 0  years  have 
been  gas-fired.  But  most  of  those  plants 
were  not  large,  baseload  plants,  and  the 
two-year-long  run-up  in  natural  gas  prices 
and  mounting  supply  concerns  are 
prompting  electric  utility  executives  and 
state  regulators  to  search  for  alternatives. 
Among  them  is  to  build  capacity  using 
advanced  nuclear  designs,  and  several  com- 
panies are  exploring  that  avenue.  Another 
is  to  employ  the  nation's  most  plentiful 
fossil  fuel,  a  fuel  that  can  be  used  in 
increasingly  clean  ways:  coal. 

Clean  Technologies 

Coal  is  not  sexy,  but  it  has  quite  a  story 
to  tell.  For  starters,  coal  generates  more  dian 
50%  of  the  electricity  used  annually  in  the 
U.S.  Further,  emissions  of  sulfur  dioxide, 
nitrogen  oxides  and  particulates  have 
dropped  40%  in  the  past  25  years,  even 
while  coal  consumption  has  climbed  75%. 

By  2025,  industry  executives  predict  that 
new  coal-fired  plants  will  be  able  to 
take  advantage  of  new  technologies  that 
will  drastically  reduce  emissions.  Right 
now,  the  Energy  Department  is  spending 
$  1  billion  to  develop  a  zero-emissions  coal- 
fired  power  plant. 

Getting  to  that  clean  future  will  depend 
on  fostering  such  advanced  technologies. 
One  important  step  will  be  the  commer- 
cialization of  a  century-old  concept  —  coal 
gasification.  Used  in  the  1800s  to  produce 
gas  for  streetlights,  coal  gasification,  now 
integrated  with  two  power-producing 
turbines,  is  the  centerpiece  of  DOE  s  zero- 
emissions  initiative. 

Already,  two  integrated  gasification  com- 
bined cycle  (IGCC)  units  are  in  operation 
in  the  U.S.:  Teco  Energy's  Polk  station  and 
Cinergy's  Wabash  River  facili- 
ty. The  plants  have  performed 
admirably  while  facing  a 
number  of  hurdles  common 
for  first-of-a-kind  technology. 
One  such  hurdle,  say  Teco 
officials,  was  the  difficulty  the 
company  had  integrating 
technologies  from  disparate 
vendors  when  it  built  the  facility. 

Michael  Morris,  chief  exec- 
utive officer  of  Columbus, 
Ohio-based  American  Electric 


Power  (AEP),  echoes  this  concern.  In  the| 
past,  vendors  sold  you  the  parts,  gave  yoq 
the  instructions  and  disappeared,  he  says 
But  General  Electric  "changed  the  dynam-i 
ics  of  the  market"  last  year  when  it  bough| 
ChevronTexaco's  gasification  technology 
and  partnered  with  Bechtel  to  offer  a  stanJ 
dardized  IGCC  plant. 

Indicative  of  this  change,  AEP  recentl]| 
filed  a  plan  seeking  Ohio  approval  td 
build  up  to  1,200  MW  of  IGCC  capacity 
Although  more  expensive  than  conven 
tional  coal  plants,  Morris  says  thi 
investment  is  justified  given  IGCC] 
superior  environmental  performance. 

Another  player  in  the  burgeonin 
IGCC  field  is  Atlanta-based  Souther) 
Company,  which  last  year  received  $23! 
million  in  federal  funding  to  build  a  28; 
MW  gasification  facility.  Southern's  pro 
ject  will  demonstrate  an  advanced  gasi 
fier  that  could  reduce  the  capital  costs  d 
an  IGCC  plant  by  up  to  20%  —  greaj 
ly  improving  the  technology's  relativl 
economics. 

Cinergy,  with  the  GE-Bechtel  team 
intends  to  build  another  IGCC  plant  - 
Cinergy  chairman,  president  and  chii 
executive  officer  Jim  Rogers  has  been  a  pr< 
ponent  and  a  pioneer  of  the  technology. 

IGCC  is  not  the  only  option  for  ne 
coal  plants.  Circulating  fluidized  bed  ted! 
nology,  for  example,  can  meet  current  fe<| 
eral  emissions  standards. 

Also,  Wisconsin  Electric  Power  is 
the  process  of  building  two  supercritic 
pulverized  coal  plants  with  state-of-th 
art  emissions  controls.  (Peabody  Co 
has  plans  for  three  plants  using  the  san 
technology.)  Although  being  challengs 
in  court,  Wisconsin  Electric  Powe: 
expansion  plan  is  illuminating  becaul 
of  the  backing  offered  by  state  regulatoi 
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Ensuring  a  cleaner  energy  future. 


Protecting  the  environment  while  ensuring  our  current  and 
future  energy  needs  is  a  challenge  American  Electric  Power  is 
facing  squarely.  In  addition  to  spending  $3.7  billion  on  environ- 
mental improvements  at  our  existing  coal-fired  plants,  AEP  will 
build  the  world's  largest  Integrated  Gasification  Combined  Cycle 
plant.  This  pioneering  step  will  keep  coal  -  America's  most 
abundant  energy  source  -  as  a  viable  energy  option 
while  significantly  reducing  emissions.  AEP  is  committed  to 
introducing  technologies  that  allow  coal  to  be  used  with  less 
environmental  impact.  When  it  comes  to  finding  cleaner,  more 
efficient  ways  to  generate  the  power  we  all  rely  on,  AEP  is 
there,  always  working  for  you. 
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President  and  CEO 


American  Electric  Power,  based 
in  Columbus,  Ohio,  is  one  of  the 
largest  electric  utilities  in  the 
United  States  with  more  than 
5  million  customers  in  11  Mid- 
west, Middle  Atlantic  and  South- 
west states.  AEP  is  also  the 
largest  generator  of  low-cost  elec- 
tricity in  the  U.S.  with  more  than 
36,000  megawatts  of  generating 
capacity. 

A  pioneer  in  the  industry,  AEP 
completed  the  nation's  first  major 
mine-mouth  power  plant  in 
1917,  the  first  long-distance 
high-voltage  transmission  line, 
the  first  generating  unit  to 
operate  with  steam  above  the 
supercritical-pressure  level  and 
developed  the  world's  largest 
coal-fired  generating  units. 

AEP  is  leading  again  through 
its  commitment  to  build  the 
first  commercial-scale  Integrated 
Gasification  Combined  Cycle 
clean-coal  plant  in  the  United 
States.  This  plant  will  culminate 
more  than  a  decade  of  working  to 
push  clean-coal  generation  from 
theory  to  commercial  viability 
and  keep  coal  as  a  vital  energy 
option  while  improving  its  envi- 
ronmental performance. 

For  more  information  about 
AEP  visit  www.aep.com. 
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A  Push  From  the  States 

In  a  2003  order,  the  Wisconsin 
commission  wrote:  "[C]oal-fired 
generation  provides  the  most  cost- 
effective,  prudent  and  practical 
means  of  meeting  Wepco's  baseload 
capacity  needs  over  the  next  decade 
....  [T]he  evidence  also  demonstrates 
that  total  air  emissions  will  decrease 
substantially  from  current  levels 

Ohio  regulators  have  voiced  similar  sup- 
port for  coal-based  generation.  In 
a  case  involving  an  AEP  subsidiary,  die  com- 
mission wrote:  "[W]e  urge  AEP  to  move 
forward  with  a  plan  to  construct  an  inte- 
grated gasification  combined  cycle 
facility  in  Ohio 

Natural  gas  is  a  necessary  part  of  the 
overall  electricity  generation  portfolio. 
But  even  with  the  preponderance  of  new 
gas-fired  plant  construction,  utilities  in 
general  don't  rely  on  a  single  fuel.  One 
reason  is  to  avoid  supply  constraints,  what- 
ever the  fuel.  And  in  the  case  of  natural  gas, 
utilities  and  policymakers  are  concerned 
whether  the  investments  and  regulatory 
approvals  needed  to  make  those  supplies 
available  will  be  forthcoming. 

Quin  Shea,  executive  director  for  envi- 
ronment at  Edison  Electric  Institute,  the 
association  of  shareholder-owned  electric 
companies,  points  out  that  there  are  few 
such  supply  concerns  regarding  coal  —  the 
U.S.  has  250  years'  worth  at  current  con- 
sumption rates. 

Potential  Roadblocks 

Despite  the  major  improvements  in  coal's 
environmental  performance,  emissions  reg- 
ulations remain  a  stumbling  block.  The 
industry  has  been  lobbying  for  a  multi-pol- 
lutant legislative  approach,  saying  this  would 
reduce  emissions  faster,  more  cheaply  and 
with  greater  certainty  than  regulation. 

As  Congress  debates  multi-emissions  leg- 
islation, the  Environmental  Protection 
Agency  (EPA)  has  moved  ahead  with  its 
linked  Clean  Air  Interstate  and  Mercury 
rules.  By  2015,  the  clean  air  rule  will  cut 
annual  S02  and  NOx  emissions  by  5.4 
million  and  1.9  million  tons,  respectively. 
The  mercury  rule  requires  a  70%  reduc- 
tion by  2018.  While  these  rules  track 
pending  legislation,  they  do  not  provide 
the  certainty  utility  executives  want. 

"There  is  an  uncertainty  as  to  future  reg- 


ulations," says  Cinergy's  Rogers.  "It  is 
very  real  concern." 

Chief  executives  considering  billion] 
dollar  generation  investments  want  mor| 
certainty  than  new  EPA  rules.  Further,  thi 
rules  are  not  likely  to  end  the  time-conl 
suming  and  costly  litigation  that  ha 
plagued  past  rule  makings,  nor  will  thq 
address  differences  in  individual  state: 
implementation  efforts. 

Another  area  of  concern  is  the  tensio 
between  state  and  federal  regulators,  give 
the  split  nature  of  today's  electric  utili 
industry.  This  tension  has  been  panic 
ly  apparent  over  plans  by  utilities  to  buy  ( 
build  new  power  plants.  The  states,  whic 
oversee  the  companies'  regulated  oper; 
tions,  often  see  building  baseload  plants 
the  most  reliable  and  economic  way  t 
ensure  that  customers  have  the  power  th 
need.  The  Federal  Energy  Regulatoi 
Commission,  which  oversees  the  compel) 
five  portion  of  the  industry,  has  warned  thj 
capacity  additions  could  create  undii 
market  power,  the  remedy  for  which  wou) 
be  to  disallow  a  company's  ability  to  sa 
power  at  market  rates. 

There  is  no  doubt  that  the  U.S.  nee^ 
new  capacity:  The  economy  continues 
grow  and,  increasingly,  to  rely  on  stabl 
electricity  supplies  to  fuel  that  growth.  Ne 
and  improved  coal-fired  technologies  ai 
ready  to  meet  these  needs.  The  key  nowl 
to  ensure  that  the  regulatory  and  legislati 
environments  provide  the  stability  requin 
for  these  technologies  to  gain  broad  cor 
mercial  acceptance. 
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novation  in  America's  economy  is  illuminated  by  electricity.  And  electricity  will  continue  to  power  America's 
pwth  for  years  to  come.  In  fact,  by  2025,  electricity  demand  is  expected  to  grow  by  50%. 

(fareholder-owned  electric  companies  are  doing  their  part  to  help  expand  the  economy.  Our  power  plants, 
I  nsmission  lines  and  distribution  systems  bring  energy  to  America's  homes  and  businesses,  and  at  the  same  time, 
h  technologies  are  helping  us  make  the  air  cleaner. 

an  industry,  we  are  committed  to  innovation,  serving  the  public  interest  and  maximizing  shareholder  wealth. 
12  believe  in  the  future  of  America,  and  the  future  of  America's  electric  power  industry. 


America's  Shareholder-Owned  Electric  Companies 


Real  Assets.  Real  Service.  Real  Growth. 


EDISON  ELECTRIC  ^o  LEARN  more,  visit  Edison  Electric  Institute's 
INSTITUTE  web  site  at  www.eei.org  ©2005 
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Low  profile:  U.K. -based  Smiths 
Group  produces  advanced 
aircraft  components  in  Michigan. 


Buy  American 

Under-the-radar  Smiths  Group,  with  its  precious  British  pounds,  is  cutting 
itself  a  larger  slice  of  the  U.S.  defense  pie  j  By  Matthew  Swibel 


SMITHS  GROUP  PLC.  OF  LONDON 
doesn't  build  bombs;  its 
machines  detect  them.  Smiths 
doesn't  manufacture  expensive 
engines  for  jumbo  jets;  it  sells 
the  less  visible  (and  generally  more  prof- 
itable) landing  gear.  Its  largest  business 
unit's  U.S.  headquarters  isn't  among  the 
defense  firms  that  encircle  Arlington 
National  Cemetery  near  the  Pentagon, 
but  rather  is  650  miles  away  in  Grand 
Rapids,  Mich.,  where  it  bought  Lear 
Siegler  in  1987. 

In  all,  Smiths  has  a  low  profile  in  a 


business — defense  and  aerospace  con- 
tracting— that  tends  to  attract  the  big  and 
brassy.  Some  might  say  the  company's  last 
brush  with  prominence  was  a  century 
ago,  when  it  fitted  the  first  British 
speedometer  to  the  Mercedes  of  King 
Edward  VII.  As  Managing  Director  John 
Ferrie,  a  Scottish  engineer,  understates  it: 
"We're  not  the  most  recognized." 

That's  beginning  to  change.  In  the 
past  18  months  Smiths  spent  $1.4  billion 
on  eight  acquisitions  in  the  U.S. — five  of 
those  deals  adding  to  sales  in  the  arms 
and  homeland  security  markets.  The 


price  may  sound  a  bit  low  by  the  billion- 
dollar  standards  of  the  larger  players  in 
the  military-industrial  complex.  Bui 
there's  another  $1.4  billion  in  Smiths 
kitty,  and  few  doubt  it  will  go  to  more 
buys  on  U.S.  turf. 

Nearly  all  of  Europe's  leading 
defense  firms  are  pressing  for  more  U.Sil 
military  and  civil  business.  Italy': 
Augusta  Westland  scored  the  latest  con 
tracting  coup  along  with  Lockheed  Mar 
tin  when  the  Pentagon's  $1.5  billior 
award  was  denied  incumbent  Sikorsk; 
(parent:  United  Technologies)  of  Coni 
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uge  pitch  Thursday  and  a 
with  your  only  color  printer. 

east  pretend  it's  a  crisis.) 

it's  nice  to  know  you  can  count  on  CDW.  Our  account  managers  and 
answers  to  questions.  And  with  fast  shipping  and  access  to  the  industry's 
>e  sure  to  get  the  printing  solutions  you  need  when  you  need  them.  So 
low  we  make  it  happen.  Every  order,  every  call,  every  time. 


Smiths  Group 


necticut.  But  very  few  have  gobbled  up 
as  many  U.S.  companies  in  the  past  five 
years  as  spotlight-shy  Smiths.  Buoyed  by 
strong  sterling  and  motivated  by  a 
shrinking  U.K.  defense  purse,  Smiths  has 
closed  more  than  a  dozen  deals  since 
2000.  The  U.S.  now  contributes  57%  of 
the  firm's  revenues. 

Deficit-plagued  Washington's  check- 
book remains  open  to  mili- 
tary contractors.  Not  that 
this  means  easy  pickings: 
Foreign  ownership — either 
directly  or  through  a  U.S. 
subsidiary — means  scrutiny 
over  and  above  what  a 
purely  domestic  buyer  can 
expect.  A  U.S.  President  can 
use  the  threat  of  national 
security  as  a  reason  to  sus- 
pend or  prohibit  any  for- 
eign acquisition,  merger  or 
takeover  of  a  domestic 
defense  supplier. 

The  Department  of 
Defense  reviewed  53  such 
proposed  purchases  in  2004  and  called 
for  special  arrangements  in  40%  of  the 
deals  in  order  to  reduce  risks  to  national 
security.  "The  issue  can  add  several 
weeks  to  negotiations,"  says  R.  Jerry 
Grossman,  managing  director  of  aero- 
space and  defense  at  investment  bank 
Houlihan  Lokey  Howard  &  Zukin. 

After  deals  close,  the  paperwork 
doesn't  end.  Because  of 
strict  U.S.  rules  on  military 
exports  and  technology 
transfers — DOD  mostly 
fears  leakage  of  advanced 
systems  to  China  or  other  suspect  users — 
Smiths  must  run  a  gauntlet  of  administra- 
tive exercises  called  the  International  Traf- 
fic in  Arms  Regulations.  The  rules  govern 
the  release  of  unclassified  technology  and 
don't  include  exemptions,  even  for  friends 
who  marched  with  the  U.S.  in  Iraq. 

In  his  first  term  President  George  W. 
Bush — like  his  predecessor,  Bill  Clinton — 
sought  to  make  the  rules  less  onerous.  But 
he  has  changed  course.  "We  feel  the  bur- 
den of  the  rules,"  laments  Ferrie,  "every 
time  one  of  our  American  businesses 
innovates  and  wants  to  share  it  with 
counterparts  in  our  U.K.  businesses." 


Smiths  managing  director, 
John  Ferrie:  "We're  not 
the  most  recognized." 


Because  of  sloppy  recordkeeping  at 
the  Pentagon  and  inconsistent  reporting 
by  contractors,  no  one  knows  the  extent 
of  foreign  subcontractor  activities,  said  a 
2004  Government  Accountability  Office 
report.  However,  the  report  did  peg  a 
high-end  estimate  of  the  foreign  subs' 
work  at  $10  billion  in  2002,  up  from 
$2  billion  in  1990. 

Smiths  is  the  fourth- 
largest  supplier  by  content 
for  the  Northrop  Grumman 
X-47B,  a  combat  drone.  Its 
assignments  include  the 
vehicle-management  com- 
puter, remote  interface 
devices,  mission  computers, 
ground-based  data  link 
computer  and  electric  power 
generation  and  distribution. 

Smiths  also  has  a  front- 
row  seat  for  civil  aviation's 
highly  anticipated  show- 
down between  the  soon-to- 
launch  Airbus  A380  and  Boe- 
ing 787.  It  will  supply  to  both 
product  lines  a  combined  $4  billion  worth 
of  parts  over  the  life  of  the  contract, 
including  landing  gear,  cockpit  video- 
recording  system  and  flight  computers. 

Supplying  the  top  dogs  has  its  perks, 
says  Philip  Finnegan  of  the  Teal  Group,  a 
defense  consultancy  in  Arlington,  Va. 
Generally  subcontractors  like  Smiths 
earn  better  profit  margins  than  primes 


sel  for  North  America:  "I  think  we're 
26th  according  to  aerospace  sales,  and 
not  many  people  generally  think  of  us." 

But  Ferrie,  with  a  doctorate  in  engi- 
neering, has  left  plenty  of  U.S.  foot- 
prints. He  joined  Smiths  in  2000  after 
35  years  at  Rolls-Royce,  including  a  long 
run  overseeing  operations  of  an  aircraft 
engine  plant  in  Indianapolis. 

Ferrie's  habit  of  improving  the  effi- 
ciency of  Rolls'  shop  floors — under  his 
watch  he  minimized  the  number  of 
steps  employees  needed  to  take  to 
perform  manufacturing  tasks  by 
reconfiguring  machines  and  the 
spacing  between  them — underscores  his 
distaste  for  waste.  One  of  his  first 
moves  at  Smiths  was  shedding  $2  bil- 
lion in  noncore  assets. 

Since  then  he's  been  remaking  the 
company  with  his  acquisitions,  part  of 
a  larger  phenomenon  of  consolidation 
among  domestic  defense  companies. 
Last  year  witnessed  around  280  buyouts 
of  U.S.  defense  firms,  according  to 
Houlihan  Lokey.  Growing  through 
acquisitions  is  becoming  an  expensive 
sport,  and  carrying  too  high  a  profile  I 
can  prompt  a  target  to  drive  up  an 
asking  price,  says  investment  banker  | 
Grossman. 

But  even  at  relative  bargain  prices, 
American  purchases  like  the  ones  Smiths  ! 
has  made  carry  not  just  regulatory  risk: 
further  dollar  devaluation  would  hit| 


Foreign  ownership  means  scrutiny  over  and 
above  what  a  purely  domestic  buyer  can  expect. 


in  the  aircraft  business,  he  says.  As  a  sub, 
Smiths  can  avoid  the  temptation  of  ver- 
tically integrating — a  practice  that,  by 
creating  captive  suppliers,  has  distorted 
costs  for  prime  aerospace  and  defense 
contractors. 

Still,  that  can  lead  to  relative 
anonymity  compared  with  foreign- 
rooted  prime,  or  lead,  military  contrac- 
tors such  as  BAE  of  Britain  or  France's 
Thales.  Smiths  was  left  off  a  recent  rank- 
ing of  the  25  largest  U.S.  defense  con- 
tractors. Not  that  the  folks  at  Smiths 
took  this  personally.  Says  David  Kuck- 
elman,  vice  president  and  general  coun- 


repatriated  profits.  The  decline  in  the  dol- 
lar last  year  had  the  effect  of  trimming 
Smith's  pound-measured  revenue  anc 
profit.  Still,  measured  in  today's  cheap 
dollars,  Smiths  netted  $388  million  or 
revenue  of  $5  billion. 

So  far  investors  have  shrugged  off  sucr 
anxieties,  sending  the  stock  up  31%  frorr 
the  end  of  2003,  to  a  recent  $16.45.  Thai 
comes  to  21  times  trailing  earnings. 

If  spending  on  arms  and  security  con 
tinues  to  rise  elsewhere  as  fast  as  it  has  ii 
the  U.S.,  from  John  Ferrie's  perspective  i 
may  not  matter  so  much  what  currenc 
trouble  that  causes. 
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:  takes  hard  work  to  build  your  wealth, 
/hich  is  the  same  way  we  manage  it. 

1've  done  what  it  takes  to  accomplish  financial  success.  So  while  you  enjoy  what  you've  earned,  we 
ke  sure  it  is  managed  and  protected  for  generations.  Any  financial  advisor  can  oversee  a  portfolio,  but 
>unTrust  we  take  a  more  comprehensive  approach  to  wealth  management.  We  always  factor  you  and 
lr  family's  aspirations  into  every  decision.  We  evaluate  your  current  investment  strategies  and  make 
e  your  retirement  and  the  transition  of  your  business  or  personal  wealth  happen  as  you  envision.  At 
1  Trust,  we're  always  looking  beyond  the  obvious  to  get  to  the  answers  people  deserve.  To  see  how, 
t  suntrust.com  or  call  us  at  800.526.1177. 


\  Seeing  beyond  money. 

HHBHHHHHHHHHHHHHHHHHHH 


Securities  and  Insurance  products  and  services 

Are  not  FDIC  or  any  other  government  agency  insured 

Are  not  Bank  Guaranteed 

May  Lose  Value 

Private  Wealth  Management  is  a  marketing  name  used  by  SunTrust  Banks,  Inc.,  and  the  following  affiliates.  Banking  and  trust  products  and  services  are  provided  by  SunTrust  Bank,  a 
of  the  FDIC.  Securities,  insurance  and  other  investment  products  and  services  are  offered  by  or  through  SunTrust  Securities,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NASD  and 
I  SunTrust  Capital  Markets,  Inc.,  a  registered  broker/dealer  and  a  member  of  the  NYSE,  NASD,  and  SIPC.  SunTrust  Robinson  Humphrey SM  is  a  service  mark  of  SunTrust  Capital  Markets,  Inc. 
•nt  advisory  products  and  services  are  offered  by  or  through  Trusco  Capital  Management,  Inc.,  and  Asset  Management  Advisors,  Inc.,  L.L.C.,  investment  advisors  registered  with  the  SEC. 
>unTrust  Banks,  Inc.  SunTrust  is  a  federally  registered  service  mark  of  SunTrust  Banks,  Inc. 


Looking  Forward  Virginia  Postrel 
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SOMETHING  ABOUT  BLOGS  MAKES  A  LOT  OF  RESPECTABLE 
journalists  hyperventilate.  News  pros  seem  terribly 
threatened  by  online  amateurs.  Blogging  is  a  "solipsistic, 
self-aggrandizing,  journalist-wannabe  genre,"  writes 
David  Shaw  in  the  Los  Angeles  Times.  Shaw,  who  won  a 
Pulitzer  Prize  in  1991  for  his  media  criticism,  declares  that  bloggers 
are  "practitioners  of  what  is  at  best  pseudo-journalism"  and  that 
"many  bloggers — not  all,  perhaps  not  even  most — don't  seem  to 
worry  much  about  being  accurate."  (Emphasis  added.) 

Shaw  doesn't  follow  the  basic  journalistic  formula  of  backing 
up  a  generalization  with  names  and  quotes,  so  we  can't  be  sure 
who  he's  talking  about.  But  he  needs  to  do  more  reporting.  Gen- 
eralizing about  blogs  is  like  generalizing  about  books.  A  blog  is 
simply  a  Web  page  whose  author  adds  new  content,  or  posts, 
over  time.  Blogging  is  a  format,  not  a  genre. 

Blog  entries  can  be  short  or  long,  dashed  off  or  carefully 
composed,  highly  personal  or  abstractly  philosophical.  Some 
blogs  are  written  by  a  single  person,  some  by  a  group.  Some 
allow  readers  to  post  comments.  Others  don't.  Some  bloggers, 
including  me,  are  also  professional  journalists. 

There  are  blogs  devoted  to  knitting,  to  the  Boston  Red  Sox,  to 
biochemistry,  to  Macintosh  computers,  to  art  criticism,  to  movies, 
to  California  politics,  to  space  exploration,  to  dandyism — to  any 
subject,  in  other  words,  that  someone  somewhere  has  some 
interest  in.  About  the  only  thing  blogs  have  in  common  is  that 
their  posts  are  arranged  chronologically. 

As  Web-based  publications,  blogs  generally  link  to  the  sources 
they  cite,  including  other  blogs.  That  gives  the  blogosphere  the 
self-referential  quality  Shaw  finds  "solipsistic"  and  the  Project 
for  Excellence  in  Journalism  calls  "an  echo  chamber." 

But  all  that  linking  makes  public  the  conversations  and  con- 
nections that  have  always  informed  journalistic  discussions.  You 
can  follow  ideas  as  they  percolate  through  the  system  and  easily 
find  multiple  sides  of  any  debate. 

Linking  also  keeps  bloggers  honest.  If  Shaw's  article  were  a 
blog  entry,  readers  would  wonder  why  he  didn't  link  to  specific 

examples  of  the  evils  he  bemoans.  Other  blogs  would  ,  

demand  answers,  and  Shaw's  site  would  lose  credibility  if 
he  didn't  start  backing  his  assertions  with  hyperlinks. 


Newspaper-based  critics  like  Shaw  have  a  desiccated  notion 
of  their  own  profession.  Roam  a  newsstand  and  you'll  find  a  I 
journalistic  world  that  looks  a  lot  more  like  the  blogosphere 
than  the  LA.  Times  does.  From  Vogue  to  Sports  Illustrated  to  Cat  \ 
Fancy  to  Rolling  Stone  to  Military  History,  magazines  feature 
focused  interests,  strong  voices  and  passionate  attachments. 

Magazine  journalism  doesn't  confuse  accuracy  with  neutral- 
ity. Magazine  editors  know  they  have  to  appeal  to  readers'  enthu- 
siasms. They  can't  rely  on  habit  or  civic  duty.  (Neither,  of  course,  can 
newspapers,  but  the  critics  haven't  fully  accepted  that.)  To  a  mag- 
azine journalist,  bloggers'  idiosyncrasies  don't  seem  so  disreputable. 

Besides,  many  bloggers  are  what's  known  in  the  business  as  | 
"sources."  They  have  more  authority  than  mere  journalists. 

Some  are  economists,  technologists,  scientists  or  academic  ex- 
perts, like  U.C.LA.  law  professor  Eugene  Volokh.  Some,  like  Dal- 1 
las  Mavericks  owner  Mark  Cuban,  are  celebrities  who  want  to  voice1 
their  unfiltered  opinions.  Some  are  professionals,  from  industrial 
chemists  to  marketing  executives  to  graphic  designers,  who  write 
about  their  fields.  Source-bloggers  are  the  kinds  of  people  worka- 1 
day  journalists  interview  and  quote. 

Some  bloggers,  including  the  most  controversial,  are  political  I 
advocates.  But  they,  too,  are  essentially  sources.  Reading  blogs  is  I 
an  efficient  way  to  find  out  what  partisans  are  thinking;  you  get  a  I 
wider  source  selection  than  from  a  New  York  Times  Rolodex. 

Blogs  also  provide  firsthand  accounts  from  eyewitnesses:)! 
soldiers  in  Iraq,  South  Asians  organizing  tsunami  relief,  Iranian| 
and  Lebanese  citizens  seeking  reform,  American  expats  observ-< 
ing  anti-Japanese  demonstrations  in  China.  Newspapers  arflj 
closing  foreign  bureaus,  but  the  blogosphere  is  international. 

Former  blogger  Steven  den  Beste  made  the  distinction! 
between  "thinkers,"  who  post  primarily  their  own  thoughts,  andl 
"linkers,"  who  mosdy  direct  readers  to  other  sources.  If  thinkers| 
are  sources,  linkers  are  what  journalists  call  "editors." 

Readers  gravitate  to  these  sites  for  the  same  reason  peoplel 
have  favorite  magazines — because  they  share  the  editor's  interestsil 
sensibility  and  point  of  view.  That's  how  Glenn  Reynolds,  a  little- 
known  University  of  Tennessee  law  professor,  turned  Instapunij 
dit.com  into  a  destination  with  more  than  100,000  visitors  a  dayl 

In  the  intense  competition  for  attention,  bloggers  have  founcl 
new  ways  to  give  readers  value.  Journalists  should  be  asking  no| 
what  we  can  teach  them  but  what  they  can  teach  us. 


A  Blog  Sampler 


www.marginalrevolution.com  (economics) 
www.danieldrezner.com/blog  (international  relations  and  trade) 
www.2blowhards.com  (arts  and  culture) 
www.cultureby.com/trilogy/index.html  (anthropology  meets  economics) 
www.metacool.typepad.com  (design  and  marketing) 
www.shoeblogs.com  (Manolo  shoes,  fashion,  humor) 
www.volokh.com  (law) 


Forbes 


Virginia  Postrel's  most  recent  book  is  The  Substance  of  Style:  Hoi 
the  Rise  of  Aesthetic  Value  Is  Remaking  Commerce,  Culture,  an 
Consciousness.  Her  Web  site  is  www.dynamist.com. 
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The  essential  destination 
for  affluent  consumers 
looking  to  research  and  purchase 
a  new  luxury  vehicle. 


.  For  advertising  opportunities  contact:  RJ  Kirkland,  National  Sales  Director 
(310)  264-7041  sales@forbesautos.com 
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Makers&Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makors. 

Good  Chemistry 

Research  and  development  has  been  DuPont's  forte  since  it 
veered  away  from  gunpowder  following  World  War  [.  Today 
E.l.  dupont  OE  NEMOURS  (46,  dd),  the  number  three  U.S.  chemical 
producer  (behind  Dow  and  ExxonMobil),  has  just  been  through 
a  restructuring  aimed  at  letting  it  best  exploit  its  innovative 
strengths.  Chief  Executive  Charles  O.  Holliday  Jr.'s  strategy  is  to 
generate  33%  of  sales  from  new  products.  Now  he's  up  to  30%. 

There  are  flame-retardant  aramid  fibers,  which  the  company 
has  begun  making  for  mattresses,  and  puncture-resistant  Kevlar  for 
tires.  DuPont's  agriculture  business  plans  to  debut  19  soybean  va- 
rieties and  40  corn  hybrids  in  2005.  The  company  also  is  finding 
loads  of  new  uses  for  old  standbys.  One  example  is  Tyvek,  a 
50-year-old  material  that  protects  against  weather,  and  has  been 
used  on  houses.  More  recently  Tyvek  has  been  employed  for  every- 
thing from  billboards  to  frozen-food  labels.  Despite  higher  petro- 
chemical costs  DuPont  is  buoyed  by  good  global  demand  for  its 
products,  particularly  from  booming  India  and  China. 

That  gives  DuPont  a  wondrous  benefit:  pricing  power.  The 
company  has  hiked  prices  5%  recently.  Also  helping  is  a  work 
force  reduction,  a  debt  paydown  and  the  sale  last  year  of  its  old 
Invista  polyester  and  nylon  division  to  Koch  Industries. 


Already  the  results  are  bubbling  like  a  lab  beaker,  note 
Michael  D.  Blatt  of  Chemung  Canal  Trust.  Earnings  last  yea 
surged  43%  to  $2.4  billion  on  $27  billion  in  sales;  in  this  year' 
first  quarter  the  net  rose  45%  to  $967  million  on  $7.4  billion  i^ 
revenue.  The  company  is  raising  the  dividend  by  2  cents,  to  3 
cents,  in  the  second  quarter.  A  stock  buyback  may  occur,  too.  .Al 
26  times  trailing  earnings,  the  stock  isn't  cheap,  but  the  growtl 
outlook  justifies  it.  — Phyllis  Bermai 


Surefooted 


Uggs,  those  sheepskin  boots  that  became  a 
fad  in  the  last  two  winters,  are  due  to  be 
over,  right?  News  of  a  spike  in  first-quar- 
ter inventory,  up  157%  from  a  year 
earlier,  sent  Uggs 
maker's  stock  tum- 
bling in  mid-April. 
But  RBC  Capital  Mar- 
kets analyst  Monica 
Brisnehan  isn't  con- 
vinced that  Uggs 
(short  for  "ugly")  are 
over. 

DECKERS  OUTDOOR 

(23,  DECK)  was  merely 
being  cautious  as  it  ran  into  a  supply  prob- 
lem last  year,  she  says.  Besides,  Deckers  also 
has  a  strong  business  in  Teva  sandals.  Last 
year's  earnings  nearly  tripled  to  $25  mil- 
lion on  $215  million  in  sales,  up  77%.  The 
news  was  also  good  in  2005's  first  quarter: 
earnings  up  65%  to  $9  million,  sales  up 
45%  to  $64  million.  At  ten  times  trailing 
earnings,  Deckers  is  cheaper  than  rivals  like 
Timberland.  — Patricia  Huang 


Sound  Machine 

Fans  may  be  stealing  recorded  tunes 
over  the  Web,  but  there's  still  strong 
demand  for  what  makes  the  music.  Sell- 
ing guitars,  amps  and  drums  has  been  a 
booming  business  for  GUITAR  center  (50, 
GTRC),  the  145-outlet  chain  that  is  the 
nation's  largest  retailer  of  musical 
equipment. 

Same-store  sales  increased  5%  in  the 
first  quarter,  as  earnings  rose  34%  to  $16 
million  and  sales  13%  to  $396  million. 
For  all  of  last  year  profits  and  revenue 
expanded  at  a  similar  clip.  The 
price/earnings  ratio  is  not  bad,  at  18. 

Mitchell  Kaiser,  senior  research  ana- 
lyst at  Piper  Jaffray,  thinks  this  show  is 
just  getting  started.  The  company's  main 
national  competitor, 
Mars  Music,  liqui- 
dated in  2002.  Guitar 
Center  is  busily 
opening  more  stores, 
with  eight  launched 
in  the  last  quarter. 

— David  Serchuk 


Critical  Condition 

tenet  healthcare  (12,  THC)  has  convince* 
investors  it's  in  recovery.  Lately  the  scan 
dal-plagued  hospital  company  has  see 
the  stock  price  inch 
up  and  sold  $800 
million  in  high-yield 
bonds  in  an  oversub- 
scribed offering. 

But  skeptics  won- 
der if  Tenet  can 
remain  solvent  as  it 
piles  ever  more  debt 
on  a  diminishing  number  of  hospital 
William  Eddleman  of  Argus  Research  ca] 
culates  that  for  every  dollar  of  equity 
Tenet  has  $2.54  of  long-term  deli 
(excluding  lease  obligations).  Tenet  j 
down  to  69  hospitals  from  1 16  in  2001 
Revenue  fell  2.2%  last  year,  while  operal 
ing  costs  (not  including  noncash  items 
climbed  by  a  third.  Lawsuits  related  to  I 
Medicare  overbilling  are  still  pendinj 
Tenet  confesses  it  will  be  unprofitable  « 
2005,  as  it  was  last  year.  Short  it;  covi 
at  $10.      — Daniel  Fisher 
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MEXICO 


What  is  the  best  path  to 
Mexico's  long-term  success? 
We  invite  you  to  be  part  of 
the  solution. 


For  access  to  the  globe's  most  relevant  thinkers,  CEOs 
turn  to  Forbes,  the  leader  in  world  class  conferences. 


Announcing  the  First  Annual: 

Forbes  CEO  Forum  -  Mexico 
May  25,  2005 
Four  Seasons  Hotel 
Mexico  City 


KTURED  SPEAKERS  INCLUDE: 


lis  Excellency               Francisco  Gil  Diaz             Edmundo  Vallejo 
nte  Fox  Quesada       Secretary  of  Finance  and         President  &  CEO 
( iident  of  Mexico           Public  Credit,  Mexico          GE  Latin  America 

w 

Eduardo  Solorzano 
President  &  CEO, 
Wal-Mart  de  Mexico 

|attend  contact  Emily  Lord  at +1  212-367-2519  or  elord@forbes.com              M  jV^jVl-fc  *\ 

isponsor  contact  Kim  Harrell  at  +  212-367-2529  or  kharrell@forbes.com        A  Ul^^ 

www.forbesconferences.com 


Stocks  For 
Inflatophobes 

S TRICTLY  SPEAKING,  THE  MARCH  INFLATION  REPORT— 
the  Consumer  Price  Index  rose  0.6%  from  the  month 
before,  or  at  an  annual  rate  of  7.2% — was  an  impossi- 
bility. The  "bond  vigilantes"  could  not  have  permitted 
such  an  outrage.  Years  ago  Wall  Street  economists  pro- 
pounded the  theory  that  bondholders,  scorched  once  by  the 
great  inflation  of  the  1970s,  would  never  allow  themselves  to  be 
hurt  again.  At  the  first  sign  of  monetary  laxity  they  would 
scream:  "Bonds  away!"  So  selling,  they  would  push  up  market 
interest  rates  and  stop  the  nascent  inflation  cold.  But  now  look: 
Ten-year  Treasurys  yield  only  1.2  percentage  points  more  than 
the  3.1%  that  the  CPI  has  risen  in  the  past  12  months.  The  bond 
vigilantes  of  1985  have  become  the  bond  idolators  of  2005. 

What  do  these  bulls  have  to  say  for  themselves?  They  con- 
tend that  a  worrying  rate  of  inflation  is  impossible  with  so  much 
global  productive  capacity  in  place.  Wal-Mart,  China,  India,  the 
Internet  and  the  leveraged  state  of  American  finance  all  point,  in 
fact,  to  deflation.  Inflation  is  yesterday's  worry,  they  say.  Bonds 
are  the  safe  haven  of  the  millennium. 

I  say  they're  wrong.  If  monetary  policy  were  not  overstimu- 
lative,  the  greenback  would  probably  not  be  in  a  bear  market. 
Nor  would  the  measured  rate  of  inflation  be  creeping  up.  Nor 
would  the  unmeasured  rate — think  house  prices — be  leaping 
up,  as  well. 

But  why  be  dogmatic?  The  future  is  unfathomable,  forecasts 
are  errant,  and  macroeconomists  are  notably  scarce  on  The 
Forbes  400  roster.  What's  wanted  are  good  investments  that 
could  benefit  from  a  new  outbreak  of  inflation  yet  would  prob- 
ably do  well  even  without  one. 

Sasol  Ltd.  (24,  SSL)  is  South  Africa's  biggest  public  company 
and  a  global  leader  in  synthetic  fuels.  An  old-fashioned  indus- 
trial conglomerate,  its  shares  are  listed  on  the  Big  Board  as  an 
American  Depositary  Receipt.  Sasol  manufactures  and  mar- 
kets chemicals  in  Europe,  Asia  and  the  Americas.  It  produces 
crude  oil  in  Gabon,  refines  it  in  South  Africa  and  sells  it  through 
a  company-owned  chain  of  Sasol  and  Excel  outlets  and  service 
stations.  Sasol  trades  at  10.6  times  estimated  June  2006 
earnings,  which  do  not  include  the  benefits  of  gas-to-liquids 
projects  now  in  development  in  Qatar. 


Yes,  But  James  Grant 


Sasol  has  a  fair  number  of  moving  parts.  Among  them  is  the 
U.S.  dollar-South  African  rand  exchange  rate;  the  appreciating 
rand  (12  to  the  dollar  three  years  ago,  6  to  the  dollar  now)  i^ 
bad  for  earnings.  Still,  the  essence  of  the  situation  is  simple 
Sasol  makes  money  when  commodity  prices,  especially  energy 
prices,  go  up. 

Leigh  Goehring,  manager  of  the  Jennison  Natura 
Resources  Fund,  is  a  Sasol  bull,  and,  not  surprisingly,  a  com 
modify  bull.  He  expects  the  CPI  to  rally  and  has  invested 
accordingly:  Oil  and  gas,  oil  and  gas  services  and  mining  sharej 
make  up  85%  of  his  portfolio. 

Do  you  hate  cigarettes?  Good.  So  do  some  of  the  mos' 
ardent  bulls  on  British  American  Tobacco  (37,  BTl),  an  Amex-listed 
ADR.  Quoted  at  12  times  forecast  earnings,  the  company  sella 
300  brands  of  smokes  in  180  markets  worldwide.  David  Win 
ters,  who  oversees  the  management  of  $37  billion  at  Franklir 

Mutual  Advisers,  a  wholl 
owned  subsidiary  of  Franklir 
Resources,  owns  the  stock  an( 
swears  by  it.  Note  the  won 
"British":  a  reminder  that  the 
company  is  outside  the  forci 
field  of  U.S.  litigation  risk,  h» 
observes.  It  has,  in  addition) 
the  thing  called  "pricin 
power,"  a  valuable  attribut 
when  costs  are  rising. 

And  Winters — who,  lik< 
Goehring,  is  convinced  tha 
the  official  government  infla 
tion  data  significantly  under 
state  the  true  rate  of  pric 


The  CPI  is  way 
understated. 
Amid  today's 
monetary  laxity, 
oil,  tobacco  and 
gold  shares 
from  overseas 
will  serve  you 
quite  well. 


increases  in  the  U.S. — ha 
another  idea  for  the  inflation-wary.  It's  Anglo  American  pli 
(23,  AAUK),  a  big,  complex,  South  Africa-based  mining  an« 
industrial  outfit.  Anglo  American  produces  gold,  platinum 
diamonds,  base  metals,  coal,  paper  and  packaging,  industria 
materials  and  ferrous  metals.  "You  have  a  company  when 
you  have  big  barriers  to  entry;  they  generate  lots  of  free  casl 
flow;  it's  well  run.  They  bought  copper  at  the  bottom  of  th 
cycle.  They  aren't  doing  deals  now,  when  everyone  else  i 
doing  them,"  says  Winters.  "Anglo  American  is  a  valu< 
investor's  dream." 

Many  in  the  inflation-fearing  camp  own  the  Treasury's  infla) 
tion-protected  securities,  known  as  TIPS.  I  don't,  because  th 
inflation  rate  that  TIPS  protects  against  is  the  understated  CP) 
The  CPI  measures  not  the  rise  in  house  prices  (up  8.9%  in  thi 
past  12  months)  but  something  called  "owners'  equivalent  rent: 
(up  2.4%).  A  very  sophisticated  concept  is  OER.  It  has  to  be  tt 
reflect  the  conclusion  that,  really,  the  cost  of  shelter  is  hardly  ris 
ing  by  much  at  all.  TIPS  pay  barely  a  point  and  a  half.  At  tha 
kind  of  interest  rate,  I'll  take  gold  instead.  I 


jpJrj|*Jj^*4J  j  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observe 
■HHMMacom  Visithishomepageatwww.forbes.com/grant. 
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3L0BAL 
-EADERSHIP 
=  ELLOWS 


W0RLD 
ECONOMIC 
FORUM 


COMMITTED  TO 
IMPROVING  THE  STATE 
OF  THE  WORLD 


he  World  Economic  Forum  is  an  independent  international  organization 
Dimmitted  to  improving  the  state  of  the  world  by  engaging  leaders  in 
grtnerships  to  shape  global,  regional  and  industry  agendas.  Incorporated 
3  a  foundation  in  1971,  and  based  in  Geneva,  Switzerland,  the  World 
conomic  Forum  is  impartial  and  not-for-profit;  it  is  tied  to  no  political,  partisan 
'  national  interests. 


tarting  this  year,  the  World  Economic  Forum  is 
selecting  30  (thirty)  exceptionally  talented  individuals 
join  its  organization  on  a  three-year  Global  Leadership 
^gramme.  Designated  as  Global  Leadership  Fellows, 
pse  individuals  will  be  fully  integrated  in  the  work 
Dgramme  of  the  World  Economic  Forum  and  will  benefit 
•m  an  intensive  work  and  learning  experience  intended 
develop  and  train  future  leaders  of  global  enterprises 
Id  international  organizations.  The  Global  Leadership 
ilows  will  receive  a  salary  and  benefits  commensurate 
h  their  qualifications  and  responsibilities,  and  in  line 
h  the  World  Economic  Forum's  compensation  policies, 
'he  Global  Leadership  Programme  is  designed  by 
I  World  Economic  Forum  in  collaboration  with  its 
rldwide  network  of  distinguished  experts  and  leaders. 
|  on  successful  completion  of  the  Programme,  Global 
:  idership  Fellows  will  receive  a  Master's  in  Global 
!  dership  and  will  be  provided  assistance  in  identifying 
i  cement  opportunities  at,  but  not  limited  to,  the 
rid  Economic  Forum  and  its  member  companies. 


REQUIREMENTS: 

•  Demonstrated  leadership  capabilities  and/or 
excellence  in  a  particular  field  or  discipline; 

•  Proven  interest  in  global  affairs; 

•A  broad  intellectual  background  with  a  Master's 
degree  (or  equivalent)  in  science,  engineering,  economics, 
business,  public  policy/public  administration  or 
development-related  studies; 

•  Minimum  of  3  years'  work  experience; 

•  Excellent  command  of  written  and  spoken  English 
and  proficiency  in  a  second  language; 

•  Commitment  to  the  mission  of  the  World  Economic  Forum. 


ase  send  a  cover  letter,  curriculum  vitae,  three  references  and  an  800-wprd.  personal  essay  on  what  you  w< 
chieve  in  your  life  to  leadersfjiipfellows@weforum.org.  Only  short-listed  candidates  will  be  contacted. 


Absolute  Return  Lisa  W.  Hess 


When  Tokyo 
Fell  Out  of  Bed 

THE  HUMORIST  JAMES  THURBER  WROTE  A  STORY  IN 
1933  called  "The  Night  the  Bed  Fell."  In  11  of  the 
funniest  paragraphs  ever  written,  he  tells  the  tale  of 
his  wildly  eccentric  family,  which,  because  of  silly 
misunderstandings  stemming  from  the  collapse  of 
Thurber's  cot  one  night,  stumbles  into  chaos,  ending  in  a 
smashed  window,  a  dog  attack  and  a  head  cold. 

The  current  contretemps  between  China  and  Japan  seems 
Thurberesque.  Like  his  tale,  the  massive  anti-Japanese  demon- 
strations in  mid-April  are  apparently  the  result  of  ridiculous 
misunderstandings. 

The  10,000  Chinese  demonstrators,  who  overturned 
Japanese  cars  and  tore  down  signboards  for  Japanese  products, 
were  exercised  over  Japanese  textbooks  that  play  down  Japan's 
World  War  II  atrocities,  as  well  as  the  Japanese  push  for  a  per- 
manent place  on  the  United  Nations  Security  Council  and 
Japan's  bid  to  drill  for  gas  in  waters  both  countries  claim. 

Such  concerns  look  like  the  stuff  of  diplomatic  negotiation, 
not  a  huge  outpouring  of  Chinese  street  rage.  Following  the 
protests  Japanese  Prime  Minister  Junichiro  Koizumi  apolo- 
gized for  his  country's  wartime  misdeeds  in  an  attempt  to 
smooth  relations. 

Behind  the  Chinese  ire,  however,  is  a  widespread  sentiment 
that  China  should  be  the  predominant  Asian  power.  Now  enjoy- 
ing spectacular  economic  growth,  it  hopes  to  supplant  Japan  as 
the  world's  second-largest  economy.  Today  China's  gross 
domestic  product  is  one-third  that  of  Japan,  whose  growth  has 
lagged  since  1990.  At  current  rates  of  expansion  China  will  take 
the  lead  sometime  in  the  next  decade.  That  assumes  Japan's 
economy  will  remain  sclerotic,  though.  It  won't,  and  the  Chinese 
know  this. 

Japan  at  last  is  making  a  long,  agonizing  climb  back  toward 
prosperity.  I  emphasize  the  word  long  and  have  advised  you  in 
the  past  to  invest  in  Japan  while  its  equities  are  still  cheap  (see 
my  Jan.  31  column).  The  perennially  depressed  Nikkei  index 
has  been  on  the  upswing  since  2003  but  sold  off  sharply  in 
the  wake  of  the  Chinese  demonstrations,  presenting  another 
buying  opportunity. 

In  the  past  I've  recommended  buying  the  MSCI  Japan 


Index  as  the  best  means  to  track  the  broad  Japanese  market. 
Now  there's  another  way  for  Americans  to  invest  in  a  good 
basket  of  Japanese  stocks:  an  investment  vehicle  called  RHJ 
International  (25,  RHJI.BB)  that  went  public  in  March  sporting 
the  longest  prospectus  I've  ever  encountered  (2  pounds  and 
1,100  pages).  Company  head  Timothy  C.  Collins,  an  Ameri- 
can investor,  has  been  a  winner  in  the  Japanese  arena,  and  his 
initial  public  offering  easily  raised  $1  billion. 

Given  the  cash-rich  nature  of  so  many  Japanese  compa- 
nies, a  strong  case  can  be  made  that  a  recovering  Japan  is  about 
to  embark  on  a  leveraged-buyout  boom.  And  Collins'  groups 
also  known  as  Ripplewood  Holdings,  is  well  positioned  here 
(Disclosure:  My  employer  owns  a  position  in  this  company. 

A  private  equity  firm  with  investments  worldwide,  Ne\« 
York-headquartered  Ripplewood  ($10  billion  under  manage- 
ment) set  up  the  Japanese  effort  in  1998.  In  going  public  th< 

company  ditched  its  private 
equity  management  fee  (1.5% 
and  carry  fee  (20%  of  profits) 
Ripplewood  craftily  did  th 
public  offering  in  Belgium 
where  its  existing  holding 
could  be  marked  to  marke 
tax  free. 

The  firm's  first  big  Japan 
deal  was  the  $1  billion  pur 
chase  of  failed  Long-Terrf 
Credit  Bank  in  2000.  Ripple 
wood  turned  the  lender  around 
renamed  it  Shinsei  Bank  an« 
took  it  public  last  year  for 
sixfold  return.  Then  Collin 
got  a  479%  return  by  sellin 
Japan  Telecom,  which  it  ha< 
bought  just  ten  months  earlier,  to  Softbank  in  2004. 

Ripplewood  is  not  cheap,  if  you  look  at  it  like  a  closed 
end  fund.  The  shares  now  trade  at  a  10%  premium  to  the  ne 
asset  value  of  the  investments  plus  the  cash  the  firm  raisec 
Since  the  stock  is  not  traded  in  the  U.S.,  you  must  pay  extra  t> 
buy  it  in  Europe.  Because  there's  a  legal  lag  time  between  a  for 
eign  stock's  going  public  and  its  availability  in  the  U.S.,  yc 
might  have  to  wait  a  few  days  in  May  to  get  hold  of  it. 

Regardless,  my  bet  is  that  the  share  price  will  rise  alon 
with  the  Japanese  recovery.  One  sign  is  that  Collins  ha 
brought  first-rate  management  talent  to  his  firm's  portfoli 
companies.  Example:  William  Esrey,  former  Sprint  chieftair 
for  Japan  Telecom.  Since  Japanese  banks  are  willing  to  len 
100%  of  assets  to  Ripplewood  at  2%-to-3%  interest  rate; 
Collins'  business  model  is  a  very  smart  one.  This  combinatio 
of  easy  money  and  expertise  in  the  LBO  business  gives  th 
marquee  name  of  Ripplewood  a  particular  advantage.  Pei 
haps  China  should  worry. 


Japan  now  is 
making  a  long, 
agonizing 
climb  back  to 
prosperity.  You 
can  partake 
of  this  new 
prosperity  via 
Ripplewood 
Japan. 
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Fixed-Income  Watch  i  Richard  Lehmann 


BuyGM 


GENERAL  MOTORS'  TRAVAILS  ARE  ENDLESSLY 
recounted  in  the  news  media  these  days.  Deterio- 
rating market  share,  clunky  designs,  moneylosing 
quarters,  enormous  labor  costs — all  contribute  to 
the  sense  of  dread  that  surrounds  this  onetime  cor- 
porate icon.  The  stubborn  unions  are  living  in  a  time  warp, 
bleeding  the  company  to  protect  health  benefits  that  are 
totally  out  of  line  with  world  economic  realities. 

But  the  problem  that  engages  me  the  most  is  GM's  credit 
standing.  Graded  BBB-  by  Standard  &  Poor's,  GM  is  one  step 
away  from  a  junk  rating.  Many  expect  the  ratings  agencies  to 
bump  it  below  investment  grade  soon.  For  some  alarmist 
media  types,  this  is  enough  to  begin  speculating  whether  GM 
might  use  a  bankruptcy  filing  to  escape  those  postretirement 
health  benefits. 

The  sad  fact  is  that  GM  has  been  below  investment  grade  by 
most  objective  measures  for  the  last  three  years,  according  to 
upstart  rating  agency  Rapid  Ratings.  After  all,  it's  hard  to  fathom 
how  GM  can  remain  investment  grade  with  a  $470  billion  bal- 
ance sheet  that  shows  only  $26  billion  of  equity  (and  a  market 
capitalization  only  half  that  dismal  figure). 

At  those  levels  Toyota  (with  $130  billion  in  market  cap) 
could  well  acquire  GM,  much  as  Daimler  bought  Chrysler.  The 
news  stories  on  GM  have  been  so  one-sided  that  I  almost  sus- 
pect Chief  Executive  Richard  Wagoner  himself  is  behind  them, 
trying  to  budge  his  labor  unions  into  a  reasonable  bargaining 
position. 

While  buying  GM  common  stock  is  a  dubious  choice,  the 
automaker's  bonds  and  preferreds  make  a  lot  of  sense.  (Here 
the  term  "preferred"  encompasses  not  the  usual  variety  of 
senior  equity  but  minibonds  that  trade  like  shares  of  stock.) 
GM  may  be  forced  at  some  point  to  cut  its  common  dividend, 
but  its  bond  and  preferred  interest  payments  are  on  firmer 
ground. 

Here's  why:  For  fixed-income  investors,  GM  doesn't  have 
to  generate  a  profit;  it  merely  needs  free  cash  flow  greater  than 
zero.  Free  cash  flow  is,  roughly  speaking,  net 
income  plus  depreciation  minus  capital 
expenditures.  This  figure  is  net  of  interest 
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(because  net  income  is  net  of  interest),  so  if  it's  a  positive  num- 
ber, then  interest  has  been  covered.  You  need  look  no  further 
than  the  airline  industry  to  see  that  a  company  can  operate  for 
years  upon  years  without  profitability  and  can  avoid  bank- 
ruptcy so  long  as  cash  flow  stays  positive.  GM,  still  the  world's 
largest  automaker,  should  be  able  to  manage  this  feat  despite  its 
manifold  weaknesses. 

The  fear  of  a  junk  rating  for  GM  has  sparked  massive  dump- 
ing of  GM  bonds  and  preferreds.  This  has  led  to  yields  exceeding 
9%.  When  you  look  at  comparable  yields  in  the  junk  market, 
you're  talking  about  bonds  rated  below  single-B,  not  ones  in 
danger  of  falling  from  BBB-  to  BB+. 

This  state  of  affairs  is  not  due  to  fears  that  GM  is  in  jeop- 
ardy. The  yields  are  so  high  because  the  debt  markets  are  tem- 
porarily out  of  balance  between  the  number  of  GM  sellers  (too 
many)  and  the  number  of  willing  buyers  (too  few).  In  other 

words,  this  is  a  great  time  to 
buy  a  GM  debt  security  with  a 
fat  yield. 

Such  opportunities  are  not 
unusual.  Most  recently  AT&T 
debt  went  through  a  similar] 
downgrading  and  spiked  in 
yield,  only  to  see  prices  bouncei 
back  to  near  par  as  the  selling 
wave  ended.  The  reason  I  aril 
confident  that  willing  buyers; 
will  step  forward  is  that  com- 
panies of  much  lesser  quality) 
are  being  bought  at  lower 
yields.  The  willing-buyer 
crowd  is  holding  back  on  buying  GM  debt  only  until  it  sees  how 
low  it  can  go. 

My  guess  is  most  of  the  GM  $25  face  value  preferreds,  cur-) 
rently  selling  around  $19,  will  see  $23  before  year-end.  I  recom 
mend  buying  the  GM  preferreds  rather  than  bonds.  The  pre 
ferreds  are  higher  yielding,  can  be  bought  in  smaller  quantities 
and  are  easier  to  trade. 

There  are  15  different  GM  preferred  issues  that  I  like,  such  as 
the  General  Motors  (19,  HGM)  issue,  a  7.375%  senior  note  dua 
Oct.  1,  2051;  these  preferreds  yield  9.75%.  A  little  better  quality 
are  the  General  Motors  Acceptance  Corp.  (20,  COM)  preferreds,  which1 
are  7.375%  senior  notes  due  Dec.  16, 2044;  they  yield  9.22%. 

Adventurous  investors  who  look  for  a  GM  stock  recovery 
may  want  to  take  a  flier  on  the  convertible  preferreds  yielding 
8.11%  (19,  GPM).  They  are  convertible  into  0.525  shares  of  com-t 
mon,  now  worth  $14.  A  long  shot?  Hey,  maybe  China  will  make 
a  bid  for  GM.  That  might  even  wake  up  GM's  unions. 

Also,  keep  in  mind  that  Ford  Motor  is  on  the  same  track 
with  regard  to  debt  ratings,  but  not  yet  as  bad  pricewise.  Look] 
for  the  Ford  $25  preferreds  to  break  below  $20  later  this  year,  all 
which  point  I  may  write  a  column  tided  "Buy  Ford."  F 


Preferreds,  that 
is,  not  stock. 
Willing  buyers 
are  holding  back 
on  buying  GM 
debt  only  until 
they  see  how  low 
it  can  go. 
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STOCK  WATCH 


•Regardless  of  the  economy  or  the  market,  long  term, 
wireless  represents  a  realistic  opportunity  to  turn  $25,000  or  $50,000  int 
small  fortune  while  you  still  have  time  to  enjoy  it.*' 


Wireless  is  hot, 


Our  numbers  speak  for  themselves:  (  For  the  1 2  months  ending  Dec.  31 ,  200 

•  Our  portfolio  of  wireless  winners   +  499 

•  The  wireless  index  (WMH)  +  349 

•  NASDAQ  +  8.49 

•  DJIA  +  3.69 


DEAR  INVESTOR: 

Who  would  have  thought  that  some  of  the  NASDAQ's  formerly  highest-flyers  would  ever  become  "value  stocks?"  Yet  that's  precisely  the  case.  Eva 
after  last  year's  dramatic  gains,  some,  but  by  no  means  all,  of  the  recently  hard-hit  wireless  stocks  are  trading  at  a  fraction  of  their  real  value. 

Perhaps  the  most  costly  legacy  of  the  sell-off  in  technology  stocks  will  ultimately  prove  to  be  missed  opportunities  as  skeptical,  gun-shy 
investors  now  sit  out  what  will  prove  to  be  the  greatest  comeback  in  stock  market  history.  I'm  talking  about  the  wireless  sector,  already  leading 


NASDAQ  and  the  rest  of  the  markets  by  a  huge  margin. 

Wireless  is  already  a  way  of  life  in  western  Europe,  Korea  and  China.  In  fact,  in  Korea,  where  they  have  true 
high-speed  broadband,  fully  one-third  of  all  business  is  done  wirelessly.  Half  of  all  bank  transactions  are  con- 
ducted online.  Seventy  percent  of  all  stock  trades  are  made  online.  The  value  of  Korea's  Internet  business  is 
estimated  at  $450  billion. 

China  is  adding  new  cell  phone  subscribers  at  the  rate  of  4  to  6  million  a  month.  By  the  end  of  2005,  China  will 
have  400  million  cell  phone  users.  Despite  dramatic  gains  on  the  NASDAQ,  some  of  the  companies  profiting  most 
from  wireless  proliferation  abroad  have  been  overlooked  by  a  still  tech-skeptical  U.S.  stock  market  Others  are  poised 
to  make  rapid  gains  as  the  wireless  revolution  finally  finds  its  way  to  America. 

In  the  U.S.,  wireless  has  been  slower  to  live  up  to  its  great  expectations  because  of  government  regula- 
tion and  taxation,  and  squabbling  over  bandwidth  access  and  competing  technologies.  But  wireless  has  finally  found  practical  ways  to  cir 
cumvent  the  roadblocks  and  the  real  revolution  is  coming  now  to  America.  The  wireless  revolution  really  is  still  in  its  infancy  and  now 
the  time  to  buy  into  the  coming  boom  in  wireless  applications — from  ringtones  to  multimedia  messaging  to  mobile  games.  Investing 

in  the  right  wireless  stocks  is  the  best  way  I  know  to  double  or  triple  your  money  over  the  next  few  years,  regardless  of  the  day  to  day  upsl 

downs  of  the  stock  market. 

I  hope  you'll  take  advantage  of  this  money-saving  introductory  offer  and  join  us  today  as  a  subscriber. 
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ISLAND  TRADITIONS 

Aloha, 
Pardner 


Hawaii's  cowboy  culture  dates  back  two  centuries 
to  when  Spanish  vaqueros  first  taught  islanders 
how  to  giddyup  |  By  Suzanne  Hoppough 


■  KUA  PURDY  LASSOED  A  STEER  IN  56  SECONDS  BEFORE 
I  30,000  spectators  to  win  the  world's  rodeo  steer  rop- 
I  ing  championship  in  Cheyenne,  Wyo.  in  1908.  Unlike 
I  his  competitors,  he  wore  Spanish  vaquero-inspired 
I  chaps,  sported  a  hat  with  a  flower  lei  and  rode  a  bor- 
I  rowed  horse.  His  prowess  with  the  kaula  Hi,  or  rawhide 
I^B  lariat,  stunned  the  competition,  who'd  never  seen  any- 
thing like  it. 

Hawaii's  cowboy  tradition  goes  back  to  1793,  when  King 
Kamehameha  I  placed  a  kapu,  or  taboo,  on  the  slaughter  of 
cows  in  an  attempt  to  spur  the  native  cattle  industry.  Spanish  va- 
queros were  imported  to  teach  herding  and  corralling,  roping 
and  saddlecraft.  The  word  for  a  Hawaiian  cowboy,  paniob,  is  an 
adaptation  of  "espanol,"  used  to  describe  Spanish  vaqueros. 

The  peculiar  origin  and  insular  evolution  of  Hawaiian 
cowboys  have  them  using  tools  and  techniques  not  seen 
since  the  days  of  the  Spanish  in  Mexico  and  colonial  Califor- 
nia. Their  tradition  expresses  itself  not  only  in  saddles,  ropes 
and  spurs  but  also  in  jewelry  sought  by  collectors.  And  cow- 
boys here  play  ukuleles. 

Hawaii,  to  the  surprise  of  the  average  tourist,  produces 
almost  as  much  beef  as  coffee — $18  million  worth  a  year. 


The  wild  bunch: 
Cowboys  at  the 
Parker  Ranch  in 
Waimea  on  the 
Big  Island; 
floral  garlands 
spruce  up  hats 
and  anchor 
them  to  a 
vaquero's  head. 
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Of  the  20  biggest  ranches  in  the  U.S.,  2  are  here.  The  Parker 
Ranch,  in  the  Big  Island  town  of  Waimea,  was  the  first  ranch  in 
the  islands  and  is  still  the  biggest.  Its  175,000  acres  and  35,000 
head  of  cattle  are  watched  over  by  12  paniolo.  The  ranch,  since 
1992  owned  by  a  nonprofit  foundation,  enhances  its  livestock 
sales  with  revenue  from  tours,  horseback  rides  and  cowboy 
paraphernalia. 

At  Parker  and  other  ranches  modern-day  paniolo  drive 
ATVs.  Some  sport  the  same  dull  duds  as  mainland  cowpokes — 
white  tank  tops,  jeans  and  baseball  caps.  Others,  however, 
uphold  their  unique  tradition,  wearing  leis  that  take  the  form  of 


polychromatic  hatband; 
woven  out  of  feathers 
shells  or  flowers. 

"Paniolo  are  no 
ashamed  to  wear  flowers, 
explains  Lynn  Martin  Grai 
ton,  formerly  folk  arts  coorp 
dinator  for  the  Hawaii  Statii 
Foundation.  Originally  lei 
did  more  than  spruce  up  ai 
outfit.  They  anchored  one' 
papale  (hat)  to  one's  heac 
The  flowers  were  gathere< 
from  the  land  on  which 
cowboy  worked. 

Robert  Momsen,  a  for 
mer  venture  capitalist  wit  I . 
InterWest  who  has  lived  i mi 
Hawaii  since  1997,  collect 
all  things  Hawaiiar 
including  hats,  jewelry  an 
leis.  One  prize  of  his  co 
lection  is  a  lei  hand-sew 
from  tiny  shells  native  t 
Niihau  Island.  Momsen 
wife,  Carol,  wore 
recendy  to  a  dinner,  whei 
it  wowed  designer  Barbara  Meheula.  The  value  of  paniolo  jev 
elry,  including  earrings  and  bracelets,  says  Meheula,  vari« 
widely.  An  exquisite  example  such  as  Momsen's  can  be  wort 
$80,000.  Prices  are  determined  by  the  colors  and  types  of  shell 
the  style  and  quality  of  the  stringing  and  lei  length.  Feather  le 
range  in  price  from  $150  to  $5,000,  depending  on  the  type  < 
feathers  and  quality  of  workmanship. 

Another  Momsen  objet  is  a  lei  niho  palaoa,  or  ivory  necklac|ic  \ 
Made  of  whale  teeth  or  walrus  tusks  attached  with  long  wovt 
strands  of  human  hair,  these  leis  were  once  a  sign  of  nobilitiw 
Now  they  are  a  sign  of  net  worth.  They  can  fetch  $50,000  or  mor  | 
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ome  paniolo  still  get  around  on  four 
:gs.  instead  of  on  ATVs.  Older 
araphernalia— like  hand-sewn  lei 
atbands,  made  of  shells,  and  leather 
addles— is  highly  collectible.  g 

"Provenance  to  the  Kame-  ; 
ameha  line  is  priceless,"  explains  sj 
aula  Helfrich  at  the  Economic  1 
)evelopment  Alliance  of  Hawaii.  « 
iter  King  Kamehameha's  death  in  1819,  missionaries  sought 
3  extirpate  leis  and  other  native  handicrafts,  but  the  paniolo 
igh  in  the  hills  kept  tradition  alive — "Hawaii's  living  link  to  its 
ncient  culture,"  Helfrich  says. 

On  Maui  is  Makawao,  whose  annual  parade  and  rodeo,  held 
le  weekend  after  July  4,  has  women  in  satin  cover-ups  and  men 
i  rose  leis  walking  alongside  stagecoaches  and  hula  dancers. 
Outside  the  Rodeo  General  Store  paniolo  can  be  seen  tying  their 
orses  to  hitching  posts.  Fifty  years  ago  it  was  hard  to  find  much 
)r  sale  here  besides  kerosene,  horseshoes  and  other  staples, 
aday  revenue  comes  from  artwork. 

At  the  Upcountry  Connection  Gallery  in  Kamuela,  on  the 
ig  Island,  a  limited  edition  giclee  print  of  a  paniolo  saddle  goes 
ir  $450,  and  a  40-by-60-inch  original  oil  dubbed  "Paniolo  Her- 
|ige"  costs  $10,500.  The  artist,  Edwin  Kayton,  is  known  for  his 


the  horn  on  a  saddle,  for  example,  to  accom- 
modate more  rope,  the  better  to  lasso  wild 
longhorns.  Donald  DeSilva,  retired  Parker 
Ranch  cowboy  and  saddlemaker,  says  pan- 
iolo even  ride  their  saddles  differently:  They 
sit  on  the  tree  (the  very  front  of  the  saddle), 
while  mainland  cowboys  ride  the  seat. 

Hawaiian  saddles  are  designed  to  dry  out 
fast;  until  the  1940s  cattle  drives  took  cow- 
boys into  the  sea.  Paniolo  would  round  up 
cattle  and  walk  them  to  harbors,  off  which 
boats  were  moored.  The  cattle  would  then 
be  run  into  the  ocean,  tied  to  a  dinghy, 
rowed  to  a  ship  and  hoisted  onto  a  cargo 
deck  by  rope  sling. 

All  the  peculiarities  that  distinguish 
island  cowboys  from  ordinary  buckaroos 
find  their  expression  in  paniolo  music  and 
song.  A  living  legend,  Clyde  (Kindy)  Sproat 
shares  a  slice  of  history  through  falsetto 
storytelling  with  his  ukulele.  Sproat  is  a  pio- 
neer of  slack  key,  a  guitar  style  where  strings  are  slackened  to 
produce  different  tunings  with  a  lingering  sound,  reminiscent  of 
Mexican  vaquero  ranch  songs.  Guitars  are  plucked  to  create 
overtones,  so  that  at  times  it  sounds  like  you're  hearing  two  gui- 
tars. Notes  are  short  and  melodies  simple.  This  year's  Grammys 
were  the  first  to  have  a  Hawaiian  music  category,  with  the  award 
going  to  the  compilation  album  Slack  Key  Guitar  Vol.  2. 

Other  artists  favor  the  ukulele,  which  originated  in  the 
1 800s.  Modern  ones  are  made  of  indigenous  koa  wood,  which 
Chris  Kamaka,  grandson  of  ukulele  purveyor  Samuel  Kamaka 
Sr.  and  production  manager  of  Kamaka  Ukuleles,  says  makes  for 
a  superior  sound.  A  vintage  handmade  Kamaka  from  the  1930s 
can  be  yours  for  $5,000 — if  you  can  find  one.  For  a  custom- 
made  Ohta-San,  you'll  spend  $2,000  to  $3,000  and  wait  up  to 
three  months.  Then  again,  you  could  make  your  own:  Molokai 


er  King  Kamehameha's  death,  missionaries  sought  to 
EXTIRPATE  NATIVE  COWBOY  HANDICRAFTS, 

hut  the  paniolo  high  in  the  hills  kept  the  tradition  alive. 


awaiian  cowboy  scenes. 

The  real  chef  d'oeuvre,  however,  isn't  for  sale:  a  vaquero  sad- 
:  from  the  1800s,  which  gallery  owner  Peggy  Wallace  estimates 
worth  $5,000.  It's  on  loan  from  the  collection  of  Dr.  William 
rgin,  a  former  paniolo  responsible  for  getting  Ikua  Purdy 
ducted  into  the  Rodeo  Hall  of  Fame.  So  passionate  is  Bergin 
out  paniolo  culture  that  he  has  founded  the  Paniolo  Preserva- 
n  Society  to  enshrine  it.  He  aims  to  put  his  collection,  which 
eludes  Mexican-inspired  Monel  metal  spurs  and  vintage 
vhide  lariats,  into  a  museum. 
Hawaiian  craftsmen  adapted  the  vaqueros'  tools,  enlarging 


Ranch — a  64,000-acre  working  cattle  ranch  on  the  island  of 
Molokai — hosts  a  music  camp  where,  in  addition  to  learning 
slack  key  guitar,  you  can  attend  a  ukulele-building  clinic. 

It  is  not  uncommon  today  to  hear  songs  about  rodeo 
legends  like  Ikua  Purdy.  The  paniolo  song  "Waiomina"  tells  of 
him  and  the  other  two  Hawaiian  cowboys  who  went  to 
Cheyenne  and  won  praise  and  respect  for  their  state.  In  this  pan- 
iolo melody  the  three  men  are  personified  as  mighty  volcanoes 
Mauna  Kea,  Mauna  Loa  and  Hualalai  to  signify  their  strength. 
Today  paniolo  still  remove  their  hats  at  the  mention  of  their 
names — a  gesture  that  does  not  translate  on  the  mainland.  F 


FORBES"  May  23,  2005  243 


Life 


Blood 

On  the  Wallpaper 

Britain's  Almeida  Theatre  is  the  place  to  see  great  U.S. -destined  plays 
before  they  open  over  here  |  By  Richard  C.  Morais 


ALMOST  EVERY  TOURIST  BOUND  FOR  LONDON 
takes  in  a  play.  Theater,  in  fact,  is  one  of 
Britain's  most  successful  industries.  Jonathan 
Pryce,  international  film  and  stage  star  now 
shooting  a  Pirates  of  the  Caribbean  sequel,  recom- 
mends seeing  anything  put  on 
by  the  National  Theatre.  But 
he  recommends  equally  going 
off  the  beaten  path  to  sample 
smaller,  more  experimental 
theaters  favored  by  Britain's 
theatrical  elite. 

These  include  the  Donmar 
(a  former  warehouse)  in 
Covent  Garden  and  the  Royal 
Court  in  Chelsea;  other  insid- 
ers recommend  the  Lyric  in 
Hammersmith,  the  Young  Vic  in 
South  London  and  the  Hampstead  in 
Swiss  Cottage. 

The  place  to  go,  however,  is  the 
tiny  (321 -seat)  and  obscure  (to  Amer- 
icans) Almeida  Theatre  in  Islington, 
North  London.  It  started  2005  with  a 
gangbuster  Macbeth.  "[Actor]  Simon 
Russell  Beale,"  wrote  the  Independent, 
"penetrates  Macbeth's  mind  and  ner- 
vous system  more  searchingly  than 
any  performer  since  Ian  McKellen  in 


Best  seat  in  the  house: 
Michael  Attenborough,  on  the  set 
of  Hedda  Gabler.  The  Almeida 
pulls  in  talent  like  Kevin  Spacey, 
Ralph  Fiennes  and  Liam  Neeson. 


the  1970s."  It  then  uncorked  a  Hedda  Gabler  described 
by  one  reviewer  this  way:  "As  wild  and  shocking  as 
blood  splashed  on  suburban  wallpaper." 

Almeida  wields  an  influence  wholly  out  of  keeping 
with  its  size.  Since  1994  it  has  sent  onto  the  American 
stage  (Broadway,  Brooklyn  Academy  of  Music)  a  string 
of  hits  that  has  included  Medea,  with  Diana  Rigg;  The 
Judas  Kiss,  with  Liam  Neeson;  The  Iceman  Cometh, 
with  Kevin  Spacey;  and  Edward 
Albee's  The  Goat,  or,  Who  is 
Sylvia?  To  say  Almeida  has 
become  the  R&D  lab  for  serious 
Broadway  fare  would  not  be  an 
exaggeration. 

May  and  June  will  see 
Almeida's  production — already 
sold  out — of  Federico  Garcia 
Lorca's  Blood  Wedding,  the 
lover  Leonardo  to  be  played  by 
Mexico's  sizzling  film  star  Gael 
Garcia  Bernal,  most  recently  seen  in  the  film 
Motorcycle  Diaries.  And  later  in  the  year,  says 
Michael  Attenborough,  the  theater's  artistic 
director,  Almeida  will  mount  "the  most  vulgar, 
gorgeously  funny  Moliere." 

Bernal's  films  have  won  awards  at  the 
Cannes  and  Venice  film  festivals,  and  he 
is  much  in  demand  all  across  the  globe. 
What  would  draw  an  international  film 
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star  of  his  wattage  to  a  funky  little  theater  in  North  London?  "It 
ain't  the  money,"  says  actor  Pryce.  The  theater's  annual  hudget  is 
$6  million,  compared  with  the  National  Theatre's  $80  million; 
28%  coircs  from  state  subsidies,  the  rest  from  corporate  spon- 
sors and  ticket  sales.  All  actors — no  matter  how  big — earn  the 
same  union  wage,  $732  a  week.  Such  renowned  directors  as 
Richard  Eyre  or  Trevor  Nunn  get  paid  a  flat  $7,680  for  the  entire 
run  of  a  play. 

The  Almeida's  space  itself  draws  talent.  Many  of  London's 
fringe  theaters  are  little  more  than  a  soapbox  stage  above  a  pub. 
The  Almeida,  remodeled  from  a  19th-century  scientific  institute 
at  a  cost  of  $1 1  million  in  2003,  combines  a  large  stage  with  an 
intimate  auditorium.  "It's  a  beautiful  building,"  explains  Eyre. 
"You've  got  in  the  stage  the  visual  values  that  you  aspire  to  in  a 
larger  theater,  but  coupled  with  a  small  auditorium,  which  is 
attractive  because  it  means  the  acting  can  be  intimate,  not 
overblown."  The  audience  sits  just  feet  away  from  the  actors, 
and  Pryce  compares  the  demands  of  acting  at  the  Almeida  to  the 
psychological  minimalism  required  by  film  and  television. 

Artistic  director  Michael  Attenborough  is  himself  a  draw.  The 
nephew  of  Sir  David  Attenborough  (of  BBC  wildlife  fame)  and 
the  son  of  the  Oscar-winning  actor-director  Lord  Richard  Atten- 
borough, Michael,  55,  was  recruited  in  2002  from  the  Royal 
Shakespeare  Company,  where  he  toiled  for  years  as  an  associate 
director.  At  Almeida  most,  but  not  all,  of  his  productions  have 


Advertisement 


been  hits.  A  musical  adaptation  of  Brighton  Rock,  a  1947  noir  film 
about  a  psychopath,  starring  his  father,  was  tartly  panned. 

Says  Attenborough:  "I  look  for  material  eclectic  and 
catholic."  Case  in  point:  Festen,  a  modern  play  about  a  Danish 
paterfamilias  celebrating  his  60th  birthday,  only  to  be  accused  of 
sexual  abuse  by  his  son.  The  play  is  an  adaption  of  a  film  by 
members  of  the  "Dogme  95,"  a  group  of  influential  Danish 
filmmakers  who  spurred  the  recent  craze  for  handheld  cameras. 
Festen  opened  at  the  Almeida  last  year,  transferred  to  sold-out 
shows  in  the  West  End  and  is,  according  to  its  Canadian  co- 
producer,  Maria  Rubin,  bound  for  Broadway  in  September.  F 


Getting  tickets  for  the  Almeida's  small,  sought-after 
productions  can  be  tough.  Most  sell  out  well  in  advance. 
But  by  joining  the  circle  of  Almeida  supporters— for  as  little 
as  $96— you  can  get  a  jump  on  ticket  sales  through  a 
priority  booking  service.  (Contact:  +44-20-7288-4930; 
supporters@almeida.co.uk.)  Added  bonus:  The  donation  is 
tax  deductible  in  the  U.S.  if  you  make  your  check  out  to  the 
nonprofit  American  Friends  of  the  Almeida  Theatre  Inc., 
451  Park  Ave.  South,  8th  Floor,  New  York,  N.  Y,  10016. 

-R.C.M. 
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registration  is  required.  For  further  information  contact  Cavan  Realty,  Inc.  at  928-203-2100. 
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THOUGHTS 

On  the  Business  of  Life 


i 

i  m  fter  an  appalling  report  that  a  couple  of  young  Marines  had  been  lihidoed  into  betraying  their 
g*"^^  country  by  svelte  Moscow  Mata  Hari-es,  James  Reston  wrote:  "The  State  Department  is  also 
JL  mWLmiiegot iat ing  with  the  Marine  Corps  about  how  to  m  oid  Soviet  spies  under  and  in  embassy  beds. 
One  suggestion  is  that  the  Marines  should  be  assigned  to  guard  embassies  only  at  the  end  of  their  careers,  when 
they  are  girl-proof,  and  not  at  the  beginning."  Marines  "girl-proof "  at  the  end  of  their  careers?  Only  the  utterly 
young  or  the  utterly  ignorant  could  make  such  an  utterly  fallacious  assumption.   — MALCOLM  S.  FORBES  (1987) 


What  do  you  think  spies  are:  priests, 
saints  and  martyrs?  They're  a  squalid 
procession  of  vain  fools,  traitors  too,  yes; 
pansies,  sadists  and  drunkards,  people 
who  play  cowboys  and  Indians  to  brighten 
their  rotten  lives. 

—JOHN  LE  CARRE 


/  cannot  think  that  espionage  can  be 
recommended  as  a  technique  for  building 
an  impressive  civilization.  It's  a  lout's  game. 

—REBECCA  WEST 


It  is  only  the  enlightened  ruler  and  the 
wise  general  who  will  use  the  highest 
intelligence  of  the  army  for  the  purposes 
of  spying,  and  thereby  they  achieve  great 
results. 

—SUN  TZU 


On  the  Profumo  affair:  When  I  was  in 
Venice  I  thought  that  perhaps  masked 
naked  men,  orgies  and  unlimited  spying 
are  an  accompaniment  of  maritime 
powers  in  decline. 

—NANCY  MITFORD 


The  life  of  spies  is  to  know,  not  to  be 
known. 

—GEORGE  HERBERT 


Sailor  beware ! 


There  are  some  who  become  spies 
for  money,  or  out  of  vanity  and 
megalomania,  or  out  of  ambition, 
or  out  of  a  desire  for  thrills.  But  the 
malady  of  our  time  is  of  those  who 
become  spies  out  of  idealism. 

—MAX  LERNER 


From  infancy  on  we  are  all  spies; 
the  shame  is  not  this  but  that  the 
secrets  to  be  discovered  are  so  paltry 
and  few. 

—JOHN  UPDIKE 


He  that  spies  is  the  one  that  kills. 

—IRISH  PROVERB 


When  I  was  at  Cambridge  it  was, 
naturally  enough,  I  felt,  my  ambition 
to  be  approached  in  some  way  by  an 
elderly  homosexual  don  and  asked  to 
spy  for  or  against  my  country. 

—STEPHEN  FR1 


A  prince  should  have  a  spy  to  observe  whai 
is  necessary,  and  what  is  unnecessary,  in 
his  own  as  well  as  in  his  enemy's  country. 

—THE  HITOPADESA 


Every  man  is  surrounded  by  a 
neighborhood  of  voluntary  spies. 

— JANE  AUSTEN 


On  the  U.S.  embassy  building  in 
Moscow:  It's  nothing  but  an  eight-story 
microphone  plugged  into  the  Politburo. 

—RICHARD  ARMEY 


A  Text... 

A  just  weight  and  balance  are 
the  Lord's:  all  the  weights  of 
the  bag  are  his  work. 

—PROVERBS  16:11 

Sent  in  by  Karen  Marion,  St.  Clair 
Shores,  Mich. 
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